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The Account ing  and A u d i t i n g  A c t  of 1950 makes t h e  
G e n e r a l  Account ing  O f f i c e  (GAO)  r e s p o n s i b l e  for  e s t a b l i s h i n g  
t h e  a c c o u n t i n g  s t a n d a r d s  t h a t  F e d e r a l  a g e n c i e s  a r e  t o  f o l l o w .  
I n  c a r r y i n g  o u t  t h i s  r e s p o n s i b i l i t y ,  GAO e s t a b l i s h e d  s u c h  
s t a n d a r d s  i n  1952 and h a s  r e v i s e d  them p e r i o d i c a l l y  s i n c e  
t h e i r  o r i g i n a l  i s s u a n c e .  I n  r e c e n t  y e a r s  t h e r e  has b e e n  many 
a d v a n c e s  i n  a c c o u n t i n g  t h e o r y  and p r a c t i c e  and w e ,  i n  l i g h t  
o f  these  a d v a n c e s ,  deem it p r u d e n t  t o  reexamine  t h e s e  F e d e r a l  
s t a n d a r d s  on  a c o n c e p t u a l  b a s i s  t o  see i f  c h a n g e s  a r e  needed 
o r  c i e s i r a b l e .  

Our g o a l  is  t o  d e v e l o p  a c o n c e p t u a l  framework under  
which c o n s i s t e n t  F e d e r a l  a c c o u n t i n g  r e q u i r e m e n t s  c a n  be main-) 
t a i n e d .  These  r e q u i r e m e n t s  would i n c l u d e  b o t h  a c c o u n t i n g  
s t a n d a r d s  and o p e r a t i o n a l  r e q u i r e m e n t s .  The e f f o r t  is  fo rward  
l o o k i n q .  The e x p e c t e d  l o n g a r a n g e  b e n e f i t s  a re  more u s e f u l  
f i n a n c i a l  i n f o r m a t i o n .  

Al though much h a s  been  done  i n  r e c e n t  y e a r s  t o  e s t a b l i s h  
new s t a n d a r d s  i n  t h e  p r i v a t e  s e c t o r ,  w e  c a n n o t  u n q u e s t i o n i n g l y  
a c c e p t  such  s t a n d a r d s  f o r  government .  

We b e l i e v e  t h a t  government  is  s u f f i c i e n t l y  d i f f e r e n t  
from p r o f i t  and n o n p r o f i t  e n t i t i e s  i n  t h e  p r i v a t e  s .ec tor  
t o  w a r r a n t  s e p a r a t e  a c c o u n t i n g  s t a n d a r d s  s t u d i e s .  P e r h a p s  
t h e  most s i g n i f i c a n t  d i f f e r e n c e  i s  t h e  basic  env i ronmen t  
i n  wh ich  government  o p e r a t e s .  I t  i s  d i f f e r e n t  from b u s i n e s s  
e n t e r p r i s e s .  I n  b u s i n e s s  t h e  bot tom l i n e  i s  p r o f i t ,  b u t  i n  
government  t h e r e .  d o e s  n o t  e x i s t  a so e a s i l y  measured item. 
P r o f i t  i s  tne  item by which  a b u s i n e s s ' s  w o r t h  i s  r e c o g n i z e d  
and measured .  I t  i s  a l s o  a means by  which  c o n t r o l  is  e x e r a  
c ised.  I n  a f r e e  m a r k e t  sys t em p r o f i t s  i n d i c ' a t e  economic 
o p e r a t i o n s  and u n p r o f i t a b l e  b u s i n e s s e s  w i l l  be f o r c e d  o u t  
o f  t h e  m a r k e t  place .  I n  t h e  government  c o n t r o l  ove r  how 
e c o n o m i c a l l y  an e n t i t y  o p e r a t e s  is achieved through o t h e r  
means s u c h  a s  laws, r e g u l a t i o n s ,  and c o n s t a n t  m o n i t o r i n g  o f  
many f a c e t s  o f  o p e r a t i o n s .  

A l s o ,  i n  government  t h e  p r i n c i p a l  r e s o u r c e  p r o v i d e r ,  t h g  
t a x p a y e r ,  i s  more d i s t a n t  t h a n  t h e  cus tomer  i n  p r i v a t e  b u s i d  
ness.  Customer demand h a b i t s  i n f l u e n c e  b u s i n e s s  more e a s i l y  
t h a n  t a x p a y e r s  i n f l u e n c e  government .  There is n o t  an  open 




