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DIVISION OF FINANCIAL AND
GENERAL MANAGEMENT STUDIES

The Accounting and Auditing Act of 1950 makes the
General Accounting Office (GAQ) responsible for establishing
the accounting standards that Federal agencies are to follow.
In carrying out this responsibility, GAO established such
standards in 1952 and has revised them periodically since
their original issuance. 1In recent years there has been many
advances in accounting theory and practice and we, in light
of these advances, deem it prudent to reexamine these Federal
standards on a conceptual basis to see if changes are needed
or desirable.

Our goal is to develop a conceptual framework under
which consistent Federal accounting requirements can be main-
tained. These requirements would include both accounting
standards and operational reqguirements. The effort is forward
looking. The expected long-range benefits are more useful
financial information.

Although much has been done in recent years to establish
new standards in the private sector, we cannot unguestioningly
accept such standards for government.

We believe that government is sufficiently different
from profit and nonprofit entities in the private sector
to warrant separate accounting standards studies. Perhaps
.the mest significant difference is the basic environment
in which government operates. It is different from business
enterprises. 1In business the bottom line is profit, but in
government there does not exist a so easily measured item.
Profit 1s the item by which a business's worth is recognized
and measured. It is also a means by which control is exer-
cised. 1In a free market system profits indicate economic
operations and unprofitable businesses will be forced out
of the market place. In the government control over how
economically an entity operates is achieved through other
means such as laws, regulations, and constant monitoring of
many facets of operations.

Rlso, in government the principal resource provider, the
taxpayer, is more distant than the customer in private busi-
ness. Customer demand habits influence business more easily
than taxpayers influence government. There is not an open






