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March 15, 1978 CIRCULAR NO. A-73 
Revised 

TO THE HEAOS OF FXECUTIVE DEPAFT~F.NTS A~D ESTABLISHMENTS 

SUBJECT: Audit of Federal Operations and Programs 

1. Purpos.. This Circular sets forth policies to be 
followed in the audit of Federal o?erations and programs. 

2. Supersession. This 
Manaoement Circular 73-2, 
Circular is revised an~ 
oesionation of OMS Circular 

Circular supersedes 
dated September 27, 

reissued under its 
No. A-73. 

Federal 
1973. The 

original 

3. Summary of sianificant chanqes. The revised Circular 
impI~ments' the President's memorandu~ of September 9, 1977, 
(copy attached) to the heads of executive departments and 
agencies on coordination of audits of qrants to State and 
local governments. It also str.engthens. the ~rovisions on 
audit followup. . 

4. Backaround. The primary objectives of this Circular are 
to promote ·imoroved' audit practices, to achieve more 
efficient use of audit staff. to improve coordination of 
audits, and to emohasize the need for early audits of new or 
substantially changec programs. 

5. Aoolicahility and SCODe. The orovisions of this 
Circular' are ap?liCible to all aqencies of the executive 
branch of the Federal Government and include all internal 
and external audit functions of such agencies. 

6. Oefinltions. 

a. The term "audit" ~s used in this Circular ~eans a 
systematic review or a~praisal to determine and r~port on 
whether: 

(1) Financial operations are 9rOoerly conducted: 

(No. A-73) 
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(2) Fin~ncial reports are Dresent~d fairly: 

(3) A~plicable laws and requlations have 
com?lied with: 

~n 

(4) Resources are manaqed and used .in .n e-conolaical 
and efficient ~anner: an~ 

(S) Desired results and ob;ectives 
bc~ieved in an effective manner. 

----­are beino 

~~e above elements of an audit are most commonly referred to 
as fi!1ancial/compliance, items (1) , (2) , and (3): 
economy/efficiency, item (4): and orogram results, item (5). 
:o:lectivelv, they reoresent the full scone of an audit and 
';:rovide the greatest benefit to all ootential users of 
~cve~nment audits. In develooinq audit plans, however, ,the 
~_~it scope should be tailored to each soecific oroqram 
Q~co~dinc to th€ circumstances relatinq to the proqram, 'the 
~2naqement needs to be met, and the ~apacity of the ayd1t 
iQcilities. 

b. The term ·au~it standards· refers to those 
standards set forth in Standards for Audit of Governmental 
:~;:.a:1izations, ProaraTTls, ,.,ctiviti 7s! Functions issued by 
~~e :c~~troller General of the Unlted States. 

7" ?olicies an~ procedures. Agencies are responsible for 
:u r c,v id i ng acieaua te aud it cover ace 0 f the ir ~og rams ••• n 
a:~ in determinin~ whether funds have been applied 
e::lciently, economicallv, effectively, and in a ~anner that 
.5 consistent 0 with rel~ted laws, orogram objectives, and 
~~derlvinq aareements. The audit standards will be the 
~:-asiC' criteria on which audit coverage and operations are 
~2sec. Agencies administerinq Federal grant, contract, and 
:)Q~ orograms will encouraqe the a9pro~riate aoplication of 
:~e5e standar~s by non-Federal audit st!ffs involved in the 
aJ~it of organizations administering Federal oroq~ams. Each 
agency will imolement the ~olicies set forth in this 
Ci:cular by issuina nolicies, ?lans, and procedures for the 
g~idance of its auditors. 

a. Qrcanization and staffina. Audit services in 
Government are an inteoral oart of the manaqement process~ 
'u~it services and reoorts must ~e resDonsive'to ~a~aqement 
needs. However, it is imoortant in order to obtain the 
maxi~u~ benefit from this function that aqencv audit 
oroanizations have a sufficient deqree of independence in 
carrvinc out their responsibilities. To ~rovide an 
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appropr1ate degree of ' d 
should be located outsid~nt~~ndence, the audit orqanization 
report to an agenc m e program management structure 
ensure prooer. conside~atf~~qe~ent~leve~ Sufficiently high t~ 
and be given reasonable 1 0, an ~ctlon on audit results 
out,assignments. AdeQuate :~~tu~e t~f~electing and carrYin~ 
aSs1gned this important function u~ 1 l~d ,staff should be 
under, a single Federal '. The audlt of all programs 
coord1nated, and wher d~partment or agency must b 
se" t= econom les and ,e 

,rvlce wlII result, esoeciall ' a more effectlve audit 
dls~ersed oroarams the' d' Y ln lar':Je and geograohically sh ld 0 v au It o"""'rat' 'h'" ou be consolidated. It is ~~ ~ons wlt 1n a deoartment 
close Coordination betw a~so 1mportant to establish 
review activities as may ::~staU~lt an~ such other manaaement 

1n an aqency. ~ 

Will
b

• ~ ~~t7rmination of audit orioritl'es. 
, " es '- abll sh procedures'" Each aaency 
lndlVldual oroqrams and reQuiring oerfOdic review of its 
covera~e, freQuency, and o~e~at~ons to determine the 
each. The review "II ,',rlorlty of audit re~uired for 
fOllowing factors: Wl lnclude ccnsideration of the 

the 

of 

(lj Newn~ss, chanced d" 
o r':i a il i z a t i o-n~ t:) roC; ram ' t ~ 0 ~ 1 t ! 0 r. s, 0 r sen sit i v i t y 

, ac lVlty, or function. , 
(2) Its c011a: maqnitu~e and duration; 

of 

(3) Bxtent of Federal oartl'c1'patl'on el'ther resourc€S or I in 
re~u ?tory authbrity; terms 

(4) ~~nacernent needs to be m ~ 
con~ultation Wlrh th ' ~~, as develoned in 

. e respcnSlble nroqram offiCials; 

(5) Prior d' , 
of the iinanc~al ma~u It exnerlence. includinc the adeQuacy 

- aqement system and controls; 

(6) Timelii'ess r" b' , 
reoorts oreoared"b ' eJ.la lIlt"., and COverage of audit 
governments ann indeo Y aothers,. ,SUch a:; State and local 

,.en ent PUhJ.1C accountants; 
, ,(7) ?esults 
1nsp~Ctl~ns. ~roaram of other 

,"cV1' - .. e ws, etc.; 
evaluations; e.g., 

(8; Mandaro~v ' 
ccngressional ~ .. - re~ulrements of l~qislation or o~her re\,,;omm"!.nd2ltlOIi,s; and -

(9) Availability of aunl't resources. 

(No. A-73) 



c. Cross-servicinc arranaements. To conserve staff 
resources, ~romote efriciency, and minimize the impact of 
audits on the ooerations of tne orq~nizacions subject to 
audit, each Federal aqcncy will cive full consideration to 
establishinq cross-servicinq arran~ements under which one 
Federal agency will ~ake audits for another--whenever such 
arranqements are in the best interest of the Federal 
Covernment and the org~nization being au~ite~. This is 
9articularlv a?plicabl~ i~ che Federal q:~r.\.-in-aid and 
contract pro~ram5 w~ere two or more Feaeral aqencies are 
freouently responsible for oroqrams it. che s~rne organization 
or in offices located wichin the same q~og:aphical area. 
Under such circumstances, it wi!l be che primary 
responsibilitv of the Federal 3gency wich cne predominant 
fi~ancial interest CO take tne initiative in collabor~cing 
with the other a?propriat~ Federal ?~encies to det~~min~ che 
feasibility of one agency ma~ing ~uni(s fOL che o~hers, and 
to work out mucu~lly acreeablp arr~~qemencs for carrying out 
the reouirec audits OTI the most ei.:.:"ic~f:nt basis. 

d. Relicnce on nor.-Fe6era~ oU~lC~. I~ a~vcloping 
audit plans, Federal a~encies ~~miTli£tering prog~am~ in 
partnership with or~anization£ OU~~l~~ c~ the Feder~l 
Government will consider wh€~h~r th~se orq3~i~aL_~nz ~cV2 
ceriodic audits. T~i~ ~s eSD~ci~lly ~ec~s3~ry fo! ~hose 
age~cies that ~d~in~s:~! Feder31 ~!a~~-in-aid programs 
subiect :0 O~B Circul~rb A-102 (S~ate dnj lucal oovernment 
org"nizations) and >;-::'10 (non':)rofit o(oal!izations). These 
Circulars provide standards for ~~nancial manaaement systems 
~t ~rant-su?ported activit:es, and reouire th~t such systems 
t "lvide, at a minimu~:l, for financial/compliance audits at 
~e~st once every ~wo years. Federal acencies will 
ccndinate their audi~ reouirernen~s wittl Scate and local 
~. -.frnments and nonprofit orq.;.nizations to the nli!~imum 
extent oossible. The seove of individual Federa~ audits 
.,'i~l qivp. full recognition to t:he non-l:"ede!"Gl! audit ~ffori:. 
Report~ prepared by ncn-Federal ouJl~ors will be us~d i~ 
liE"! of Feder"'l audi,:s, if -;he rt!r.'or-:s and su~portino 
workcapers are available for reVlew ov ~he Federal ag~ncies: 
if te5ting by Federal aoencies indi~ates the audit; are made 
in accordance with generally acce?ced auditing scandards 
(inclucing the au~ic scanaards lSGued by the Comptroller 
General), and if the 2udi~s otherwise meec th~ reouire~ents 
of the Federal aaencies. 

e. Audit olans. Pased on the considerations s~~ fortn 
In b, c, and ~, a50~~, ~a~h aqency ~ill ~repare an sudi~ 
plan at least annua:lv. P.~ ;:. :l1inimu~, such plans ~ill 
reflect the>: 

(1) Audit universe 
subject to audit); 

5 

(all orograms and operations 

(2) Programs and ooerations 1 
with priorities and specif1'c" reasons se ected for audit, 

for selection~ 

(3) Audit organization that'll Wl make the audit; 

d ' (4) Audit cycle or freouency the locations 
au lted, and the reasons therefor; , to be 

(5) Scone of audit coverage to be provl'de~ and reasons therefor; and u the 

audits. 
(6) ~nticipated benefits to be obtained from the 

The plans should b 
audit e adjusted as necessary to o.rovide for 

coverage,of unforeseen priorities. 

f. Coordination of audit work. 

coooerate(l) ,~~neral. Federal agencies will coordinate 
- WI each othe ' d 1 ' and 

their individual aud't l r 1n eve oOI~q and carrying out 
continuous 1" I p.ans. Such actIons will include 

, laIson· the exchange f d' , obJectives and I' 0 au lt technloues 
schedules 'to ,? ~nsi and the development of audi~ 
Similar coordin:~7~~lze the amoun~ of ~udit effort required. 
Federal ~nd non-Feder:~d co~peratlon snould take place among 
interest in th audl~ staffs where there is a common 

e programs subJect to audit. 

t f ' ,(2) Audit of State and local 90vernments. In d 
o aC1l1tate coo ar t' --- = or er 

public th S r Ina lon, Federal aqencies shall make 
, , e tate and local portion of h 

reOUlre~ by paragraoh 7 e b" t e audit plans 
available t , •• , a ove. The ?lans will be 
and R' 0 State and local governments to the National 
inter:~~~~alp~~~~~~over~~entai AUdit,Forums; and to other 
Office of M • e pans wIll be submitted to the 
Which-they anag~ment and Budget prior to the fiscal year in 

are 1mplemented. 

in t~~ au~i~i!t~~~orJs. Reportin? standards are set forth 
With respect to 0 ar ,s for the gUId~nce of Federal acencies. 
will establis _Ub~17 re~ease of audit reports, each agency 
includina the hF POdllcles 1n consonance with applicable laws 

- ' ree om of Informatl'on ~ t' , 
~xtent possibl " ~c. To the maximum 

e, aqenC1es wIll provide for t~e release of 

(No. A-73) 
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c.1.l0l.t reports; in whole or in part, 'to those ~te[!egt~ .tn them. 

h. Followup" ~ach aQencv \of ill esto!lFbl i so POl i.e ~es tor 
follo'wing up on audit recommendations.. Timely .cti.on $A 

recommendations bv responsible manaqement officials is M1 

int.eqtel 'Dart of an agency's audit system, and has • ~irect 
bearina on its effectiveness. Policies will provide for 
desi~natinq offici~ls resDonsible for followup, ~aint~ininq 
e record of the action taken on tecomme~dattons, 
es~ablishina time schedules for resPonding to and ~cti~~ on 
recommenoations, ~nd submitting oeriodic re?orts to ~oencv 
~~~aQement on act inn taken. When audit tecommend~tions 
re~~lrlna corrective act:ion involve more than one proat~m, 
3

0
encv, or level of government, the agency makino the audit 

sr.o~lri coordinate its corr~ctive action with that Of other 
affected ora~nizations. 

5. Responsibilities. Federal aqencies will revie~ the 
?oliCTes and nract:ices currently followed in the audit of 
t:helr operations and ~roqrams, an~ will initiate Such action 
as is necessary to comply with the oolicies S€t. forth \n 
~~is Circular. The head of each Federal ~gencv will 
jesianete an official to serve as the ~gency teoresent~tive 
:~ ~2tters relatina to the i~nlementat:ion of this rircullr. 
:':,e l:c?!";1e of the aaency re'Presencative should b€ @er'lt to th~ 
:inancial Mana~ement Branch, Budaet Review Division. Off tee 
of ~anaaement and Budqet, W?shington, ~cC. 2eS03_ 

9. ~~~ortinq reouirements. 

~. ~ach Federal ~aencv awaroina gr~nts to 8tat~ ~d 
2::>cal '"Jovernments will sur,mit: the State and -local 'OO'l"tion "01[ , , 

:~eir a~nual audit plan to the Office of ~an~aemen~ ~nd 
BlJ.1?et prior to the fiscal YE'ar it is to be .imolelTlen'tecL 
The T")lan will show the act:ions taken to imt)rove ~,nte.t.aO'E'ncv 
coooeration on audits, to increase coordination with Sta~ 
and local ?uditors, and to incr'ease reliance 'o'nau'd-i'ts ,"Me ov others. 

~. eooies of aqency issuances on the imolement~tion of 
this Circular will be availahle to th~ Dub-lie u9d'n :reou€S1:. 

(t\!o. A-73) 

THE WHITE HOUSE: 

WASi-4lNGiON 

September 9, 1977 

MEMORANDUM FOR THE HEADS OF EXECUTIVE 

DEPARTMENTS ~~D AGENCIES 

SUBJECT: Sharing Federal Audit. Plans 

The Administration is committed to forging new ties of 
cooperation among all levels of government. We want to 
eliminate the dunlication and was~eful effor~ that too 
often has accomp~nied the management of Feceral srants 
to State and local governments. 

One area where improvements can be made is in coordinati~g 
the audit of these qrants. All t..'1ree leve:'1S of goverrlJ'7ient 
have audit responsi~ilities, but it does not make sense 
for t!'1em all' to audi t the same transactions. The.:-efv::c.' 
in order to irr.:)rove coordination, I am orc5er,~,ng al':' Fe'::erd.l 
exe cu ti ve agen cie s to make publi c ttl e Sta t.t:: and local ?o:C"t.~O:l 
of the annual audi t plans required by Federal l'1anage~e::t Cl.=­
cular 73-2. The plans will be available to State ana ~ocal 
govern,."ents, to the National anc. Regional ~ntr:;:rgovernmental 
Audit For~."s and to other interested part~es. The plans 

~ d . , would also be available to the ce~eral pub:ic, an wou~c 
be submi t ted to O:·1B prior to th~ beginning of the fiscal 
year in which they are to be implemented. ~hey ~~~uld be 
updated periodically throughout the year AS s~gnlrl.Cant 
changes are made. 

I expect Federal agencies to use their ~ua!t plans as a 
basis for making greater efforts to irn?ro~~ interagency 
cooperation on audits, to increase Fed:ral coordin~tl.o~ 
with State and local auditors, and to ~ncrease rell.anee 
on audits made by others. 
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Audit of Federal Operations and 
Programs; Revision 
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OFFICE OF MANAGEMENT AND 
BUDGET 

[Circular No. A-73j Revised Transl"lttal 
Memorandum No.1 J 

Audit of Federal Operations and 
Programs 

November 27. 1979. 

This Transmittal Memorandum 
revises OMB Circular A-73, "Audit of 
Federal Operations and Programs," by 
replacing paragraph 7.h. with a new 
paragraph B (attached). 

The revision requires semiannual 
reports to the head of an agency, 
procedures for resolving major 
disagreements between audit and 
program offices, a maximum of six 
months to determine agency action on 
audit recommendations, and a 
requirement for periodic evalua tions of 
an agency's system. 

James T. Mcintyre, Jr., 
Director. 

Circular A-73, "Audit of Federal 
Operations and Programs" 

Circular A-73 is revised by replacing 
paragraph 7.h. with a new paragraph B. 
Other paragraphs are renumbered 
accordingly. 

"B. Fol/owup. a. Each agency will 
establish policies for prompt and proper 
resolution of audit recommendations. 
Timely action on recommendations by 
responsible management officials is an 
integral part of an agency audit system, 
and is the key to its effectiveness. 

b. Agency followup systems must 
provide for a complete record of action 
taken on audit findings and associated 
disallowed, suspended, or questioned 
costs. Such systems must provide for the 
following: 

(1) Designate officials responsible for 
audit followllp. 

(2) Maintain accurate records of all 
audit reports or significant findings until 
final resolution. Records will be 
maintained to insure appropriate 
accounting and collection controls over 
amounts determined to be due the 
Government. 

(3) Make written determina tions 
promptly on all audit findings, and 
initia te action to assure tha t these 
determinations are carried out. Such 
determinations shall be made within a 
maximum of six months after issuance 
of the report. Final resolution should 
proceed as rapidly as possible. 

(4) Assure that resolution actions are 
consistent with law and regulation, 
including written justification and the 
legal basis for decisions not to seek 
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recovery of amounts due as a result of 
audit reports. 

(5) Forward to the head of the agency 
or to a designee for resolution, all major 
disagreements between the audit office 
and officials responsible for acting on 
recommendations, and all reports or 
recommendations on which responsible 
officials have failed to provide a written 
determination within six months. 

(6) Provide semiannual reports to the 
agency head on the status of all audit 
reports over six months old, the number 
of reports or findings resolved during the 
period, collections, or offsets made, and 
demands for payment made. 

(7) Provide for an evaluation of 
whether the audit followup system is 
adequate and results in timely and 
proper resolution of audit findings and 
recommendations. The first evaluation 
will be made within one year of 
implementation of the system, and 
evaluations will be made every two 
years thereafter. 

c. When audit recommendations 
requiring corrective action involve more 
than one program, agency, or level of 
government, the agency making the 
audit must courdinate its corrective 
action with that of other affected 
organizations." 

Circular A-73, "Audit of Federal 
Operations and Programs" 

AGENCY: Office of Management and 
Budget. 

ACTION: Final Policy. 

SUMMARY: This notice advises that OMB 
Circular A-73 has been revised by 
replacing paragraph 7.h. with a new 
paragraph B. Previously, Circular A-73 
provided that agencies were to have 
adequate followup systems for resolving 
audit recommendations and findings. 
Based upon our assessment of agency's 
followup systems, including 
recommendations in a GAO report on 
this matter, and subsequent 
Congressional hearings, we are 
specifying in the Circular the key 
elements each agency's system must 
contain. 

The revision requires semiannual 
reports to the head of an agency, 
procedures for resolving major 
disagreements between audit and 
program offices, a maximum of six 
months to determine agency action on 
audit recommendations, and a 
requirement for periodic evaluations of 
an agency's system. 
EFFECTIVE DATE: This revision becomes 
effective upon issuance. 
FOR FURTHER INFORMATION CONTACT: 
John J. Lordan, Chief, Financial 
Management Branch, Office of 

Management and Budget, Washington. 
D.C. 20503 (202) 395-6B23. 
SUPPLEMENTARY INFORMATION: On July 
10, 1979, a notice was published in the 
Federal Register (44 FR 40461) to amend 
Circular A-73. Interested persons were 
invited to submit written comments by 
August 10, 1979. About 15 comments 
were received from Federal and State 
agencies. The comments were 
considered in developing these final 
regulations. Although all commenters 
agreed with our objective of 
stregthening agency followup systems. 
some raised questions or made 
suggestions for clarifying changes. Thp 
more significant comments received, 
and OMB's responses to them are 
discussed below. 

Changes in Final Regulation: 

Set forth below are changes that have 
been adopted in the final regulations. 
The paragraphs are keyed to the 
proposed regula tions published on July 
10,1979. 

1. Subparagraph (2) has been 
amended to clarify that records must be 
kept on audit rec~mmendations until 
they are resolved. 

2. Subparagraph (3) was revised to 
make it clear that resolution of audit 
findings should be accomplished as 
quickly as possible. 

3. Subparagraph (4). A clause was 
added to make it clear that the legal 
basis fur decisions not to seek rr.covery 
of amounts determined to be due thr 
Government must be included in the 
written justification for such r{ecision. 

Suggested Changes Not Considered 
Necessary: 

CommeIlt: One commenter pointed out 
that reports on proposal evaluations 
may contain opinions on contractor 
estimates of future costs which are not 
true "questioned costs." As such, they 
need not be included in the same system 
of records that accounts for questioned 
incurred costs. 

Response: We agree the inclusion of 
these costs would be misleading. 
However, these reports are subject to 
most of the other elements of the audit 
followup system. Specifically, they must 
be recorded as open reports until a 
written determination is made, and they 
are subject to top management review 
as provided in paragraph 8.b(5). 

Comment: Several commenters felt 
contract audits should be excluded from 
some of the audit followup 
requirements. 

Response: Our review of agency's 
followup systems indicated no need for 
such an exemption, except as noted 
above. 
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