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OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON. D.C. 20503

March 15, 1978 CIRCULAR NO. A-73

Revised

TO THE HEADS OF FXECUTIVE DEPARTMENTS AMD ESTABLISHMENTS

SUBJECT: Audit of Federal Operations and Programs

l. Purpose. This Circular sets forth policies to be
followed In the audit of Federal operations and programs.

2. Supersession. This Circular supersedes Federal
Manacement Circular 73-2, dJdated September 27, 1973. The
Circular 1is revised and reissued under its original
designation of OMB Circular No. A=-73.

3. Summary of siaenificant chanages. The revised Circular
implements the President's memorandum of September 9, 1977,
(copy attached) to the heads of executive departments and
agencies on coordination of audits of grants to State and

local governments. It also strengthens: the oprovisions on
audit followup.

4. Background. The vrimary objectives of this Circular are
to opromote -improved audit opractices, to achieve ' more
efficient use of audit staff, to improve coordination of
audits, and to emphasize the need for early audits of new or
substantially changeéd programs.

5. Apoblicahility and scopne. The ovrovisions of t@is
Circular are avplicable to all agencies of the executive
branch of the Federal Government and include all internal
and external audit functions of such agencies.

6. Definaitions.

a. The term "audit"™ as used in this Circular means a

systematic review or appraisal to determine and report on
whether: :

(1) Financial operations are oroperly conducted;
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(2) Financial reports are presented fairly;

(3) Applicable laws and requlations have been
comolied with;

(4) Resources are managqed and used in an economical

and efficient manner; and _

(5) Desired results and objectives are beina
echieved in an effective manner,. )

bove elements of an aUdi? are most commogiy te::;te?3§?
© af?nancial/compliance' ltems (1), ( 1{3 item (S5).
7 fficiency, item (4); and orogram resu ’ dit ana
ohonyLe thev reoresent the full scooe of an au of
.lectively, reatest benefit to all ootential usersth
vide the gts In developing audit plans, however, -the
’ernmehgo:Ud;hoGld be tailored to each specific program
t  sc
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i the progqram, the
3 1 ircumstances relating to '
'O:c¢nitton§2§sC1€g be met, and the capacity of the audit
tageme

cilities.,
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nizations, Proograms, Activities & Functions issued y
a:;mmtrollér General of the United States.

' cies are responsible for
5 PoiiC1esdanda§§oc§83§§s.COSzigqe of their orograms a:_ag
pr?vidinq . emilninc whether funds have . been app ;et
¢ in deter:onomicallv' effectivelv, and in a manner t ad
:lClenFlv' g with related 1lews, orogram ob)gctives, ag
: Slving aa eements. The audit standards will _be the
und?rIVInq or i on thch audit coverage and orerations atg
hesis criterias administering Federal grant, cont;actf lnf
;ESEd' Agencm;vill encouraage the aporopriate aoplicagion g
et orog;amss by non-Federal audit staffs involved in ¢t :
::ggf St o arnizations administerino Federal oroqnam§. E:g
Teneyt 9§§a implement the ©Dpolicies set forth in tt;:
i??gigarwév issuing opolicies, plans, and procedures for

- &

Guidance of its auditors.

i i and staffing. Audit services in
Goveiémen?rq:?;za;éo?ntearal vart of the m§naqemen: :::2;::;
' ices and reoorts must he resconsive to anac ent
neass ser;ice r it is imoortant 1in order to obtain Lhe
needs. bo:ngt' from this function that agency au :n
m?:;:r:atigns have a sufficien; qéqree of indepengsgce i
Zarrvinc out their responsihilities. To orov

(No. 8a=73) .

aporopraiate degree of indebendence, the audit orqanization
should be located outsige the program management

agency management level sufficient

ion on audit results,
and be gjiven Feasonable latjityde in Selecting ang carrying
Out assignments. Adequate ang gualified staff

- The audit of a]) Programs
under a single Federal department or

mies and a more effective audit
disversed Droarams, th

should he consolidated. 71t is alse important teo establish
close coordination betw 1

feview activitjes as may

h. Determination of audit Driorities. Fach agency
» - ™ T —t v—— e ——— . o .

will establish procedures requiring veriodic review of jts
1ndividual Programs and overations to determine the
coveraqe, frequency, and Priority of audit reguired for

each. The review will include ccnsideration of the
following factors:

(1 Newness, changed conditiors, or sensiti

. ( Vity of
the orsanizatidhj Drogram, activity, or function;

(2) Its cellar magnitude ang duration;

(3) Extent of Federal barticipation either in terms
of resources or reculatory authority;

(4) Marnagement needs *o be met, as

developed in
consultation

with the respconsible orogram officials;

i (5) Pricor audit exverience, includine the

cf the financ:ial manaaement syst

adeaquacy
<em and ccntrels;

(6) Timeliness, reiiability,
reports breovared by others,
governments andg indepengd

anc Coverage of audit
such asz State and local
ent nubliic accountants;

(7} Pesules of other

) ) evaluations; e.q.,
lnspections, nrogram reviews, ete.;

(8 Mancatory recquirements or legislation or other

ccngressional tecommendations: and

(9) Availability of audit rescurces.

(Ne. A-73)
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c. Cross-servicinag arranaements, To conserve staff
resources, w»nromote efriciency, and minimize the impact of
audits on the overations of tne organizations subject to
audit, each Federal agency will acive full consideration to
establishing cross-servicing arrangements under wnich one
Federal agency will make audits for another--whenever such
arrangements are in the best interest of the Federal
Covernment and the organization being audited. This is
varticularly appliceblie ir the Federal grznr-in-aid and
contract proqgrams where twc oOr more Federal agencies are
frequently responsible for orograms ir. the same organization
or in offices located within the same aeographical area.
Under such circumstances, it will be the primary
tesponsihilitv of the Federal 2qency with tne predominant
financial interest to take tne initiative in collaborating
with the other approprriate Federal agencies to determine che
feasibility of one agency meking audicvs for cthe octhers, and
to work out mutually acreeablie arrarqements for carrying out
the reocuired audits on the most erficient basis.

d. Reliznce on non~Federaz. aufits. In developing

‘ AT LA o ad=art=. ;
audit plans, Federal aqencles ac¢minicstering oprograms 1in
partnershio with orcanizations outrsiade: cf the Federal

Covernment will consider whether these organiust.cnz nave
periodic audits. Tnic Is especiallv nec=gsiry for those
agencies thaet adminlster Federal cranc-in-ald pcograms
‘subiect to OMB Circulars A-102 (State and lucal aqovernment
organizations) and «-110 (nonprofit oramanizations). These
Circulars provide standards for financial manacement systems
of arant-supported activities, and reouire that such systems
¢ awvide, at 2 minimum, for financial/compliance audits at
least once every two vyears. Federal aagencies will
ccordinate their audiv recuiremencts with Sctate and local
1 vernments and nonprofit organizations tc  the maximum
extent opossible. The scowe of individual Federal avdits
viil aive full recognition to the non-federal 2udit effort.
Reports prepared by ncn-Federal audicors will be used ir
lier of Federal audizs, 1if <he rerorts and supporting
workpapers are available for review ny ithe Federal agencies,
if testing by Federal aaencies indicates the audits are made
in accordance with agenerallv acceovrted auvditing scandards
(including the o2audit standards issued by the Comptroller
General), and if the a2udits otherwize meet the recuirements

of the Federal aagencies.

e. Audit olans. Pased on the considerations s<: fortn
in b, ¢, and d, above, each agency wili ©orepare an a&audit
plan at lezst &nnually. At = minimum, such plans will

reflect the:

(1) Auvdit i
subject to udis) universe (all wvrograms and operations

.
[

(2) Programs and owverat
. <) _ derations selected for ]
with priorities and specific reasons for selection; audite,

(3) Audit organization that will make the audit:

(4) Audit cycle or fr
) eguenc i
audited, and the reasons therefdr: Vo the locations to be

(5) Scove of ] '
reasons therefge, ané audit coverage to be provided and the

(6) Anticij ' :
audits. 1Clpated benefits to be obtained from the

f. Coordination 35 audit work.

coooerate(liigsneral‘ Federal‘aqencies will coordinate andg
thess indiviacn each other in develooing and carrving out
contingmas ¥ ~audit plans. Such actions will include
haections 1glson; the exchange of audit techniaoues,
schedules » and plgns; and the development of audit

-he to minimize the amount of audit effort required.

(2) Audit of State and 1

. L : ocal governments. In ord
pgbf?glléﬁate coorETnatlon, Federal agencies shall ma:;
i be State and 1local portion of the audit plans
availabfe ytopa;agraph 7.e., above. The ©plans will be
and Reqicnan tate and local governments, to the National
interezt da Intgrgovernmental Audit Forums, and to other
ofsine o? v parties, The plans will be submitted to the
obiace anagement and Budget prior to the fiscal year i

ich they are imolemented, y i

in tgé au§§51;tre§orts. Reporting standards are set forth
With reopect o an aras for the guidance of Federal agencies.
vill eepoct g pub;lg release of audit reports, each agency
inelugsos h1s policies in consonance with applicable laws
3 the Freedom of Information Act. To the maximué

ex i i i
tent Poessible, agencies will provide for the release of

(No. A~73)




c¢udit reports; in whole or in pPart, to those interested in
them.

h. Followupn. FEach agency will est&¥blish policies for
following up on audit fecommendaticons. ‘Fimely asction en
recommendations bv responsible management 6fficials is am
integral wmart of an agency's audit system, and has a direct
bearing on its effectiveness. Policies will provide for
desianating officials resoonsible for followup, Maintaining
2 record of the action taken on recormendations,
establishina time schedules for resvonding to and actinag on
recommendations, and submitting veriodic reports to agencvy
~anagement on action taken. When audit recommendations
[eaulring corrective acrion involve more than one ©proaram,
2Tencyv, or level of government, the dgency making the audit
stould coordinate its corrective action with that 6f other
affected oraganizations.

5. Responsibilities. Federal aqencies will review the
Policles and wracrices currently followed in the audit of
their operations and brograms, and will initiate such action
as is necessary to comply with the policies sget forth in
this Circular. The head of each Federal agency will
Jesianate an official to Serve as the agency Feoresentative
ST Tmetters relatina to the imnlementation of this Circular.
The name of the adency represencative should be Bent to the
Financial Mananement Branch, Budaget Review Division, Dffice
of Manaagement and Budqget, Washington, ».cC. 29503,

. FRenorting reguirements,

3. Yach Federal agencv awardina qrants +to State and
1ocal qovernments will submic the State and local DOTtion of
iheir arnual auvudit plan to the Office of Management angd
Sudget prior to the fiscal Year it is to be implemented.
The nlan will show the actions taken to imnrove interagency
coomeration on audits, to increase coordination with Stave
and local auditors, and to increase reliance -on audits made
OV others.

h, Conies of agencv lssuances on the implementation of
this Circular wil] be available to the oublic uoon recuest.

(No. n-73)
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THE WHITE HOUSE

WAS M INGTON

September 9, 1977

MEMORANDUM FOR THE HEADS OF EXECUTIVE

DEPARTMENTS AND AGENCIES

SUBJECT: Sharing Federal Audit Plans

The Administration is committed to forging new ties of
cooOperation among all levels of government, We want to
eliminate the duplication ang wasteful effort that too
often has accompanied the management of Federal grants
to State and local governments.

One area wnere improvements can be made is In coordinatiag
the audit of these grants. All three levels of government
have auvdit responsibilities, but it does not make sense

for them all to zudit the same transactions, Tne:eza:;, .
in order to imorove coordination, I am ordering all Fe:er:+
executive agencies to make pudblic the State and local portion
of the annual audit plans recguired by Federal Manage?eyt Cir-
cular 73-2. The plans will be available tc State and xo¢a}
governments, to the National and Regional Intorgovernmental
Auvdit Forums, and to other interested parties. The plgns
would also te available to the ceneral public, and would

be submitted to OMB prior to the beginning of the fiscal
Year in which thev are to be implemented. #fhey §Q9uld be
updated periodically throughout the year as significant
changes are made.

I expect Federal agencies to use their audit.plans as a
basis for making greater efforts to improve interagency
Cooperation on audits, to increase Federal COOIOlD?thR
with State and local auditors, and to increase reliance
on audits made by others.
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Federal Register / Vol. 44, No. 233 / Monday, December 3, 1979 / Notices

OFFICE OF MANAGEMENT AND
BUDGET

[Circular No. A-73; Revised Transinittal
Memorandum No. 1]

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 8 (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 evaluations 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 8.
Other paragraphs are renumbered
accordingly.

8. Followup. a. Each agency will
establish policies for prompt and proper
resolution of audit recommendations.
Timely acticn 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 followup.

(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 determinations
promptly on all audit findings, and
initiate action to assure that 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 resnlution actions are
consistent with law and regulation,
including written justification and the
legal basis for decisions not to seek

4-A03123 0148(09)(30-NOV-79-16:26:03)

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."”

CircularbA—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 8. 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 delermine 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 . Lordan, Chief, Financial
Management Branch, Office of

Management and Budget, Washington,
D.C. 20503 (202) 395-6823.
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
siregthening agency followup systems.
some raised questions or made
suggestions for clarifying changes. The
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 regulations published on july
10, 1979.

1. Subparagraph (2) has been
amended to clarify that records must be
kept on audit recommendations 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 for decisions not to seek recovery
of amounts determined to be due the
Government must be included in the
written justification for such Adecision.

Suggested Changes Not Considered
Necessary:

Comment: 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
writlen 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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