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EXECUTiVE OFFICE. OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

" WASHINGTON. D.C. 20SQ3 •.• 

NCJRS 

March 15, 1978 CIRCULAR NO. A-73 
Revised 

TO THE HEADS OF FXBCUTIVE DEPART~B~TS AND ESTABLISHMENTS 

SUBJECT: Audit of Federal Operations and Programs 

1. Purpose. This Circular sets forth policies to be 
followed fn the audit of Federal operations ~nd Programs. 

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

Circular supersedes Federal 
dated September 27, 1973. The 

reissued under its original 
No. A-73. 

3. Summary of sionificant chances. The revised Circular 
implements 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. Rackoround. The orimary objectives of this Circular are 
to oromote ·i~oroved· audit practices, 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 changed programs. 

5. bE?plicahility ~ scone. The orovisions of this 
Circular· are aopllcable to all aqencies of the executive 
branch of the Federal Government and include all internal 
and external audit functions of such agencies. 

6. Definltions. 

a. The term "audit" as used in this Circular ~eans a 
systematic review or a~praisal to determine ano report on 
whether: 

(1) Financial operations'are ~roperlv conducted; 
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(2) Fin8ncial reports are oresented fairly; 

(3) ~pplicable laws and reaulations hsve 
com?lieCl with: 

... 

(4) Resources are manaqed and used in ~n ~noDic~l 
and efficient manner; and 

(5) Desired results and ob;ectives 
cc~ieved in an effective manner. 

are 
--..... 

beino 

~~e above elements of an audit are most commonly referred to 
as financial/compliance, items (1), (2), t;md (3); 
economy/efficiency, item (4); and orogram result~, item (5). 
:o~lectively, thev represent the full SCODe of an audit and 
'?rovide the greatest benefit to all 'OOtential users of 
~vV8rnment audits. In develooing audit plans, however, . the 
~_~it scope should be tailored to each soecific proqrarn 
a~~oroina to the circumstances relatinq to the proqram, "the 
~anaqement needs to be met, and the capacity of the D~d1t 
iQcilities. 

b. The term "aur;Ht standaras R refers to those 
standards set forth in Standards for Audit of Governmental 
C!~a~izations, Programs, ~ctivities! Functions issued by 
~he :c~~troller General of the United States. 

7. ?ol~cies ano procedures. Agencies are responsible for 
prc,vrding a(leOuate audit coveraae of their orograms illS Cln 
a:c in determininq whether funds have been applied 
~::lciently, economically, effectivelv, and in a manner that 
.5 consistent with related lawR, orogram objectives, ~nd 
u~derlvina aqreements. -The audit standards ~ill be the 
;:-.?sic criteria on which alldit coverage and operations l.u:e 
~ased. AQencies administerinq Federal grant, contract, and 
:)Q~ orograms will encouraae the a9propriate application of 
t~ese standar~s by non-Federal audit staffs involved in the 
aJdit of organizations administering Federal oroqrams. ~ach 
agency will imolement the policies set forth in this 
Citcular by issuina policies, ?lans, and ~rocedures for the 
s~idance of its auditors. 

a. Oraanization and staffinq. Audit services in 
Government are an intearal oart of the manaqement ~rocess. 
~u~it services and renorts must ~e responsive to rnanaqement 
need s . Howeve r , it is imoo r tan t in order to obtain the 
maxi~o~ benefit from this function that aqencv Qudit 
oraanizatlons have a sufficient deqree of independence in 
carrying out their responsi~ilities. To ~rovide sn 
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ap~ro~rlate degree of indeoendence, the audit orqanization 
should be located outside the program manaqement structure, 
report t.o an agency manaoement level sufficiently high to 
ensure prooer. consideration of ana action on audit results, 
and be given reasonable latitude in selecting and carrying 
out assignments. Adequate and au~lifi~d staff should be 
assigned this important function. The audit of all programs 
under a single Federal department or agency must be 
coordinated, and wher~ economies and a more effective audit 
service will result, especially in larqe and geographically 
disgersed oroorams, the audit operations within a deoartment 
should be consolidated. It is also important to establish 
close coordination between audit and'such other management 
review activities as may exist in an aoency. 

b. ~etermination of audit oriorities. Each aoency 
will establish procedures reauirlnQ oeriooic review of its 
individual orograms and ooeration~ to determine the 
covera~e, freauency, and ?riority of audit reauired for 
each. The review will include ccnsideration of the 
following factors: 

(1) Newn~ss, chanqed conditions, or sensitivity of 
the oroanization~ ~roqram, activity, or function: 

(2) Its c011a: maqnitu~e and duration; 

(3) Bxtent af Federal participation either in terms 
of resources or re~uletory authority~ 

(4) ~anaaernent needs to b~ met, as develooecl in 
consultation with the respcnsible nroqram officials; . . 

(5) Prior audit experience. includina the adeauacy 
of the financial manaoement system and controls: . . 

(6) Timeli~ess, reliability, and coverage of 
reoorts preoared by others, such as State and 
governments ann independent public accountants; 

(7) Pesul~s of other eval ua tion s; 
inspections. ~roqram reviews, etc.; 

audit 
local 

e. g.,' 

(8j Mandato~v reauirements of leoislation or other 
ccngr~ssional recomm'=,nd~tioTi':: ~ and 

(9) Availability of auf.it resources. 
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c. Cross-servicinc arranoements. To conserve staff 
resources, ?romote efriciency, and minimize the impa=t of 
audits on the ooerations of tne orq?nizacions subject to 
audit, each Federal aqcncy will aive full consideration to 
establishing cross-servicinq arra~~ements under which one 
Federal agency will make audits for another--whenever such 
arrangements are ip the best interest of the Federal 
Government and the org~nization being au~itea. This is 
oarticularlv aoplicablp. i~ the Federal q:or.r.-in-aid and 
contract pro~rams w~€re two or more Federal aqencies are 
freouently responsible for oroqrams i~ che saMe organization 
or in offices located wichin the same g~oq:aphical area. 
Under such circumstances, it wi~l be che primary 
responsibility of the Federal 3gency with tne predominant 
fi0ancial interest to take tne initiative in collabot~ting 
with the other approoriat~ Federal ?cencies to dete~min~ the 
feasibility of one agency ma~ing 3unl~s for the o~hers, and 
to work out mutually a~reeablp arrD~qementS for carrying out 
the reouireCl auc'lit.s orl the most ei.:.:ic~~nt basis. 

d. Relicnce op non-Fececa~ aU~lt.~. I~ d~v~loping 
audit plans, Fed~ral a~encies ~Gmini~tering orog~am::3 in 
partnershio with or~~nization~ OUt~l~~ c~ the Federal 
Government will consider whet.her th~se orq3~i~a~_cnz Cbve 
periodic audits. Tn!s ~s eSD~ci611y ~ec~~a~ry for th0se 
agencies that ad~in:s:~r Federal ~!a~~-in-aid pcograms 
sub~ect ~o O~B Circu1~rb A-I02 (St.ate and local aovernment 
org"nizations) and .;.-:10 (non';)[ofit ocoal!izations). These 
Circulars provide standards for ~!nancial manaaement systems 
ot nrant-su~ported activit.!es, and reouire that such systems 
.. "')vide, at a minimu~:l, for financial/compliance audits at 
le~st once every twO years. Federal aaencies ~:ll 
cc)rdinate their audit. reouirernent£ W:ttl State and local 
~ ... froments and nonprofit orq~nizations to the nl.?!y.imum 
extent oossible. The scope of indivIdual Federal aucits 
.,-:.41 ClivI:' full recognition to the non-t"ede:."dl audit effore. 
ReportR prepared by ncn-Federal aU01~Qrs will be used i~ 
lif"l of Feder"'l aUdits, if -.:he r~t:'or':.s and sUP?ortin~ 
workoapers are available for reVlew ov ~he F~deral agencies, 
if testing by Federal aoencies indi~ates the Qudits are made 
in accordance with generally accep~ed auditing standards 
(inclu~ing the cu~it s~andards isnued by the Comptroller 
General), and if the audits otherwise meet. the reouirements 
of the Federal aoencies. 

e. Audit 01ans. Pased on the consiDerations Sc~ fortn 
1 n b t c, a n ad, n b 0 V 1:?, ~ a ~ h a q en c V \; ill ':).c epa rea noll d i t 

plan at least onnua':lv. At;:. :ninimul"1, such plans will 
reflect the: 
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(1) Audit universe (all orograms and operations 
subject to audit); 

(2) Programs and ooerations selected for audit, 
with priorities and specific"reasons for selection; 

(3) Audit organization that will make the audit, 

(4) Audit cycle or frequency; the locations to be 
audited, and the reasons thereforJ 

(5) Scone of audit coverage to be provided and the 
reasons therefor: and 

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

The plans should be adjusted as necessary to provide for 
audit coverage·of unforeseen priorities. 

f. Coordination of audit work. -
(1) General. Federal agencies will coordinate and 

coooerate with each other in develooinq and carrvinq out 
their individual audit plans. Such actions will 'include 
continuous liaison; the exchange of audit techniaues, 
objectives, and plans; and the development of audit 
schedules to minimize the amount of audit effort reouired. 
Similar coordination and cooperation should take place among 
Federal and non-Federal audit staffs where there is a common 
interest in the programs subject to audit. 

(2) Audit of State and local aovernments. In order 
to facilitate- cooraInation,~eaeral "aqencies shall make 
public the State and local portion of the audit plans 
reauired by paragraph 7.e., above. The ?lans will be 
aVoilable to State' and local qovernments, to the National 
and Regional Intergovernmental Audit Forums, and to other 
interested parties. The plans will be submitted to the 
Office of Management and Budget prior to the fiscal year in 
which they are implemented. 

g. Audit reports. Reportinq standards are set forth 
in the audit standards for the guidance of Federal agencies • 
With respect to public release of audit reports, each agency 
will establish policies in consonance with applicable laws, 
including the Freedom of Information Act. To the maximum 
Axtent possible, aqencies will Drovide for t~e release of 
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ol.H:\lt reports; in whole or in part" 'Co those ~te~E:igt~ :!;n 
t h eTT', • 

h. Follo\iup.- 1=.:ach aqencv will est&bl ish !poi i·.cd-e-s for 
follo'wing up on audit recommendations. 'tYim.ely ereti.on ~ 
reco~mendations bv responsible management 6fEici&Ia is on 
integtcl nart of an agency's audit system~ and has Q ~irect 
bearino on its effectiveness. Policies will ?tovide for 
desi~natinq officials resoonsible for followuPf ~~intaininq 
~ record of the action taken on teoomme~datt~nsv 
es~ablis~inq time schedules for resDondinq to ~nd ~cti~d on 
recommendations, and submitting oeriodic reoorts to aoencv 
~?~aoement on acti0n taken. Wnen audit. tecommend~tions 
re0~lrlnq corrective ac~ion involve more than one proaram, 
~oencv, or level of government, the agency makino the audit 
s~o~lri coo~dinate its corrective action with that Of other 
affected orq~nizations. 

S. Fesponsibilities. Federal aqencies will review ~he 
oclicies and nractices currently follb~ed 1n the audit Qf 
~helr operations and ?[oqrams, an~'will initiate such Gction 
as is necessary to complv with the policies 8~t forth in 
t~is Circular. The head of each Federal ~gency will 
jesionate an official to serve as the agency teDresent~tive 

~ctters relatin~ to t~e i~nlementation of this Circu1nr. 
:he n?~e of the aaency represencative should be ~ent to ~h~ 
:lnanc101 Manaryement B:anc~, Budaet Review Division 9 Office 
of ~anaqement and Budqet, W?shington, ~.C. 29S03b 

9. ~e~orting reouirements. 

3. ~ach Federal ~aencv ~war~ina grants to 8tat~ end 
l':lcal "Jovernments will suhrni-c: the State Clnd ·loc.aJ. 'DO-r'Ction '0<£ 
:~eir 'apnual audit plan to the Office of ~an~oemen~ ~n~ 
3\l,'get prior to the fiscal year it is to be imnlelilenlteo .. 
The l")lan will show the actions taken to im1')rove ~.nte.t'acrencv 
cooueration on audits, to increase coordination with S~~ 
and local ~uditors, and to jncr'ease r-elianee 'o"n au'Oi'ts rn.a&e 
DV others. 

~. Couies of agency issuances on the imolem~ntAtion o~ 
this Circular will be available to the oub-lie u9d'rl :reou~st. 
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THE: WHITt: HOUSE: 

WASHING,.ON 

September 9~ 1977 

MEMORANDUM FOR THE HEADS OF EXECOTIVE 

DEPARTMENTS AND AGENCIES 

SUBJECT: Sharing Federal Audit. Pl ans 

The A.d.mini stration is cornmi tted to forging flew ties of 
cooperation among all levels of governrnert. We want to 
eliminate the duolication and wasceful ~ffort that too 
often has accompanied the management of Federal grants 
to state and local governments. 

One area where improvements can be made is in coordinating 
the audit of these grants. All L~ree levels of gover~0ent 
have audit responsibilities, but it ooes not make Sense 
for them all' to audi t the SaIne transactions ~ The:-ef,,;:c: 
in order to improve coordination I I am orderi.ng all Fecercil 
executive agencies to make public the Stat~ and local po:~io~ 
of the annual audit plans required by Federal Management Ci~­
cular 73-2. The plans will be available to State and local 
90ver~~ents, to the National and Regional !ntergovernment~: 
Audit For~~s{ and to other interested parties. The plans 
would also be available to the general pub~ic, and would 
be submitted to 0!-1B prior to the beginning of the fiscal 
year in which they are to be implemented. ~hey should 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 g~eater efforts to irn?rov~ intaragency 
cooperation on audits, to increase Federal coordinat~or. 
with State and local auditors, and to increase reliance 
on audits made by others. 

-
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[Ysanagement aInd 
Budget 
Audit of Federal Operations and 
Programs; Revision 
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OF\=ICE OF MANAGEMENT AND 
BUDGET 

[Circular No. A-73i RevIsed TransmIttal 
Memorandum No. 11 

Audit of Federal Operatfons and 
"rograms 
November 27, 1979. 

This Transmittal Memorandum 
re.vlses OMB Circular A-73, "Audit or 
Federal OperAtions and Programs," by 
replacing paragraph 7.h. with a new 
paragraph 8 (attached). 

The revision requires semiannual 
reports (0 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. Mclnlyro. Jr., 
Director. 

Circular A-78, "Audit of Federal 
Operations and Programs" 

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

"B. Fo//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 efieclivelless. 

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

(I} Designate officials res\Jonsible 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 attion 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 resolution actions are 
consistent with law and regulation, 
including written justification and the 
legal basis fbI' decisions nol to seek 
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recovery of amounts due os a result of 
a udit reports. 

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

(6) Provide semiannual reports to the 
ugency 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 
propel' resolution of audit findings and 
recommendations. The first evaluation 
will be made within one year of 
implementation of the system, und 
evaluations will be made every two 
years thereafter. 

c. When audit recommendations 
requiring corrective aclion involve more 
than one program, agency, or level of 
government, the ngency making the 
audit must coordinate its correctivp. 
action with that of other affected 
organiza tions." 

Circular A-73. "Audit of Federal 
Oporations 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 n new 
paragraph 8. Previously, Circular A-73 
provided that agencies were to have 
adequate folJowup systems for resolving 
audit recommendations and findings. 
Based upon our assessment of agency's 
followup systems, including 
recommendations in 11 GAO report on 
this maUer, and subsequent 
Congressional hearings. we are 
specifyirlg 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 u 
requirement for periodic evaluations of 
an agency's system. 
EFFECTIVE DATE: This revision becomes 
effective upon issuance. 
FOR FURTHER INFORMATiON CONTACT: 
fohn f. Lordan. Chief, Financial 
Management Branch, Office of 

'. 

Managemont and Budget. Washington. 
D.C. 20503 (202) 395-6823. 
SUPPL.EMeNTARV INFORMATION: On July 
10. '1979. u notice was published in the 
Fodern\ Register (44 FR 40461J to unHlnd 
Clrc\1lur A-73. Interested persons worn 
invited to submit writtenCOll1ments by 
August 10, 1979. About 15 comments 
were receivod from Federal and Statl' 
agencies. The comments were 
considered in d(lVeloping these final 
regulations. Although all COmml1ntHrs 
agreed with our obfect(v(! of 
slrcgthening agcncy followup sys!(!ms. 
some raised questions or mnde 
suggestions for clarifying changes. The 
more significant comments l'Hceivntl. 
and OMB's responses to thom are 
discussed below. 

Changes in Finnl Regulation: 
Set forth below UI'O changHs thut have 

been adopted in the final regulations. 
The paragraphs are keyed to the 
proposed regulations published on July 
10.1979. 

1. Subpnrogrnph (2) has been 
amendHd to cll1rify thai records must b" 
kept on audit recommend.llions until 
they !Iro resolved. 

2. Subpat'ugraph (3) was revis(~d to 
make it clear that resolution of audit 
findings should be accomplished us 
quickly us possible. 

.1. Subparagraph (4). A chmse was 
added to make it clear thut tho logul 
basis for ducisiuns not to seek rtlc()very 
of amounts determined to be due tllP 
Government must be included in the 
wrllten justification for such decision. 

Suggested Changes Not Considered 
Necessary: 

CommAnt: One commenter pointed (lut 
fhat reports on proposal evaluations 
may contain opinions on contractor 
estimates of future ()OS[8 which arc 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 
folJowup system. Specifically. they must 
be recorded us open reports until a 
writtnn determination is made, and they 
are subjoct to top mAnagement review 
as provided in pm'agrnph B.b(5}. 

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

RespoJls(!: Our review of agency's 
followup systems indicated no need for 
such an exemption. except as 11Qted 
above. 
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Comment: One commenter suggested 
that we qualify the wording in 
subparagraph (5) to provide lhat when u 
"designee" Is assigned to resolve u 
disagreement arising between the audit 
organization and a program office thaI 
the designee be Independent of the 
program office. 

Response: We beHeve Lhis Is 
understood. 
Jobn ,. Lordan, 
Chief, Financial MOlloNemtml Branch, 
[~'R Doc, 711-37030 Fllod 11-300.7n; 6:45 Ilntl 
BILLING CODE 3111Hll-M 






