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prepared at this time to include policy
guidance on performance measurement
in this Circular.

One agency proposed inclusion of
language describing the applicability of
the Circular to discretionary policy
matters, as had been done in the 1986
version. OMB does not believe that this
language is necessary because it is clear
that the President and agency head have
full discretion over policymaking
functions, including determining and
interpreting policy, determining
program need, making resource
allocation decisions, and pursuing
rulemaking.

Two agencies suggested that the
Circular specifically address OMB’s
High Risk Program. OMB has chosen not
to do so because implementation of the
management control program outlined
in the Circular will likely eliminate the
need for separate tracking of high risk
areas. If agencies report their most
serious management deficiencies to the
President and the Congress as
envisioned by the Circular, the Integrity
Act reports will essentially reflect the
highest risk areas in government, and a
separate High Risk Program may no
longer be necessary.

John B. Arthur,
Associate Director for Administration.

EXECUTIVE OFFICE OF THE
PRESIDENT

Office of Management and Budget
[Circular No. A-123, Revised]
June 21, 1995.

To the Heads of Executive Departments and
Establishments

From: Alice M. Rivlin, Director
Subject: Management Accountability and
Control

1. Purpose and Authority. As Federal
employees develop and implement strategies
for reengineering agency programs and
operations, they should design management
structures that help ensure accountability for
results, and include appropriate, cost-
effective controls. This Circular provides
guidance to Federal managers on improving
the accountability and effectiveness of
Federal programs and operations by
establishing, assessing, correcting, and
reporting on management controls.

The Circular is issued under the authority
of the Federal Managers’ Financial Integrity
Act of 1982 as codified in 31 U.S.C. 3512.

The Circular replaces Circular No. A-123,
“Internal Control Systems,” revised, dated
August 4, 1986, and OMB’s 1982 “‘Internal
Controls Guidelines” and associated
“Questions and Answers’ document, which
are hereby rescinded.

2. Policy. Management accountability is the
expectation that managers are responsible for
the quality and timeliness of program
performance, increasing productivity,

controlling costs and mitigating adverse
aspects of agency operations, and assuring
that programs are managed with integrity and
in compliance with applicable law.

Management controls are the organization,
policies, and procedures used to reasonably
ensure that (i) programs achieve their
intended results; (ii) resources are used
consistent with agency mission; (iii)
programs and resources are protected from
waste, fraud, and mismanagement; (iv) laws
and regulations are followed; and (v) reliable
and timely information is obtained,
maintained, reported and used for decision
making.

3. Actions Required. Agencies and
individual Federal managers must take
systematic and proactive measures to (i)
develop and implement appropriate, cost-
effective management controls for results-
oriented management; (ii) assess the
adequacy of management controls in Federal
programs and operations; (iii) identify
needed improvements; (iv) take
corresponding corrective action; and (v)
report annually on management controls.

4. Effective Date. This Circular is effective
upon issuance.

5. Inquiries. Further information
concerning this Circular may be obtained
from the Management Integrity Branch,
Office of Federal Financial Management,
Office of Management and Budget,
Washington, DC 20503, 202/395-6911.

6. Copies. Copies of this Circular may be
obtained by telephoning the Executive Office
of the President, Publication Services, at 202/
395-7332.

7. Electronic Access. This document is also
accessible on the U.S. Department of
Commerce’s FedWorld Network under the
OMB Library of Files.

* The Telnet address for FedWorld via
Internet is “‘fedworld.gov”’.

» The World Wide Web address is ‘‘http:/
/www.fedworld.gov/ftp.htm#omb™.

* For file transfer protocol (FTP) access,
the address is “ftp://fwux.fedworld.gov/pub/
omb/omb.htm”.

The telephone number for the FedWorld
help desk is 703/487-4608.

Attachment.

Attachment

I. Introduction

The proper stewardship of Federal
resources is a fundamental responsibility of
agency managers and staff. Federal
employees must ensure that government
resources are used efficiently and effectively
to achieve intended program results.
Resources must be used consistent with
agency mission, in compliance with law and
regulation, and with minimal potential for
waste, fraud, and mismanagement.

To support results-oriented management,
the Government Performance and Results Act
(GPRA, P.L. 103-62) requires agencies to
develop strategic plans, set performance
goals, and report annually on actual
performance compared to goals. As the
Federal government implements this
legislation, these plans and goals should be
integrated into (i) the budget process, (ii) the
operational management of agencies and
programs, and (iii) accountability reporting to

the public on performance results, and on the
integrity, efficiency, and effectiveness with
which they are achieved.

Management accountability is the
expectation that managers are responsible for
the quality and timeliness of program
performance, increasing productivity,
controlling costs and mitigating adverse
aspects of agency operations, and assuring
that programs are managed with integrity and
in compliance with applicable law.

Management controls—organization,
policies, and procedures—are tools to help
program and financial managers achieve
results and safeguard the integrity of their
programs. This Circular provides guidance
on using the range of tools at the disposal of
agency managers to achieve desired program
results and meet the requirements of the
Federal Managers’ Financial Integrity Act
(FMFIA, referred to as the Integrity Act
throughout this document).

Framework. The importance of
management controls is addressed, both
explicitly and implicitly, in many statutes
and executive documents. The Federal
Managers’ Financial Integrity Act (P.L. 97—
255) establishes specific requirements with
regard to management controls. The agency
head must establish controls that reasonably
ensure that: (i) obligations and costs comply
with applicable law; (ii) assets are
safeguarded against waste, loss, unauthorized
use or misappropriation; and (iii) revenues
and expenditures are properly recorded and
accounted for. 31 U.S.C. 3512(c)(1). In
addition, the agency head annually must
evaluate and report on the control and
financial systems that protect the integrity of
Federal programs. 31 U.S.C. 3512(d)(2).

The Act encompasses program,
operational, and administrative areas as well
as accounting and financial management.

Instead of considering controls as an
isolated management tool, agencies should
integrate their efforts to meet the
requirements of the Integrity Act with other
efforts to improve effectiveness and
accountability. Thus, management controls
should be an integral part of the entire cycle
of planning, budgeting, management,
accounting, and auditing. They should
support the effectiveness and the integrity of
every step of the process and provide
continual feedback to management.

For instance, good management controls
can assure that performance measures are
complete and accurate. As another example,
the management control standard of
organization would align staff and authority
with the program responsibilities to be
carried out, improving both effectiveness and
accountability. Similarly, accountability for
resources could be improved by more closely
aligning budget accounts with programs and
charging them with all significant resources
used to produce the program’s outputs and
outcomes.

Meeting the requirements of the Chief
Financial Officers Act (P.L. 101-576, as
amended) should help agencies both
establish and evaluate management controls.
The Act requires the preparation and audit of
financial statements for 24 Federal agencies.
31 U.S.C. 901(b), 3515. In this process,
auditors report on internal controls and



