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 Change Request 14615 
 
 
SUBJECT: The Fiscal Year 2027 Updates for the CMS Internet Only Manual (IOM) Publication 
(Pub.) 100-06, Medicare Financial Management Manual, Chapter 7 - Internal Control Requirements 

I. SUMMARY OF CHANGES:  The purpose of this Change Request (CR) is to provide updated Internal 
Controls over Financial Reporting Guidance with respect to the following: 

1. Office of Management & Budget (OMB) A-123 Reviews, 

2. Certification Package of Internal Controls (CPIC) Reporting, 

3. American Institute of Certified Public Accountants (AICPA) SSAE 18 Reporting, & 

4. Corrective Action Plan (CAP) Initial & Quarterly Reporting. 

EFFECTIVE DATE: October 1, 2026 
*Unless otherwise specified, the effective date is the date of service. 
IMPLEMENTATION DATE: November 9, 2026 
 
Disclaimer for manual changes only: The revision date and transmittal number apply only to red 
italicized material. Any other material was previously published and remains unchanged. However, if this 
revision contains a table of contents, you will receive the new/revised information only, and not the entire 
table of contents. 
 
II. CHANGES IN MANUAL INSTRUCTIONS: (N/A if manual is not updated) 
R=REVISED, N=NEW, D=DELETED-Only One Per Row. 
 



R/N/D CHAPTER / SECTION / SUBSECTION / TITLE 

R 7/Table of Contents 

R 7/10.1.4 - OMB Circular A-123 

R 7/10.1.5 - GAO Standards for Internal Controls in the Federal Government 

R 7/10.2 - GAO Standards in the Federal Government 

R 7/20 - CMS Contractor Internal Control Review Process and Timeline 

R 7/20.1 - Risk Assessment 

R 7/30.1 - Certification Package for Internal Controls (CPIC) Requirements 

R 7/30.1.1 - OMB Circular A-123, Appendix A: Management of Reporting Data 
Integrity Risk 

R 7/30.2 - Certification Statement 

R 7/30.4 - CPIC- Report of Material Weaknesses 

R 7/30.6 - Definitions of Control Deficiency, Significant Deficiency, and Material 
Weakness 

R 7/30.7 - Material Weaknesses Identified During the Reporting Period 

R 7/40.1 - Submission, Review, and Approval of Corrective Action Plans 

R 7/40.2 - Corrective Action Plan (CAP) Reports 

R 7/40.3 - CMS Finding Numbers 

R 7/40.5 - Quarterly CAP Report 

R 7/40.6 - CMS Initial and Quarterly CAP Report Template 

R 7/50.7 - G Controls – Medicare Secondary Payer (MSP) 

R 7/50.10 - J Controls – Financial Reporting Review Requirements 

R 7/70 - List of Commonly Used Acronyms 
 
III. FUNDING: 
For Medicare Administrative Contractors (MACs): 
The Medicare Administrative Contractor is hereby advised that this constitutes technical direction as defined 
in your contract. CMS does not construe this as a change to the MAC Statement of Work. The contractor is 
not obligated to incur costs in excess of the amounts allotted in your contract unless and until specifically 
authorized by the Contracting Officer. If the contractor considers anything provided, as described above, to 
be outside the current scope of work, the contractor shall withhold performance on the part(s) in question 
and immediately notify the Contracting Officer, in writing or by e-mail, and request formal directions 
regarding continued performance requirements. 
 
IV. ATTACHMENTS: 
 
Business Requirements 
Manual Instruction 
 
  



Attachment - Business Requirements 
 

Pub. 100-06 Transmittal: 13991 Date: October 8, 2026 Change Request: 14615 
 
 
SUBJECT: The Fiscal Year 2027 Updates for the CMS Internet Only Manual (IOM) Publication 
(Pub.) 100-06, Medicare Financial Management Manual, Chapter 7 - Internal Control Requirements 
 
EFFECTIVE DATE: October 1, 2026 
*Unless otherwise specified, the effective date is the date of service. 
IMPLEMENTATION DATE: November 9, 2026 

I. SUMMARY OF CHANGES: The purpose of this Change Request (CR) is to provide updated 
Internal Controls over Financial Reporting Guidance with respect to the following: 

1. Office of Management & Budget (OMB) A-123 Reviews, 

2. Certification Package of Internal Controls (CPIC) Reporting, 

3. American Institute of Certified Public Accountants (AICPA) SSAE 18 Reporting, & 

4. Corrective Action Plan (CAP) Initial & Quarterly Reporting.   

II. GENERAL INFORMATION   

A. Background: The Federal Managers' Financial Integrity Act of 1982 (FMFIA) established internal 
control requirements that shall be met by federal agencies. For CMS to meet requirements of FMFIA, 
Medicare contractors shall demonstrate that they comply with FMFIA. 

The purpose of this Change Request (CR) is to provide updated Internal Controls over Financial Reporting 
Guidance with respect to the following: 

1. Office of Management & Budget (OMB) A-123 Reviews, 

2. Certification Package of Internal Controls (CPIC) Reporting, 

3. American Institute of Certified Public Accountants (AICPA) SSAE 18 Reporting, & 

4. Corrective Action Plan (CAP) Initial & Quarterly Reporting. 

B. Policy: The CMS contract with Medicare contractors includes an article titled FMFIA. In this article, 
the Medicare contractor agrees to cooperate with CMS in the development of procedures permitting CMS to 
comply with FMFIA, and other related standards prescribed by the Comptroller General of the United 
States. Under various provisions of the Social Security Act and the Medicare Prescription Drug, 
Improvement, and Modernization Act of 2003, Medicare contractors are to be evaluated by CMS on 
administrative service performance. CMS evaluates a Medicare contractor's performance by various internal 
and external audits and reviews. 

III. BUSINESS REQUIREMENTS TABLE 
  
"Shall" denotes a mandatory requirement, and "should" denotes an optional requirement. 
  



Number Requirement Responsibility   
  A/B MAC DME 

 
MAC 

Shared-System Maintainers Other 
A B HHH FISS MCS VMS CWF 

14615.1 All contractors shall be 
aware and comply with the 
Fiscal Year 2027 updates 
throughout Chapter 7 – 
Internal Control 
Requirements. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.2 All contractors shall be 
aware of the updated Table 
of Contents. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.2.1 All contractors shall be 
aware of the updated 30.1.1 
– OMB Circular A-123 
Appendix A: Management 
of Reporting Data Integrity 
Risk 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.3 All contractors shall be 
aware and comply with the 
updated Section 10.1.4 - 
OMB Circular A-123. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.3.1 All contractors shall be 
aware and comply with the 
updated internal controls 
reporting compliance 
information in Bold Italics: 

OMB Circular A-123 has 
progressively expanded 
management’s 
responsibilities for internal 
control and enterprise risk 
management (ERM) 
within federal agencies, 
starting with the December 
2004 revision’s 
requirements for assessing 
and reporting on internal 
controls and evolving in 
July 2016 to emphasize 
ERM integration for 
improved accountability. 
The 2026 update further 
advances this by 
embedding ERM at the 
organizational level, 
requiring unified risk 
profiles, data analytics, 
cross-functional 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 



Number Requirement Responsibility   
  A/B MAC DME 

 
MAC 

Shared-System Maintainers Other 
A B HHH FISS MCS VMS CWF 

collaboration, transparent 
reporting, root-cause 
analysis, automated 
solutions, expanded 
training, increased 
oversight, benchmarking, 
broader assessment 
sources, and a heightened 
focus on transparency and 
public trust—collectively 
reinforcing proactive risk 
management, continuous 
improvement, and 
accountability throughout 
federal agencies. Pursuant 
to OMB Circular A-123, 
agencies are required to 
provide an annual 
assurance statement which 
represents the agency 
head’s informed judgment 
as to the overall adequacy 
and effectiveness of 
internal controls related to 
operations, reporting, and 
compliance. 
 

14615.4 All contractors shall be 
aware and comply with the 
updated Section 10.1.5 - 
GAO Standards for Internal 
Controls in the Federal 
Government. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.4.1 All contractors shall be 
aware and comply with the 
updated internal controls 
standards issued from the 
Government Accountability 
Office (GAO) Green Book 
Standards as of May 2025. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.5 All contractors shall be 
aware and comply with the 
updated Section 10.2 - 
GAO Standards in the 
Federal Government. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.5.1 All contractors shall use the 
hyperlink and attached PDF 
copy to the updated US 

X X X X X X X X BCRC, 
CRC, 



Number Requirement Responsibility   
  A/B MAC DME 

 
MAC 

Shared-System Maintainers Other 
A B HHH FISS MCS VMS CWF 

GAO 2025 Green Book in 
order to maintain current 
compliance with federal 
internal control regulations. 
 

RRB-
SMAC 

14615.6 All contractors shall be 
aware and comply with the 
updated Section 20 - CMS 
Contractor Internal Control 
Review Process and 
Timeline. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.6.1 All contractors shall be 
aware that the "Reporting 
Period" under October 
Monthly Activity alignment 
has been fixed. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.7 All contractors shall be 
aware and comply with the 
updated Section 20.1 - Risk 
Assessment. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.7.1 All contractors shall be 
aware that the "Contractor 
Performance Evaluation 
(CPE)" has been updated to 
"Contractor Performance 
Assessment Reporting 
System (CPARS)". 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.8 All contractors shall be 
aware and comply with the 
updated Section 30.1 – 
Certification Package for 
Internal Controls (CPIC) 
Requirements. 
 

X X X X     BCRC, 
CRC, 
RRB-
SMAC 

14615.8.1 All contractors shall be 
aware that the "CPE" has 
been updated to "CPARS". 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.9 All contractors shall be 
aware and comply with the 
updated Section 30.1.1 - 
OMB Circular A-123, 
Appendix A: Management 
of Reporting Data Integrity 
Risk. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 



Number Requirement Responsibility   
  A/B MAC DME 

 
MAC 

Shared-System Maintainers Other 
A B HHH FISS MCS VMS CWF 

14615.9.1 All contractors shall be 
aware that all instances of 
"unqualified" have been 
updated to "unmodified," 
and all instances of 
"qualified" have been 
updated to "modified." 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.10 All contractors shall be 
aware and comply with the 
updated Section 30.2 - 
Certification Statement. 
 

X X X X     BCRC, 
CRC, 
RRB-
SMAC 

14615.10.1 All contractors shall be 
aware that all instances of 
"unqualified" have been 
updated to "unmodified," 
and all instances of 
"qualified" have been 
updated to "modified." 
 

X X X X     BCRC, 
CRC, 
RRB-
SMAC 

14615.11 All contractors shall be 
aware and comply with the 
updated Section 30.4 - 
CPIC- Report of Material 
Weaknesses. 
 

X X X X     BCRC, 
CRC, 
RRB-
SMAC 

14615.11.1 All contractors shall be 
aware that the "CPE" has 
been updated to "CPARS". 
 

X X X X     BCRC, 
CRC, 
RRB-
SMAC 

14615.12 All contractors shall be 
aware and comply with the 
updated Section 30.6 - 
Definitions of Control 
Deficiency, Significant 
Deficiency, and Material 
Weakness. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.12.1 All contractors shall be 
aware and comply with the 
updated definitions and 
reporting classifications for 
Control Deficiency, 
Significant Deficiency, and 
Material Weakness. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.13 All contractors shall be 
aware and comply with the 
updated Section 30.7 - 
Material Weaknesses 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 



Number Requirement Responsibility   
  A/B MAC DME 

 
MAC 

Shared-System Maintainers Other 
A B HHH FISS MCS VMS CWF 

Identified During the 
Reporting Period. 
 

14615.13.1 All contractors shall be 
aware that the [Associate 
Regional Administrator 
for Financial 
Management and Fee 
from Service Operation] 
has been removed, and "RO 
CFO Coordinator" " has 
been updated to "Office of 
Program and Operations 
& Local 
Engagement/Innovation 
Financial Management 
(OPOLE/IFM) 
Coordinator". 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.14 All contractors shall be 
aware and comply with the 
updated Section 40.1 - 
Submission, Review, and 
Approval of Corrective 
Action Plans. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.14.1 All contractors shall be 
aware that the “Associate 
IFM Administrator for 
Financial Management 
and Fee from Service 
Operation, and the 
designated IFM CFO 
Coordinator” has been 
updated to “OPOLE/IFM 
Coordinator”. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.14.2 All contractors shall be 
aware and comply that all 
Initial and Quarterly CAP 
Report submissions shall be 
electronically signed and 
emailed only. Previous 
instruction for a mandatory 
signed hard copy 
submission requirement for 
a non-compliant 
electronically signed Initial 
and/or Quarterly CAP 
Report have been removed. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 



Number Requirement Responsibility   
  A/B MAC DME 

 
MAC 

Shared-System Maintainers Other 
A B HHH FISS MCS VMS CWF 

14615.15 All contractors shall be 
aware and comply with the 
updated Section 40.2 - 
Corrective Action Plan 
(CAP) Reports. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.16 All contractors shall be 
aware and comply with the 
updated Section 40.3 - 
CMS Finding Numbers. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.16.1 All contractors shall be 
aware that the [W - IFM 
Review] has been removed 
in Table 1 - Review/Audit 
Type. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.16.2 All contractors shall be 
aware that the“National 
Government Services” has 
been updated to “Wellpoint 
Federal Solutions”, in 
Table 2 - A/B, DME, and 
Specialty Contractor 
Abbreviations. 
 

X X X X     RRB-
SMAC 

14615.16.3 All contractors shall be 
aware that all specific 
contractor names, except 
for Novitas Solutions 
Affordable Care Act 
Exchange Oversight 
Contractor, have been 
removed in Table 3 - 
Contractor Abbreviations. 
 

X X       BCRC, 
CRC 

14615.16.4 All contractors shall be 
aware that the [DME 
Claims Processing 
System] has been removed 
after ViPs Medicare 
Cyctem, in Table 4 - 
Shared System 
Abbreviations. 
 

    X X X X  

14615.16.5 All contractors shall be 
aware that all specific data 
center names, except 
Amazon Web Services 
(AWS) and Disaster 
Recovery as a Service 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 



Number Requirement Responsibility   
  A/B MAC DME 

 
MAC 

Shared-System Maintainers Other 
A B HHH FISS MCS VMS CWF 

(DRaaS) General Support 
System (GSS), have been 
removed in Table 5 - Data 
Center Abbreviations. 
 

14615.17 All contractors shall be 
aware and comply with the 
updated Section 40.5 - 
Quarterly CAP Report. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.17.1 All contractors shall be 
aware that the extra 
[Wednesday] has been 
removed in the example file 
name section. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.18 All contractors shall be 
aware and comply with the 
updated Section 40.6 - 
CMS Initial and Quarterly 
CAP Report Template. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.18.1 All contractors shall use the 
updated CMS Initial & 
Quarterly CAP Excel file 
for CAP Reporting. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.19 All contractors shall be 
aware and comply with the 
updated Section 50.7 – G 
Controls – Medicare 
Secondary Payer (MSP). 
 

X X X X     BCRC, 
CRC, 
RRB-
SMAC 

14615.19.1 All contractors shall be 
aware and comply with the 
updated Control # G.1 with 
the removal of the 
following instruction in 
Bold Underlined Brackets 
[] and addition in Bold 
Italics: 

G.1: Medicare 
Administrative Contractor 
internal quality controls are 
established and maintained 
that ensure timely and 
accurate processing of 
secondary claims 
submitted, including paper 
MSP claims with a primary 

X X X X     RRB-
SMAC 



Number Requirement Responsibility   
  A/B MAC DME 

 
MAC 

Shared-System Maintainers Other 
A B HHH FISS MCS VMS CWF 

payer’s explanation of 
benefits (EOB) or 
remittance advice (RA). 
This includes utilization of 
the MSPPAY module, 
resolving all MSP edits 
(including 6800 codes*), 
creation of “I” records and 
resolving suspended claims 
in accordance with CMS 
instructions at Publication 
100-05 Chapter 5 and 6. 
[Contractor internal 
systems used to process 
MSP claims are updated 
via the Common Working 
File (CWF) automatic 
notice in an automated 
fashion.] Suspended claims 
that require manual 
intervention are corrected 
and reviewed by the 
appropriate suspense staff. 

DME MACs are not 
required to create "I" 
records. 

This control objective does 
not pertain to BCRC or the 
CRC contractors. 
 

14615.20 All contractors shall be 
aware and comply with the 
updated Section 50.10 – J 
Controls – Financial 
Reporting Review 
Requirements. 
 

X X X X     BCRC, 
CRC, 
RRB-
SMAC 

14615.20.1 All contractors shall be 
aware and comply with the 
updated Control # J.3 with 
the  addition in Bold 
Italics: 

J.3: Recorded and 
processed transactions are 
correctly classified, 
maintained, summarized 
and reconciled 
(internal/external systems, 

X X X X     BCRC, 
CRC, 
RRB-
SMAC 



Number Requirement Responsibility   
  A/B MAC DME 

 
MAC 

Shared-System Maintainers Other 
A B HHH FISS MCS VMS CWF 

Periodic-Interim-Payments 
(PIP), interim-rate-review 
(IRR), STAR, etc.). In 
addition, transactions shall 
be properly supported. 
 

14615.21 All contractors shall be 
aware of the updated 
Section 70 – List of 
Commonly Used 
Acronyms. 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

14615.21.1 All contractors shall be 
aware of the following 
removed and added 
acronyms: 

Removed Acronyms: 
1. AIFMA - Associate IFM 
Administrator 
2. CPE - Contractor 
Performance Evaluation 
3. STC - Single Testing 
Contractor 

Added Acronyms: 
4. CMSR - CMS Minimum 
Security Requirement 
5. CPARS - Contractor 
Performance Assessment 
Reporting System 
6. OPOLE - Office of 
Program Operations & 
Local Engagement 
 

X X X X X X X X BCRC, 
CRC, 
RRB-
SMAC 

 
IV. PROVIDER EDUCATION 
 
None 
 
Impacted Contractors: None 
 
V. SUPPORTING INFORMATION 
 
 Section A: Recommendations and supporting information associated with listed requirements: N/A 
 
"Should" denotes a recommendation. 
 

0BX-Ref  
1BRequirement 
2BNumber 

Recommendations or other supporting information: 



 

Section B: All other recommendations and supporting information: N/A 

VI. CONTACTS 
 
Post-Implementation Contact(s): Contact your Contracting Officer's Representative (COR). 
 
VII. FUNDING  
 
Section A: For Medicare Administrative Contractors (MACs):  
The Medicare Administrative Contractor is hereby advised that this constitutes technical direction as defined 
in your contract. CMS does not construe this as a change to the MAC Statement of Work. The contractor is 
not obligated to incur costs in excess of the amounts allotted in your contract unless and until specifically 
authorized by the Contracting Officer. If the contractor considers anything provided, as described above, to 
be outside the current scope of work, the contractor shall withhold performance on the part(s) in question 
and immediately notify the Contracting Officer, in writing or by e-mail, and request formal directions 
regarding continued performance requirements. 
 
ATTACHMENTS: 2  
  



 

Medicare Financial Management Manual 
Chapter 7 - Internal Control Requirements 

 
Table of Contents 

(Rev. 13991, 10-08-26) 
 
 
 
Transmittals for Chapter 7 
30 - Internal Control Reporting Requirements 

30.1 – Certification Package for Internal Controls (CPIC) Requirements 
30.1.1 – OMB Circular A-123 Appendix A: Management of Reporting Data Integrity Risk  

  



 
10.1.4 - OMB Circular A-123 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
OMB Circular A-123 has progressively expanded management’s responsibilities for internal control and 
enterprise risk management (ERM) within federal agencies, starting with the December 2004 revision’s 
requirements for assessing and reporting on internal controls and evolving in July 2016 to emphasize ERM 
integration for improved accountability. The 2026 update further advances this by embedding ERM at the 
organizational level, requiring unified risk profiles, data analytics, cross-functional collaboration, 
transparent reporting, root-cause analysis, automated solutions, expanded training, increased oversight, 
benchmarking, broader assessment sources, and a heightened focus on transparency and public trust—
collectively reinforcing proactive risk management, continuous improvement, and accountability throughout 
federal agencies. Pursuant to OMB Circular A-123, agencies are required to provide an annual assurance 
statement which represents the agency head’s informed judgment as to the overall adequacy and 
effectiveness of internal controls related to operations, reporting, and compliance. 
 
Appendix A to OMB, Internal Control Over Financial Reporting, was issued in 2004, which required the 
heads of certain federal agencies to annually document and assess internal controls over financial reporting 
and report the results in a management assurance statement. In June 2018, an updated version of Appendix 
A, Management of Reporting and Data Integrity Risk was issued, which among other changes, aligns 
Appendix A with the 2014 update to the Government Accountability Office (GAO) Green Book in part, by 
expanding the scope from ICOFR to include internal control over reporting (ICOR). 
 
CMS conducts annual A-123 internal control reviews.  Contractors will be subject to the annual A-123 
internal control review.  In lieu of an A-123 internal control review, contractors may be selected for a 
Statement on Standards for Attestation Engagements No. 18 (SSAE-18) internal control examination. 
 
10.1.5 - GAO Standards for Internal Controls in the Federal Government 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
The FMFIA requires the GAO to prescribe standards for internal control in government, more commonly 
known as the Green Book. GAO's "Standards for Internal Controls in the Federal Government" were 
updated in May 2025.  These standards provide the internal control framework and criteria for designing, 
implementing, and operating an effective system of internal control.  The Green Book defines internal 
control as a process effected by an entity’s oversight body, management, and other personnel that provides 
reasonable assurance that the objectives of an entity are achieved.  These are the internal control standards 
that CMS and its contractors must follow.  See Section 10.2 for more information regarding GAO Standards 
for Internal Controls in the Federal Government. 
  



10.2 - GAO Standards in the Federal Government 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
Hyperlink: US GAO: 2025 Green Book 
 

gao-25-107721.pdf

 
 

https://www.gao.gov/greenbook


20 - CMS Contractor Internal Control Review Process and Timeline 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
NOTE: The following CMS Fiscal Year Calendar of Events and Activities timeline is provided as a guide and is not considered absolute. Contractors may use 
the guideline as a reference. 
 
Fiscal Year Calendar of Events and Activities 
 
Month Activity IOM Section 
October 1. Incorporate updated IOM changes 

2. Updated Certification Package for Internal Controls (CPIC) 
Report 

Due: Five (5) business days after September 30th 

Reporting Period: July 1st – September 30th 
3. Submit SSAE-18 Bridge Letters 

Due: 5 Business Days after September 30th 
Reporting Period: April 1st – September 30th 

4. Begin the Risk Assessment Process 
5. Begin updating Standard Operating Procedures 

- Section 20.1 – Risk Assessment 
- Section 30.1 – Certification Package for Internal 

Controls (CPIC) Requirements 
- Section 30.2 – Certification Statement 
- Section 30.8 –Statement on Standards for Attestation 

Engagements (SSAE) Number 18, (SSAE 18) Reporting 
on Controls at Service Providers 

January 6. SSAE 18 Examinations (A/B, DME, & Specialty MACs) Start 
7. Update and Submit A-123 Cycle Memos to CMS Central Office 

Due: 15 Business Days after December 31st 

- Section 30.8 –Statement on Standards for Attestation 
Engagements (SSAE) Number 18, (SSAE 18) Reporting 
on Controls at Service Providers 

February 8. Prepare for A-123 or SSAE 18 audit onsite reviews  
June 9. Begin preparing CPIC for all geographical locations. 

10. Update CPIC Report of Internal Control Deficiencies 
11. Draft SSAE-18 and CAP Follow Up Reports Issued 

Due: June 1st 
Reporting Period: October 1st - March 31st 
12. Prepare to Draft CPIC and SSAE 18 Corrective Action Plans 
CAPs 

 



Month Activity IOM Section 
July 1. Final SSAE-18 and CAP Follow Up Reports Issued 

Due: July 1st 
Reporting Period: October 1st - March 31st 

2. Submit CPIC Report 
- Certification Statement 
- Executive Summary 
- Description/Documentation of the Risk Assessment Process 
- Report of Material Weaknesses 

Due: 15 Business Days after June 30th 
Reporting Period: October 1st - June 30th 

- Section 30.8 –Statement on Standards for Attestation 
Engagements (SSAE) Number 18, (SSAE 18) Reporting 
on Controls at Service Providers 

- Section 30.1 – Certification Package for Internal 
Controls (CPIC) Requirements 

- Section 30.2 – Certification Statement 
- Section 30.3 – Executive Summary 
- Section 20.1 – Risk Assessment 
- Section 30.4 – CPIC – Report of Material Weaknesses 

August 3. Review updated IOM to evaluate changes required to your 
system of operations 

4. Submit SSAE 18 CAPs 
Due: 45 Days after Final SSAE 18 Reports 

5. Submit CPIC CAPs 
Due: 45 Days after CPIC Reports 

- Section 40.1 – Submission, Review, and Approval of 
Corrective Action Plans 

September 6. Determine if any new material weaknesses were identified since 
the CPIC Report in July 

 

 



20.1 - Risk Assessment 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
Risk assessment identifies areas that should be reviewed to determine which components of an 
organization's operation present the highest probability of waste, loss, or misappropriation. The risk 
assessment process is the identification, measurement, prioritization, and mitigation of risks. This process is 
intended to provide the contractors with: 
 

• Direction for what areas should get priority attention from management due to the nature, sensitivity, 
and importance of the area's operations; 

 
• A preliminary judgment from managers about the adequacy of existing internal control policies and 

procedures to minimize or detect problems; and 
 
• An early indication of where potential internal control weaknesses exist that should be corrected. 
 

The CMS requires contractors to perform an annual risk assessment, to identify the most critical areas and 
areas of greatest risk to be subjected to a review. Operational managers with knowledge and experience in 
their particular business area shall perform risk assessments. Outside sources can assist with this process, but 
should not be solely relied upon (e.g., Internal Audit departments, SSAE 18 audits, OMB Circular A-123 
Appendix A reviews, etc.). 
 
When performing your yearly risk assessment, you are to consider all results from final reports issued during 
the fiscal year from internal and external reviews including GAO, OIG, CFO audit, Contractor Performance 
Assessment Reporting System (CPARS), CPIC, Contractor’s Monthly Bank Reconciliation Worksheet 
(CMBRW) and 1522 reviews, A-123 Appendix A reviews and results of your own or CMS-sponsored SSAE 
18 audits. Any of these findings could impact your risk assessment and preparation of your certification 
statement. Your risk assessment process shall provide sufficient documentation to fully explain the 
reasoning behind and the planned testing methodology for each selected area. 
 
The contractor shall submit a description of the risk assessment process to CMS as an attachment with the 
annual CPIC and maintain sufficient documentation to support the risk assessment process. Examples of 
sufficient documentation are meeting agendas, meeting notes or minutes, and emails. The documentation 
should be readily available for CMS review. 
 
Below are the elements to include in the description or methodology of your risk assessment process: 
 

• Who - List who is involved and state their roles and responsibilities. 
 
• Where - List the geographical location(s) for which the certification applies. For multi-site 

contractors, review and explain the roles for all sites, i.e., do they do their own risk assessment and 
control objective testing. Describe the certification process for geographical locations. 

 
• What – Describe the risk factors and the risk assessment process. 
 
• When - List when the risk assessment process was completed. 
 
• Why – Prioritize control objectives based upon their level of risk while ensuring high risk areas are 

reviewed in accordance with the scoring criteria guidelines in Section 20.1. 
 

NOTE: The A/B, DME, and Specialty MAC SOW may also include requirements regarding review 
of CMS control objectives. 

 
• How – Describe the scoring methodology and provide a description and definition for each risk and 

exposure factor. Include specific value ranges used in your scoring methodology. 



 
The contractor is encouraged to exceed the risk assessment approach provided below based on its unique 
operations. The risk assessment process shall at a minimum include the following and shall be submitted as 
part of the CPIC package: 
 
Step 1 - Segment Operations 
 
Segment the contractor’s operation into common operational areas of activity that can be evaluated. List the 
primary components of the unit with consideration to the business purpose, objectives, or goals of the 
auditable unit. Limit the list to the primary activities designed to achieve the goals and objectives of the 
auditable unit. Include the CMS control objectives applicable to each auditable unit. 
 
Step 2 - Prioritize Risk and Exposure Factors 
 
Identify the primary risks and exposure factors that could jeopardize the achievement of the goals and 
objectives of the unit as well as the organization's ability to achieve the objectives of reliable financial 
reporting, safeguarding of assets, and compliance with budget, laws, regulations and instructions. Risk and 
exposure factors can arise due to both internal and external circumstances. Document the definitions and 
methodology of the risk and exposure factors used in the risk assessment process. 
 
Step 3 – Create a Matrix to Illustrate the Prioritization of Risk and Exposure Factors 
 
Create a matrix listing on the left axis by operational areas of activity (see Step 1 above). The top axis 
should list all the risk and exposure factors of concern and determine the weight each column should have. 
Some columns may weigh more than other columns. Develop a scoring methodology and provide a 
description and definitions of this methodology used for each risk or exposure factor. This methodology can 
use an absolute ranking or relative risk identification. Absolute ranking would assign predefined quantifiable 
measures such as dollars, volume, or some other factor in ranges that would equate to a ranking score such 
as high, medium or low. Relative risk ranking involves identifying the risk and exposure factors into natural 
clusters by definition and assigning values to these clusters. Include a legend with the score ranges 
representing high-risk, medium-risk, and low-risk on the risk matrix. 
 
Assign a score to each cell based on the methodology predetermined. Retain notes to support scoring of key 
risk factors such as “prior audits” and factors that are scored very high or very low. This will assist CMS in 
evaluating the reasonableness of your risk assessment results. Total the scores for each line item (control 
objective). The higher scores for each line item will prioritize the risk areas for consideration to be reviewed 
to support the CPIC. If a high risk control objective is included in a current year Type II SSAE 18 audit, or 
A-123 Appendix A review, you may rely on the SSAE 18 audit, or A-123 Appendix A review testing and 
document this as the rationale for excluding it from testing. 
 
The CMS considers system security to be a high risk area. Therefore, contractors shall include control 
objective A.1 in their CPIC each year. All contractors are required to certify their system security 
compliance. Contractors shall verify that a system's security plan meet CMS’ Minimum Security 
Requirements as defined by the Business Partners Systems Security Manual (BPSSM). Contractors should 
write a few paragraphs to self-certify that their organization has successfully completed all required security 
activities including the security self-assessment of their Medicare IT systems and associated software in 
accordance with the terms of their Contract. For more details, please see Section 3.4 – Certification of the 
BPSSM, which can be found at the following hyperlink: 
 
Hyperlink: CMS IOM Publication #: 100-17, CMS Business Partners Systems Security Manual, Revision 
#: 12, Issued: 11/15/2013 [https://www.cms.gov/Regulations-and-
Guidance/Guidance/Manuals/Downloads/117_Systems_security.pdf] 
 
Also, include the results of the testing of A.1 in the Executive Summary. See Section 30.3. 
  

https://www.cms.gov/Regulations-and-Guidance/Guidance/Manuals/Downloads/117_Systems_security.pdf
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30.1 – Certification Package for Internal Controls (CPIC) Requirements 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
NOTE: This section is only applicable to the following listed CMS Contractors: 
 
# Contractor Workload 
1 DME MAC Jurisdiction A 
2 DME MAC Jurisdiction B 
3 DME MAC Jurisdiction C 
4 DME MAC Jurisdiction D 
5 Parts A & B MAC Jurisdiction 5 
6 Parts A & B MAC Jurisdiction 6 
7 Parts A & B MAC Jurisdiction 8 
8 Parts A & B MAC Jurisdiction 15 
9 Parts A & B MAC Jurisdiction E 
10 Parts A & B MAC Jurisdiction F 
11 Parts A & B MAC Jurisdiction H 
12 Parts A & B MAC Jurisdiction J 
13 Parts A & B MAC Jurisdiction K 
14 Parts A & B MAC Jurisdiction L 
15 Parts A & B MAC Jurisdiction M 
16 Parts A & B MAC Jurisdiction N 
17 Specialty MAC Railroad Board (RRB)  
18 Pricing, Data Analysis, and Coding (PDAC) Contractor 
19 Affordable Care Act Exchange Contractor 
20 Benefits Coordination and Recovery Center (BCRC) 
21 Commercial Repayment Center (CRC), 

Medicare Secondary Payer Recovery Contractor (MSPRC) 
22 Retiree Drug Subsidy (RDS) Part D Contractor 

 
The contractor certification process provides CMS with assurance that contractors are in compliance with 
the FMFIA, OMB Circular A-123, and CFO Act of 1990 by incorporating internal control standards into 
their operations. The contractor certification process supports the audit of CMS' financial statements by the 
Office of Inspector General (OIG) and the CMS Administrator's FMFIA assurance statement. 
 
This compliance is achieved by an annual certification statement included in its annual CPIC submission. 
CMS has required each contractor to certify that internal controls are in place to identify and correct areas of 
weakness in its operations. Contractors are expected to evaluate the effectiveness of their operations against 
CMS' control objectives discussed above. The control objectives represent the minimum expectations for 
contractor performance in the area of internal controls. 
 
Contractors shall have written policies and procedures regarding their annual CPIC preparation and 
submission process. Contractors shall also have written policies and procedures to address potential internal 
control deficiencies identified by employees and managers in the course of their daily operations. This 
includes the process for reporting issues upward through the appropriate levels of management, tracking and 
correcting deficiencies, and inclusion in the CPIC submission. 
 
The CPIC represents a summary of your internal control environment for the period October 1st through 
June 30th (the CPIC period), as certified by your organization. It shall include an explicit conclusion as to 
whether the internal controls over financial reporting are effective (see Section 30.1.1). All material 
weaknesses identified during this period shall be included in the CPIC submission. Contractors should 
consider the results of internal and external audits and reviews, such as GAO, OIG, and CFO Act audits, 
consultant reviews, management control reviews, CPARS reviews, SSAE 18 audits, A-123 Appendix A 



reviews, and other similar activities. These findings should be classified as control deficiencies, significant 
deficiencies, or material weaknesses based upon the definitions provided in Section 30.6. 
 
The contractor shall submit one CPIC report for each type of contract (i.e., A/B, DME, & Specialty MAC 
workloads, Retiree Drug Subsidy (RDS), and Medicare Secondary Payer Recovery Contractor (MSPRC) 
workloads). The contractor shall follow these guidelines when submitting the CPIC for A/B, DME, & 
Specialty MACs: 
 

• Contractors with multiple A/B and DME MAC jurisdictions shall submit one CPIC report for each 
type of contract (i.e., A/B, Durable Medical Equipment (DME), & Specialty MAC workloads).  
Therefore. Contractors with multiple A/B and DME MACs jurisdiction shall submit a CPIC for each 
jurisdiction. 
 
Example Multiple A/B & DME CPIC Submission Situation: 
• XYZ Corporation has four (4) A/B and DME MAC jurisdictions A, C, 6, & M. 
• XYZ Corporation shall submit four (4) separate CPICs for each jurisdiction: 

o CPIC for DME Jurisdiction A 
o CPIC for DME Jurisdiction C 
o CPIC for A/B Jurisdiction 6 
o CPIC for A/B Jurisdiction M 

 
• The Specialty MAC RRB shall submit a CPIC. 

 
• Contractors that transitioned out of the program prior to June 30th, and are not assuming additional 

workloads are not required to submit a CPIC. 
 
Electronic CPIC reports shall be received by CMS within fifteen (15) business days after June 30th.  
 
An electronic version of all documents (including updates) submitted as part of your CPIC submission shall 
be sent to CMS’ Office of Financial Management (OFM) at internalcontrols@cms.hhs.gov as Microsoft 
Excel or Word files. Electronic copies shall also be sent as follows: 
 

• A/B, DME, and Specialty MACs shall send to the: 
o The assigned CFO Technical Monitor and the Financial Management (FM) Division Director 

of that CMS office location area. 
o Contracting Officer’s Representative (COR) of the A/B, DME, or Specialty MAC. 

• RDS and MSPRC Contractors shall send to the CMS COR. 
 
The CPIC Report Package shall include: 

• Certification Statement, see Section 30.2; 
• Executive Summary, see Section 30.3; 
• Description of your Risk Assessment Process, see Section 20.1. This should include a: 

o Matrix to illustrate the prioritization of risk and exposure factors 
o Narrative or flowchart that outlines the risk assessment process 

• CPIC Report of Material Weaknesses, see Section 30.4. 
 
Contractors shall submit an update for the period July 1st through September 30th to report any 
subsequently identified material weaknesses. The update shall be no more than a one page summary of any 
material weaknesses and the proposed corrective action. If no material weaknesses have been identified, the 
contractor shall submit the following for each jurisdiction or a combined statement for all jurisdictions: “As 
of September 30th, no material weaknesses (or no additional material weaknesses) have been identified 
during the period July 1 through September 30th for Fiscal Year 20XX”. The submission of the update 
should follow the same guidelines as the initial CPIC. The CPIC update is due within five (5) business days 
after September 30th. If a material weakness is identified, then a CAP shall be completed in accordance to 
the guidelines shown at Section 40.1. 

mailto:internalcontrols@cms.hhs.gov


 
The file names for all electronic files submitted, as part of your CPIC package should begin with the three, 
four, or five letter abbreviation assigned to each contractor in Section 40.3. Additionally, in the subject line 
of your email submission, you shall include the corporate name of the entity submitting the CPIC. 
 
Maintain the appropriate and necessary documents to support any assertions and conclusions made during 
the self-assessment process. In your working papers, you are required to document the respective policies 
and procedures for each control objective reviewed. These policies and procedures should be in writing, be 
updated to reflect any changes in operations, and be operating effectively and efficiently within your 
organization. 
 
The supporting documentation and rationale for your certification statement, whether prepared internally or 
by an external organization, shall be available for review and copying by CMS and its authorized 
representatives. 
 
End Section 30.1 – Certification Package for Internal Controls (CPIC) Requirements: Back to Table of 
Contents 
 
30.1.1 - OMB Circular A-123, Appendix A: Management of Reporting Data Integrity 
Risk 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
CMS contractors, including A/B, DME, and Specialty MACs, MSPRC and RDS, shall use the five steps 
below to assess the effectiveness of its internal control over financial reporting. Documentation shall occur 
within each of the basic steps, whether documenting the assessment methodology during the planning phase 
or documenting key processes and test results during the evaluation and testing steps. 
 
1) Plan and Scope the Evaluation 
 
During this phase, the CMS contractor shall leverage existing internal and external audits/reviews performed 
(Such as SSAE 18 audits, A-123 Appendix A Internal Control Reviews, CPIC, 912 Evaluations, Federal 
Information Security Management (FISMA), CPARS, etc.) when conducting its assessment of internal 
control over financial reporting. Management shall consider the results of these audits/reviews in order to 
identify gaps between current control activities and the documentation of them. The control objectives of A, 
B, F, G, I, J, K, and L shall be considered, if applicable. 
 
If a CMS contractor had an SSAE 18 audit, or an A-123 Appendix A Internal Control Review in the current 
or past two fiscal years, it shall be used as a basis for the statement of assurance combined with other audits 
and reviews as appropriate. The contractor shall conduct additional testing for Circular A-123 as deemed 
necessary (see A-123 Appendix A Internal Control Review/SSAE 18 Reliance Examples chart). For 
example, if the A-123 Appendix A assurance statement was unmodified, then the contractor is not required 
to conduct additional testing. Similarly, if the SSAE 18 audit report was unmodified (no findings in Section I 
(Opinion Letter)), then the contractor is not required to conduct additional testing. However, if the previous 
year’s A-123 Appendix A assurance statement is modified, then the contractor shall conduct additional 
testing on the control deficiencies identified. Similarly, if Section I of the prior year’s SSAE 18 audit report 
is modified (one or more findings that have not been corrected and validated), then the contractor shall 
conduct additional testing on the findings identified in Section I and the exceptions identified in Section III 
(See A-123 Appendix A Internal Control Review Reliance Examples chart). If other audits and reviews 
contradict the SSAE 18 audit or A-123 Appendix A Internal Control Review, then that contradiction shall be 
addressed via testing if the issue has not already been corrected and validated. 
 
2) Document Controls and Evaluate Design of Controls 
 
This step begins with the documentation and evaluation of entity-level controls. Consideration must be 
given to the five standards of internal control (control environment, risk assessment, control activities, 



information and communication, and monitoring) (see Section 10.2.3 – Standards for Internal Control) that 
can have a pervasive effect on the risk of error or fraud, and will aid in determining the nature and extent of 
internal control testing that may be required at the transaction or process level. The GAO issued an internal 
control evaluation tool (The GAO Internal Control Management and Evaluation Tool) to assess the 
effectiveness of internal control and identify important aspects of control in need of improvement. This tool 
shall be used in conducting your assessment. 
 
Contractors shall prepare cycle memos for financial reporting, accounts receivable, accounts payable, and 
claims expense (Note: Contractors may combine related cycles (e.g., accounts payable and claims expense). 
These major transaction cycles relate to significant line items on the financial reports. Cycle memos should 
identify the key control activities that are relied upon to assure the relevant financial statement assertions are 
met: 
 

• Existence and Occurrence: All reported transactions actually occurred during the reporting period 
and all assets and liabilities exist as of the reporting date. Recorded transactions represent economic 
events that actually occurred during a stated period of time. 

 
• Rights and Obligations: The entity legally owns all its assets collectively and all liabilities are legal 

obligations of the entity. Assets and liabilities reported on the Balance Sheet are bona fide rights and 
obligations of the entity as of that point in time. 

 
• Completeness: All assets, liabilities, and transactions that should be reported have been included, 

and no unauthorized transactions or balances are included. All transactions during a specific period 
should have been recorded in that period. No unrecorded assets, liabilities, transactions or omitted 
disclosures. 

 
• Valuation or Allocation: Assets, liabilities, revenue, and expenses have been included in the 

financial statements at appropriate amounts. Where applicable, all costs have been properly 
allocated. Assets and liabilities are recorded at appropriate amounts in accordance with relevant 
accounting principles and policies. 

 
• Presentation and Disclosure: The financial report is presented in the proper form and any required 

disclosures are present. Financial statement items are properly described, classified and fairly 
presented. 

 
Not all assertions will be significant to all accounts. A single key control will often not cover all assertions; 
which may necessitate several key controls to support the selected assertions for each line item. However, 
each assertion is applicable to every major transaction cycle and all associated assertions must be covered to 
avoid any control gaps. 
 
Documenting transaction flows accurately is one of the most important steps in the assessment process, as it 
provides a foundation for the A-123 assessment. Thorough, well-written documents and flowcharts can 
facilitate the review of key controls. The documentation should reflect an understanding, from beginning to 
end, of the underlying processes and document flows involved in each major transaction cycle. This would 
include the procedures for initiating, authorizing, recording, processing, and reporting accounts and 
transactions that affect the financial reports. The cycle memo shall include Information Technology (IT) key 
control activities pertinent to the transaction cycle. 
 
The documentation should start with the collection and review of documentation that already exists. The 
following are examples of existing documentation that could be used: 
 

• Existing policy and procedure manuals; 
• Existing forms and documents; 
• Documentation from independent auditors and the OIG; 
• Risk assessments; 

http://www.gao.gov/new.items/d011008g.pdf


• Accounting manuals; 
• Memoranda; 
• Flowcharts; 
• Job descriptions; 
• Decision tables; 
• Procedural write-ups; and/or 
• Self-assessment reports. 

 
Interviews should be conducted with personnel who have knowledge of the relevant operations to validate 
that manuals, policies, forms, and documents are accurate and being applied. 
 
A major transaction cycle narrative is a written summary of the transaction process. For each major 
transaction cycle, the narrative describes: 
 

• The initiation point; 
• The processing type (e.g., automated versus manual, preventative versus detective); 
• The completion point; 
• Other data characteristics, such as source; receipt; processing; and transmission; 
• Key activities/class of transactions within the process; 
• Controls in place to mitigate the risk of financial statement errors; 
• Supervisor/manager review; process and calculations performed in preparation of financial reporting; 

and process outputs; 
• Use of computer application controls and controls over spreadsheets used in the preparation of 

financial reporting; 
• Identification of errors; types of errors found; reporting errors; and resolving errors; and 
• Ability of personnel to override the process or controls. 

 
Within the cycle memo, the key controls should be clearly identified by highlighting, bolding, or 
underlining. Contractors are responsible for reviewing and updating cycle memos to keep them current. 
 
Control activities are the specific policies, procedures, and activities that are established to manage or 
mitigate risks. Key controls are those controls designed to meet the control objectives and support 
management’s financial statement assertions. In other words, they are the controls that management relies 
upon to prevent and detect material errors and misstatements. For each key control activity, state: (a) the 
frequency of performance; (b) the specific steps performed; (c) how exceptions are resolved; and (d) how 
the performance of the control activity and related results/disposition are documented. 
 
Examples of control activities that may be identified include: 
 

• Top-level reviews of actual performance; 
o Compare major achievements to plans, goals, and objectives 

• Reviews by management at the functional or actual level; 
o Compare actual performance to planned or expected results 

• Management of human capital; 
o Match skills to organizational goals 
o Manage staff to ensure internal control objectives are achieved 

• Controls over information processing; 
o Edit checks of data 
o Control totals on data files 
o Access controls 
o Review of audit logs 
o Change controls 
o Disaster recovery 

• Physical controls over vulnerable assets; 



o Access controls to equipment or other assets 
o Periodic inventory of assets and reconciliation to control records 

• Establishment and review of performance measures and indicators; 
o Relationship monitoring of data 

• Segregation of duties; 
• Proper execution of transactions and events 

o Communicating names of authorizing officials 
o Proper signatures and authorizations 

• Accurate and timely recording of transactions and events 
o Interfaces to record transactions 
o Regular review of financial reports 

• Access restrictions to and accountability for resources and records; and 
o Periodic reviews of resources and job functions 

• Appropriate documentation of transactions and internal control. 
o Clear documentation 
o Readily available for examination 
o Documentation should be included in management directives, policies, or operating manuals 

 
To document management’s understanding of major transaction cycles, management should use a 
combination of the following: 
 

• Narratives; 
• Flowcharts; and 
• Control matrices. 

 
To illustrate this process, we have provided cycle memo guidelines in Section 60. Updated cycle memos 
shall be submitted to the CMS Internal Controls mailbox within fifteen business days after December 31. 
 
Note: The cycle memos must be 508 compliant when released to the Internal Controls mailbox. For 
information on 508 compliance, please visit the website at the following hyperlink: 
 
Hyperlink: The US Department of Health and Human Services (HHS) Section 508 Compliance Information 
 
In addition, the A/B, DME, and Specialty MAC contractors shall provide updated cycle memos to the SSAE 
18 auditors. 
 
3) Test Operating Effectiveness 
 
Testing of the operation of key controls shall be performed and documented (refer to “Plan and Scope the 
Evaluation” (above) as well as the chart below with regard to testing applicability), to determine whether the 
control is operating effectively, partially effectively, or not effectively. Testing shall address both manual 
and automated controls. Ideally, testing should be performed throughout the year. The results of testing 
completed prior to June 30th will form the basis of the June 30th assurance statement. As testing continues 
into the fourth quarter, the results of that testing, along with any items corrected since the June 30th 
assurance statement will be considered in the September 30th assurance statement update. The chart below is 
provided to assist contractors in determining when to conduct testing. 
 

http://www.hhs.gov/web/508/index.html


 
A-123 Appendix A Internal Control Review/SSAE 18 Reliance Examples 
 
Scenario Prior Fiscal Year 2 Prior Fiscal Year 1 Current Fiscal Year Additional Testing 

Required or Not Required* 

1 No SSAE 18/A-123 
Appendix A Review 

No SSAE 18/A-123 Appendix A Review Unmodified Not Required 

2 No SSAE 18/A-123 
Appendix A Review 

Unmodified No SSAE 18/A-123 Appendix 
A Review 

Not Required 

3 Unmodified No SSAE 18/A-123 Appendix A Review No SSAE 18/A-123 Appendix 
A Review 

Not Required 

4 Modified 
 

Unmodified No SSAE 18/A-123 Appendix 
A Review 

Not Required 

5 No SSAE 18/A-123 
Appendix A Review 

No SSAE 18/A-123 Appendix A Review Modified Required 

6 No SSAE 18/A-123 
Appendix A Review 

Modified No SSAE 18/A-123 Appendix 
A Review and the Findings are 
Corrected and Validated by 
CMS (CAP Closure Letter 
Received) 

Not Required 

7 Unmodified Modified No SSAE 18/A-123 Appendix 
A Review and the Findings are 
Corrected and Validated by 
CMS (CAP Closure Letter 
Received) 

Not Required 

8 Modified No SSAE 18/A-123 Appendix A Review 
and the Findings are Corrected and 
Validated by CMS (CAP Closure Letter 
Received) 

No SSAE 18/A-123 Appendix 
A Review 

Not Required 

9 Unmodified Modified No SSAE 18/A-123 Appendix 
A Review and the Findings are 
NOT Corrected or Validated 
by CMS (No CAP Closure 
Letter) 

Required 



Scenario Prior Fiscal Year 2 Prior Fiscal Year 1 Current Fiscal Year Additional Testing 
Required or Not Required* 

10 No SSAE 18/A-123 
Appendix A Review 

Modified No SSAE 18/A-123 Appendix 
A Review and the Findings are 
NOT Corrected or Validated 
by CMS (No CAP Closure 
Letter) 

Required 

11 Modified No SSAE 18/A-123 Appendix A Review 
and the Findings are NOT Corrected or 
Validated by CMS (No CAP Closure 
Letter) 

No SSAE 18/A-123 Appendix 
A Review and the Findings are 
NOT Corrected or Validated 
by CMS (No CAP Closure 
Letter) 

Required 

 
Unmodified Report 
SSAE 18: No findings in Section I 
A-123 Appendix A Internal Control Review: No material weaknesses were noted 
 
Modified Report 
SSAE 18: 1 or More Findings in Section I 
A-123 Appendix A Internal Control Review: Material weaknesses were noted, but were not pervasive 
 
*Note: 
Assumes other subsequent audits and reviews do not contradict the SSAE 18/A-123 Appendix A Review or contradictions have been corrected and validated. 



4) Identify and Correct Deficiencies 
 
If design or operating deficiencies are noted, the potential impact of control gaps or deficiencies on financial 
reporting shall be discussed with management. The magnitude or significance of the deficiency will 
determine if it should be categorized as a control deficiency, a significant deficiency, or a material weakness 
(see Section 30.6). 
 
Corrective action plans (CAPs) shall be created and implemented to remediate identified deficiencies (see 
Section 40). The contractor shall submit corrective action plans for all deficiencies (control deficiencies, 
significant deficiencies, and material weaknesses) identified as a result of A-123 Appendix A reviews and 
SSAE 18 Section I findings. 
 
5) Report on Internal Controls / Certification Statement  
 
The culmination of the contractor’s assessment will be the assurance statement regarding its internal control 
over financial reporting. The statement will be one of three types: 
 
1) Unmodified Statement of Assurance 
 
Each contractor shall submit, as part of the CPIC report, an assurance statement for internal controls over 
financial reporting (ICOFR) stating: 
 
“… (Contractor) has effective internal controls over financial reporting (ICOFR) in compliance with OMB 
Circular A-123, Appendix A.” 
 
NOTE: The contractor’s statement of assurance should be unmodified if this is consistent with the A-123 
Appendix A Internal Control Review statement per the CPA firm report (augmented by internal reviews, if 
necessary). Similarly, if the SSAE 18 audit (augmented by internal reviews, if necessary) did not result in 
any Section I findings or the contractor has not classified any findings as material weaknesses, then an 
unmodified statement of assurance would be applicable. 
 
2) Modified Statement of Assurance 
 
Each contractor shall submit, as part of the CPIC report, an assurance statement for internal controls over 
financial reporting stating: 
 
“…(Contractor) has effective internal controls over financial reporting in compliance with OMB Circular A-
123, Appendix A, except for the SSAE 18 Section I finding(s) and/or material weakness(es) identified in the 
attached Report of Material Weaknesses.” 
 
Note: The contractor’s statement of assurance should be modified if this is consistent with the A-123 
Appendix A Internal Control Review statement per the CPA/Consulting firm report (augmented by internal 
reviews, if necessary). Similarly, if a SSAE 18 audit disclosed at least one Section I finding and/or internal 
reviews in the current year disclosed a material weakness, then a modified statement of assurance (see 
above) or a statement of no assurance (see below) would be issued, depending on the pervasiveness of the 
Section I findings or material weakness. The results of work performed in other control-related activities 
may also be used to support your assertion as to the effectiveness of internal controls. 
 
3) Statement of No Assurance 
 
Each contractor shall submit, as part of the CPIC report, an assurance statement for internal controls over 
financial reporting stating: 
 
“…(Contractor) is unable to provide assurance that its internal control over financial reporting was operating 
effectively due to the material weakness(es) identified in the attached Report of Material Weaknesses.” 



 
or 
 
“…(Contractor) did not fully implement the requirements included in OMB Circular A-123, Appendix A 
and therefore cannot provide assurance that its internal control over financial reporting was operating 
effectively.” 
 
End Section 30.1.1 – OMB Circular A-123, Appendix A: Internal Controls Over Financial Reporting 
(ICOFR): Back to Table of Contents 
 
30.2 - Certification Statement 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
Contractors shall provide a certification statement to CMS pertaining to your internal controls. On the 
following page is a generic certification statement. This statement should be included as part of your CPIC. 
The statement is to be signed jointly by your Medicare CFO and Vice President (VP) for Medicare, RDS or 
MSPRC or the equivalent Senior Executive responsible for Medicare, RDS or MSPRC. 
 
The CPIC is due within fifteen (15) business days after June 30th and shall cover the period from October 1st 
through June 30th. An updated assurance statement for the period July 1st through September 30th is due to 
CMS within five (5) business days after September 30th. Your certification statement should follow this 
outline: 
  



Sample Certification Statement: 
 
Chief Financial Officer 
Office of Financial Management 
Attn: Accounting Management Group, C3-13-08 
Centers for Medicare & Medicaid Services 
7500 Security Boulevard 
Baltimore, MD 21244-1850 
 
Dear Chief Financial Officer: 
 
As the (Chief Financial Officer and Vice President of (contractor name), we are writing to 
provide certification of reasonable assurance for the period October 1 through June 30 that 
(contractor name) internal controls are in compliance with the Federal Managers' Financial 
Integrity Act (FMFIA) and Chief Financial Officers (CFO) Act by incorporating internal 
control standards into our operations. We are also providing an unmodified [or modified] 
statement of assurance that (contractor name) has effective internal controls over financial 
reporting in compliance with revised OMB Circular A-123, Appendix A [except for the SSAE 
18 Section I finding(s) and/or material weakness(es) identified in the attached Report of 
Material Weaknesses]. 
 
We are cognizant of the importance of internal controls. We have taken the necessary actions 
to assure that an evaluation of the system of internal controls and the inherent risks have been 
conducted and documented in a conscientious and thorough manner. Accordingly, we have 
included an assessment and testing of the programmatic, administrative, and financial controls 
for the (type of program) operations. 
 
In the enclosures to this letter, we have provided an executive summary that identifies a list of 
the minimum requirements. (See Section 30.3 - Executive Summary for the list of minimum 
requirements to be provided in your CPIC.) 
 
If material weaknesses have been identified, use the following language: "Material weaknesses 
have been reported to you and the appropriate Innovation & Financial Management (IFM) 
office, and/or COR. The respective Corrective Action Plans have been forwarded to your 
office." If no material weaknesses were identified, use the following language: "No material 
weaknesses have been identified during our review; therefore no material weaknesses have 
been reported." 
 
We have included a description of our risk assessment analysis and our CPIC Report of 
Material Weaknesses. This letter and attachments summarize the results of our review. 
We also understand that officials from the Centers for Medicare & Medicaid Services, Office 
of Inspector General, Government Accountability Office, or any other appropriate Government 
agency have authority to request and review the working papers from our evaluation. 
 
Sincerely, 
 
______________________________________ 
[Chief Financial Officer Signature] 
______________________________________ 
[Vice President for (type of program) Signature] 

  



30.4 - CPIC- Report of Material Weaknesses 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
The CPIC Report of Material Weaknesses (MW) shall include all initial MW identified during the CPIC 
period and not yet corrected and approved by a CAP closing letter. This report shall be updated as new 
findings are identified. It shall be prepared as a spreadsheet and include the following columns of 
information: 
 

1. CMS Finding Number. The contractor shall use the CMS finding number assigned in the final audit 
report for all external findings. Assign a CMS finding number (see Section 40.3) to all internally-
identified MWs. This shall be done as soon as the determination is made that the finding is a MW. 
Note: Information related to each MW should be on only one row of the spreadsheet; the “wrap text” 
function in Excel should be used. 

 
2. Control Objective Impacted (see Section 50). Each MW shall have at least one control objective 

associated with it. However, a MW could have more than one control objective associated with it. If 
more than one control objective is impacted by the MW, the finding shall be listed only once with 
multiple control objectives listed with it. Prioritize the control objectives impacted by each finding 
and limit them to no more than five. 

 
3. Summary of the material weakness. 
 
4. Corrective action plan (CAP). 
 
5. Date the MW was first identified at the contractor level. 
 
6. Date initial CAP submitted to CMS. 
 
7. CAP target completion date. 
 
8. Actual completion date. 
 
9. Original source of the finding. If the original source is a CPARS review, you shall include the report 

date and site location of the review. If the original source is an internal control review to support 
your CPIC certification, identify the MW either FMFIA or financial reporting (FR). 

  



30.6 - Definitions of Control Deficiency, Significant Deficiency, and Material Weakness 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
The terms below are definitions and reporting classifications for FMFIA and A-123 Internal Controls over 
Financial Reporting: 
 
CONTROL DEFICIENCY: 

A control deficiency exists when the design, implementation, or operation of a control does not allow 
management or personnel, in the normal course of performing their assigned functions, to achieve the 
entity’s objectives. A deficiency in design exists when: (1) a control necessary to meet a control objective 
is missing; or (2) an existing control is not properly designed so that even if the control operates as 
designed, the control objective would not be met. A deficiency in implementation exists when a properly 
designed control is not implemented correctly in the internal control system. A deficiency in operation 
exists when a properly designed control does not operate as designed, or when the person performing 
the control does not possess the necessary authority or competence to perform the control effectively. 

 
SIGNIFICANT DEFICIENCY: 

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
significant or severe than a material weakness yet important enough to merit attention by those charged 
with governance. 

 
MATERIAL WEAKNESS: 
A material weakness is a deficiency, or a combination of deficiencies, in internal control that that the 
agency head determines to be significant or severe enough to report outside of the agency. Non-achievement 
of a relevant principle and related component results in a material weakness. A material weakness in 
internal control over operations may include, but is not limited to, a condition that: 

• impacts the operating effectiveness of Entity-Level Controls; 
• impairs fulfillment of essential operations or mission; 
• deprives the public of needed services; or 
• significantly weakens established safeguards against fraud, waste, loss, unauthorized use, or 

misappropriation of funds, property, other assets, or conflicts of interest. 
 
NOTE: The terms Significant Deficiency and Material Weaknesses may also apply to FMFIA operational 
findings or issues. 
  



30.7 - Material Weaknesses Identified During the Reporting Period 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
The evaluation of your internal control environment should be an ongoing process throughout the fiscal 
year. It should not be a once-a-year event, which occurs prior to submission of your annual CPIC. The 
identification and reporting of material weaknesses should not wait until the end of the CPIC reporting 
period. During the reporting period, if material weaknesses are identified, send an electronic Initial CAP 
report within 45 days of identifying the problem, via E-mail, to CAPS@cms.hhs.gov. (See Section 40.4). 
Within that same time frame A/B, DME, and Specialty MACs are required to provide written notification, to 
your Office of Program and Operations & Local Engagement/Innovation Financial Management 
(OPOLE/IFM) Coordinator, and the COR of the A/B, DME, and Specialty MAC, RDS, and MSPRC shall 
send to the CMS COR. 
 
40.1 - Submission, Review, and Approval of Corrective Action Plans 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
Upon completion of any of the audits/reviews noted in Section 40, with the exception of the CPIC, the 
contractor will receive a final report from the auditors/reviewers noting all findings identified during their 
audit/review.  Within 45 calendar days of the date of electronic receipt of the final report, the contractor is 
required to submit an Initial CAP Report, using the excel Initial CAP Report  that is found in Section 40.6.  
The excel Initial CAP Report can be obtained via email upon request from CAPS@cms.hhs.gov.  For SSAE 
18, CFO, and A-123 Appendix A reviews, initial CAPS are due within 45 calendar days of the electronic 
receipt date of the final report.  When submitting the Initial CAP Report, the email subject line shall denote 
the following information:  Initial CAP Report, IOM entity abbreviated name (see Section 40.3, Table I), 
jurisdiction code, and reporting due date. 
 
The Initial CAP Report shall address new findings that have been assigned a finding number either by the 
auditor/reviewer (e.g., SSAE 18 audit or A-123 Appendix A review) or by the contractor (i.e., CPIC).  All 
entities shall submit an Initial CAP Report even if the entity has no new findings.  If there are no findings, 
this should be annotated on the Initial CAP Report.  The CAP shall summarize the procedures that have 
been or will be implemented to correct the finding.  Upon receipt of the Initial CAP Reports, the Internal 
Control Team will send the reports to the appropriate CMS business owner for review of the CAP.  Business 
owners may either approve the CAP as submitted, or may request additional information to be included in 
the CAP.  All business owner comments shall be provided to the contractors before the due date of the next 
Quarterly CAP Report.  Responses to the CMS business owner comments on the initial CAPs shall be 
included in the next Quarterly CAP Report due after the date of receipt of the comments. 
 
After an initial CAP has been submitted, the CAP shall be merged onto the Quarterly CAP report.  This 
report will contain all findings and CAPs that have not been closed through an official CMS CAP closure 
letter and provide updates to the actions taken to resolve the findings.  All entities shall submit a Quarterly 
CAP Report even if the entity has no CAPs.  If there are no open CAPs, this must be annotated on the 
Quarterly CAP Report.  Only one Quarterly CAP Report shall be submitted for each jurisdiction that shall 
include all FYs and review types, i.e., SSAE 18 audits, A-123 reviews, CFO audits, etc. 
 
The quarterly updates will also be reviewed; however, CMS will not respond to the quarterly updates unless 
the CAP indicates that the contractor is not making adequate progress on implementing the CAP or has 
made significant changes to target completion dates. 
 
The Quarterly CAP Report is due within 30 days following the end of each quarter.  Therefore, all electronic 
and hardcopy CAP reports should be received by CMS on or before January 30, April 30, July 30, and 
October 30 annually.  When submitting the Quarterly CAP report, the email subject line shall denote the 
following information:  Quarterly CAP Report, IOM entity abbreviated name (see Section 40.3, Table I), 
jurisdiction code, and reporting due date.  The Quarterly CAP Report shall address all open findings, as well 
as continue to report information on all findings reported as closed by the contractors until CMS sends the 
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contractor a closeout letter indicating which findings are officially closed.  After the contractor receives the 
closeout letter, the CAP shall be removed from the Quarterly CAP Report. 
 
Submit Initial and Quarterly CAP Reports electronically to: CAPS@cms.hhs.gov.  Contractors are required 
to furnish an electronic copy of the CAP reports to their CMS OPOLE/IFM Coordinator. MACs and DME 
MACs shall submit initial and quarterly CAPs to the CAPS@cms.hhs.gov mail box, and the MAC COR.  
RDS and MSPRC shall submit initial and quarterly CAPs to the CAPS@cms.hhs.gov, and the Central 
Office COR. 
 
Contractors shall maintain and have available for review backup documentation to support implementation 
of each CAP.  This will facilitate the validation of CAPS by CMS or its agents. 
 
40.2 - Corrective Action Plan (CAP) Reports 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
The Initial or Quarterly CAP Report shall include the data explained below using the excel template located 
in Section 40.6; in addition to a Field Legend providing field completion instructions. Findings should be 
grouped by type of review (i.e. CFO, SSAE 18, A-123 Appendix A, CPIC, etc.). Definitions of CAP report 
data fields: 
 
A. Contractor – The abbreviated name assigned to the Medicare Administrative Contractor (MAC), 
Shared System Maintainer (SSM), Data Center (DC), RDS, BCRC and CRC see tables 2, 3, and 4 in Section 
40.3. 
B. Fiscal Year (XX) – The last two digits of the fiscal year reviewed/audited (e.g., FY 2020 would be 
entered as 20). 
C. Review/Audit Type – Refer to Section 40.3 Table 1 to identify the code for the review or audit type 
performed. 
D. CAP No. – Sequential three digit number (starting with 001) issued by the auditor/reviewer (or 
assigned by the contractor if it is a CPIC material weakness) for each finding type. 
E. Jurisdiction Identifier – Applicable to MACs only-refer to Section 40.3 Table 2 for jurisdiction code. 
F. Repeat CAP – Indicate if original CAP has any repeat CAPs (“Yes”/”No”). 
G. CAP Repeat Number – For Quarterly CAP reporting, if a finding is repeated or duplicated in 
subsequent years or reported in more than one type of review, provide all other CAP ID Nos. for that issue. 
Repeat finding numbers listed for a particular finding shall be an identical issue, not a related or similar 
issue and have been identified as a repeat by the auditors in their audit report. 
Findings with a repeat finding number shall only be listed once on the CAP report. Repeat finding numbers 
shall only be reported in the “CAP ID Number” column in the Initial CAP Report for new repeat findings 
identified. For the Quarterly CAP Report, the “CAP ID Number” column will be populated with the primary 
(original) finding number only. The primary finding number is the finding number that was identified first. 
If in subsequent audit/review, the same finding is identified by the auditors, the auditors will assign a finding 
number applicable to the type of audit/review being conducted, and also note in the audit report that it is a 
repeat finding of a prior audit. The auditor should also note the primary (original) finding number so that the 
findings can be easily linked. 
 
H. Control objective(s) impacted – Required only for SSAE 18 findings, A-123 Appendix A findings, 
and CPIC material weaknesses. This represents the control objective number(s) impacted by an identified 
finding. More than one control objective may be impacted for each finding but you need to prioritize and 
limit the control objectives impacted to no more than five. Note the CMSR number should not be reported in 
this field. 
I. Deficiency Description – A detailed description of the finding as identified by the auditor/reviewer in 
their final report or the material weakness as reported in the CPIC. 
J. Deficiency Classification – This column is reserved for use by the CMS internal control team. 
 
1. CAP ID No. – This field represents the unique identification number assigned to each deficiency 

requiring a CAP (formula driven). 
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2. CAP Description – A description of the planned remediation strategy to eliminate or mitigate the 

deficiency identified. The CAP should address the root cause of the deficiency. 
 
3. Progress Milestones – Sequentially numbered specific action-oriented steps that facilitates the CAP 

progress for each deficiency being remediated. Progress milestones shall not change once established. 
Any revision to an original progress milestone shall be documented in the “2. CAP Description” column 
and considered an amendment to the original progress milestone. Any changes to the original CAP shall 
be submitted to CMS for approval by the Business Owner. All steps (milestones) shall be included in 
one cell.  

 
4. Original Target Completion Date – A target completion date must be assigned to every CAP and 

progress milestone within the CAP to include (MM/DD/YYYY). The target date shall not change once it 
is recorded. 

 
5. Revised Target Completion Date – If the original target completion date is revised; the revised date 

should be included in this column and the reason for the revision should be documented in column “2. 
CAP Description” (MM/DD/YYYY). Note all changes in the original target completion date shall be 
submitted to CMS for approval by the Business owner. 

 
6. Actual Completion Date – An actual completion date shall be recorded for every CAP and progress 

milestone within the CAP to include (MM/DD/YYYY) the remediation of the deficiency was validated 
as effective. 

 
7. CAP Status – A status reflecting the disposition of the CAP must be assigned and updated as necessary 

for each deficiency being remediated. Status options for deficiencies assessment include: 
 

i. Open – Remediation efforts are in progress and the target completion date has not passed; 
 

ii. Delayed – Remediation efforts are in progress after the original target completion date has 
passed. Explanations/justifications for delayed status must be documented in the CAP; 

 
iii. Closed – Pending – Verification and validation efforts have been completed and the CAP is 

awaiting closure by the issuing party (e.g., SSAE 18 Auditor, A-123 Assessor). 
 

iv. Closed – Validation and verification procedures demonstrate remediation efforts were 
adequately addressed, proven effective, and remediation efforts have been closed by parties 
authorized to close CAPs (i.e. SSAE 18 auditors, A-123 contractor); and 

 
v. Cancelled – Remediation efforts have ceased because the remediation was recorded 

inadvertently or erroneously, or it can be demonstrated that the remediation effort is no longer 
relevant. Explanations/justifications for cancelled statuses must be document in the CAP and 
approved by the Business Owner. 

 
8. CAP Lead 1 – Individual responsible for managing corrective action efforts must be assigned and 

documented for each deficiency being remediated. 
 
9. CAP Lead 2 – Not applicable to Medicare Contractors. 
 
10. CAP Lead 3 – Not applicable to Medicare Contractors. 
 
11. Executive Sponsor 1 – The senior executive official accountable for the deficiency and the associated 

CAP must be documented for each deficiency requiring a CAP. 
 
12. Executive Sponsor 2 – Not applicable to Medicare Contractors. 



 
13. Executive Sponsor 3 – Not applicable to Medicare Contractors. 
 
14. Testing Document Reference – Not applicable to Medicare Contractors. 
 
15. Sport/Prosight Identifier – Not applicable to Medicare Contractors. 
 
16. Root Cause Analysis (RCA) Methodology – RCA is the examination process used to determine the 

underlying events(s) that cause the deficiency; the approach technique used to uncover causes of 
problems. Also, RCA can be seen as the process utilized to help identify what, how, and why an event 
occurred so that steps can be taken to prevent future occurrences. RCA documentation should be 
available upon request from the CAP Lead and include the decision process used to determine the RCA 
approach, and all supporting documentation (e.g. walk through documentation, meeting minutes, various 
dates analysis, emails, etc.). 

 
17. Not for use by contractor 
 
18. Progress Milestone Status – Each progress milestone must have an assigned status reflecting its 

disposition. Status options for deficiencies include: 
 

i. Open – Remediation efforts are in progress and the target completion date has not passed; 
 

ii. Delayed – Remediation efforts are in progress and after the original target completion date has 
passed. Explanations/justifications for delayed status must be documented in the CAP; 

 
iii. Closed – Pending – Verification and validation efforts have been completed and the CAP is 

awaiting closure by the issuing party (e.g., SSAE 18 Auditor, A-123 Assessor). 
 

iv. Closed – Validation and verification procedures demonstrate remediation efforts were 
adequately addressed, proven effective, and remediation efforts have been closed by parties 
authorized to close CAPs (i.e. SSAE 18 auditors, A-123 contractor); and 

 
v. Cancelled – Remediation efforts have ceased because the remediation was recorded 

inadvertently or erroneously, or it can be demonstrated that the remediation effort is no longer 
relevant. Explanations/justifications for cancelled statuses must be document in the CAP and 
approved by the Business Owner. 

  



40.3 - CMS Finding Numbers 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
Finding Numbers should be assigned using the following instructions. Each section of digits should be 
separated by a dash. 
 

A. The first three, four, or five digits are letters, which identify the name of the contractor. Each 
contractor is assigned a unique set of letters listed below. Finding numbers ending with D & J are 
defined as follows: 

• End letter “D” represents a DME MAC (e.g. ZZZD or ZZZZD) 
• End letter “J” represents a A/B MAC (e.g. ZZZJ or ZZZZJ) 

B. The second two digits are the last two numbers of the year of the review. 
C. The next one digit is a letter to identify the review/audit type. 
D. The last three digits are three numbers assigned sequentially to each finding type beginning with 001. 

 
Table 1 – REVIEW/AUDIT TYPE 

 
Findings resulting from the following types of audits or reviews should be reported using the Initial and 
Quarterly CAP Reports. Choose one from the following list: 
 
Review / 
Audit Letter 

Review / Audit 
Description 

A A-123 Appendix A Non-IT 
C CPIC (Your Annual Self Certification Package) 
E CFO EDP Audit 
F CFO Financial Audit 
G GAO Review (Financial Reviews) 
I A-123 Appendix A IT 
M CMS’ CPIC Reviews 
O OIG Review HHS / OIG / IT Controls Assessment 
P CMS’ 1522 and CMBRW Reviews 
S SSAE 18 Audit 
V CFO Related NVA/ST 

 
  



Table 2 – A/B, DME, AND SPECIALTY MAC CONTRACTOR ABBREVIATIONS 
 
A/B, DME, and Specialty MAC 
Contractor Name and Jurisdiction 

A/B / DME / 
SMAC 
Abbreviation 

Noridian Healthcare Solutions, LLC, 
Durable Medical Equipment (DME) MAC JA & JD 

NORD 

CGS Administrators, LLC, 
DME MAC, JB & JC 

CGSD 

Wisconsin Physicians Service Insurance Corporation, 
A/B MAC, J5 & J8 

WPSJ 

Wellpoint Federal Solutions, Inc., 
A/B MAC, J6 & JK 

WELLJ 

CGS Administrators, LLC, 
A/B MAC, J15 

CGSJ 

Noridian Healthcare Solutions, LLC, 
A/B MAC, JE & JF 

NORJ 

Novitas Solutions, Inc., 
A/B MAC, JH & JL 

NOVJ 

Palmetto GBA, LLC, 
A/B MAC, JJ & JM 

PGBAJ 

First Coast Service Options, Inc., 
A/B MAC, JN 

FCSOJ 

Palmetto GBA, LLC, 
Railroad Retirement Board (RRB) Specialty MAC (SMAC) 

PGBAR 

 
Table 3 – CONTRACTOR ABBREVIATIONS 

 
Contractor Name and Area Contractor 

Abbreviation 
Novitas Solutions, Inc., 
Affordable Care Act Exchange Oversight Contractor 

NOVA 

Benefits Coordination and Recovery Center (BCRC), BCRC 
Pricing, Data Analysis, and Coding (PDAC) PDAC 
Commercial Repayment Center (CRC), MSPRC CRC 
Retiree Drug Subsidy (Part D Contractor) RDS 
Innovation Payment Contractors (IPC) IPC 

 
  



Table 4 – SHARED SYSTEM MAINTAINER ABBREVIATIONS 
 
Shared System Maintainer Name and Area SSM 

Abbreviation 
Common Working File Maintainer (CWF) CWF 

Fiscal Intermediary Standard System (FISS) FISS 

Multi-Carrier System (MCS) MCS 

Viable Information Processing Systems (ViPS) Medicare System 
(VMS) 

VMS 

 
Table 5 – DATA CENTER ABBREVIATIONS 

 
Data Center Name and Area DC 

Abbreviation 
Amazon Web Services (AWS) AWS 

Disaster Recovery as a Service (DRaaS) 
General Support System (GSS) 

DRaaS 

 
40.5 - Quarterly CAP Report 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
The contractor shall use the Quarterly CAP Report, as an Excel spreadsheet and add their data accordingly, 
changes are only allowed to be made to the column width and row height to accommodate data entry. 
 
Quarterly CAP Electronic File Labeling: 
The electronic file shall be labeled with the following information: 
 

1. Submission Date: Year, Month, and Date (YYYYMMDD) 
a. 1st Quarter FY 20YY: 01/30/20YY = 20YY0130 
b. 2nd Quarter FY 20YY: 04/30/20YY = 20YY0430 
c. 3rd Quarter FY 20YY: 07/30/20YY = 20YY0730 
d. 4th Quarter FY 20YY: 10/30/20YY = 20YY1030 

2. Contractor Abbreviation & Jurisdiction: See Tables 2-5 from Section 40.3 
3. File Description: Quarterly_CAP_Report 

 
For example, the Microsoft Excel file names for the 4th Quarterly CAP Reports for FY 20YY due on 
October 30th, 20YY should be named as follows: 
 

Contractor Name Example Quarterly CAP File Name 
Healthcare Company Name 20YY1030_HCA_Quarterly_CAP_Report.xls 

 
The Quarterly CAP Report template can be found in Section 40.6. 
  



40.6 - CMS Initial and Quarterly CAP Report Template 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
The contractor shall use the CMS Initial and Quarterly CAP Microsoft Excel Report Template for CAP 
reporting. This template supersedes all prior templates issued, and can also be obtained via email upon 
request from: CAPS@cms.hhs.gov. 
 
Additionally, any Initial and Quarterly CAPs questions and or concerns can be submitted to 
CAPS@cms.hhs.gov. 
 

CMS CAP Initial & 
Quarterly Report Tem

 
 

50.7 – G Controls – Medicare Secondary Payer (MSP) 

(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
G – Control 
Number 

Control Objective – Medicare Secondary Payer (MSP) 

G.1 Medicare Administrative Contractor internal quality controls are established and 
maintained that ensure timely and accurate processing of secondary claims 
submitted, including paper MSP claims with a primary payer’s explanation of 
benefits (EOB) or remittance advice (RA). This includes utilization of the 
MSPPAY module, resolving all MSP edits (including 6800 codes*), creation of “I” 
records and resolving suspended claims in accordance with CMS instructions at 
Publication 100-05 Chapter 5 and 6. Suspended claims that require manual 
intervention are corrected and reviewed by the appropriate suspense staff. 
 
DME MACs are not required to create "I" records. 
 
This control objective does not pertain to BCRC or the CRC contractors. 

G.2 Audit trails for MSP receivables are created and maintained. An audit trail should 
include details of the source of the receivable, correspondence in date order, 
reasons for adjustments, referral to treasury, collection of the debt, and any 
information regarding the establishing, reconciling and resolving a receivable for 
an outstanding debt. All applicable systems (e.g. HIGLAS) should be updated 
accurately and timely, and be accessible to the appropriate individuals. 
 
This control objective pertains to MACs, BCRC, and CRC Contractors. 
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G – Control 
Number 

Control Objective – Medicare Secondary Payer (MSP) 

G.3.1 Contractors ensure compliance with all CMS instructions and directives relating to 
MSP Investigations by the Benefit Coordination & Recovery Center (BCRC). This 
includes the MACs transmitting appropriate, timely and complete Electronic 
Correspondence Referral System (ECRS) submissions in accordance with 
Publication 100-05, CWF Assistance Requests and ECRS MSP inquiries to the 
BCRC as a result of the receipt of a phone call, correspondence, claim or 
unsolicited check/voluntary refund. All references must be maintained in an area 
accessible to MSP staff and must be available for CMS review. 
 
*The ECRS user guide is located at: Publication # 100-05 The Electronic 
Correspondence Referral System on the Web (ECRS Web) User Guide. 
 
This control objective does not pertain to the CRC Contractor 

G.3.2 The Commercial Repayment Center (CRC) must transmit appropriate, timely and 
complete ECRS submissions and CWF Assistance Request as a result of a phone 
call, inquiry or correspondence received to ensure debtor information is accurate. 
The Benefits Coordination and Recovery Center (BCRC) must respond to all 
ECRS Inquiry and Assistance Requests for all contractors. 
 
This control objective pertains to the CRC and the BCRC. 

G.4 Contractors identify and track all incoming correspondence to ensure timely 
acknowledgement, response, and priority compliance with the Statement of Work 
(SOW) for MACs and other Medicare Contractors. All correspondence includes 
written inquiries, including letters, faxes, telephone inquiries, e-mails and any other 
forms of communication to support and complete a correspondence/inquiry action, 
shall be handled consistently for accuracy, professionalism and timeliness. These 
tracking mechanisms should include the ability to track ECRS submissions when 
awaiting response/status from the BCRC, or further actions such as claims 
adjustments after the BCRC has completed their investigation. 
 
This control objective pertains to MACs, BCRC, and CRC Contractors. 

G.5 Contractors shall have quality assurance measures in place to ensure the accuracy 
of the implementation of any CMS directive or any required work 
process/deliverable expressed in the SOW. Contractors shall also provide evidence 
that the results from quality assurance checks are documented to identify errors and 
that training venues are implemented to prevent the reoccurrence of these errors.  
 
This control objective pertains to MACs, BCRC, and CRC Contractors. 

 

50.10 – J Controls – Financial Reporting Review Requirements 

(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
Transactions for Medicare accounts receivable, payables, expenses shall be recorded and reported timely 
and accurately, and financial reporting shall be completed in accordance with CMS standards, Federal 
Acquisition Regulation (FAR), Financial Accounting Standards Advisory Board, Cost Accounting 
Standards, and Generally Accepted Accounting Principles (GAAP).  For the following control objectives, 
the review shall focus on the following areas: 

• Cost Report Settlement Process;  
• Contractor Financial Reports:  

o Form CMS H751B (Status of Accounts Receivable – Excel Template) 
o HIGLAS-CMS Balance Sheets and Income Statements, 



o HIGLAS-CMS Treasury Report on Receivables (TROR), 
o HIGLAS-CMS CNC Eligibility, 
o HIGLAS-CMS MSP Recovery GHP/Non-GHP Receivables, 
o Reconcile the HIGLAS accounts receivable balance and activity to the following 

reports/registers: 
 CMS Beginning Balance Report, 
 CMS Transaction Register, 
 CMS Applied Collection Register, 
 CMS Adjustment Register, 
 CMS AR Overpayments Report, 
 CMS Interest and Late Charges, 
 CMS AR Balance Detail, 
 CMS Written-Off/CNC, 

• Form CMS 1521 (Schedule of Letter of Credit Draws – Excel Template) 
• Form CMS 1522 (Monthly Bank Reconciliation – Excel Template) 
• Reconciliation of Cash Balances and Cash Receipts. 
• HIGLAS-CMS Trial Balance and General Ledger, 
• HIGLAS-CMS Cash Management Reports, 
• HIGLAS-CMS Accounts Payable Reports: 

o AP Detail Schedule of Entitlement Payables Due & Payable-Refunds Payable 
(216006),  

o AP Detail Schedule of Entitlement Payables Due & Payable-Top Offsets (216097),  
o AP Detail Schedule of Entitlement Payables Due & Payable-Settlement Matching 

(216098), 
o AP Detail Schedule of Entitlement Payables Due & Payable-Third Party Payer 

(216099), 
• HIGLAS-Contractor’s Monthly Bank Reconciliation Worksheet. 

 
J – Control 
Number 

Control Objective – Financial 

J.1 Financial statements and reports should include all authorized transactions that 
occurred for the period reported. 

J.2 Valid financial transactions are prepared and approved by authorized personnel in 
accordance with management and CMS’ policies. 

J.3 Recorded and processed transactions are correctly classified, maintained, 
summarized and reconciled (internal/external systems, Periodic-Interim-Payments 
(PIP), interim-rate-review (IRR), STAR, etc.). In addition, transactions shall be 
properly supported. 

J.4 Segregation of duties exists and are implemented within the area of financial 
reporting (i.e., there shall be separate authorization, record keeping, and custody). 

J.5 All assets and liabilities exist, are properly valued, and are correctly recorded in the 
books/records of the contractor. 

J.6 Accounts receivable and accounts payable balances be properly valued and aged 
appropriately in accordance with CMS policies. 

J.7 Contractor Financial Reports are accurate, signed/certified by authorized 
individuals and presented timely to CMS in accordance with Publication (Pub) 
100-06 of the Medicare Financial Management Manual, Chapter 5, Financial 
Reporting, Section 230 and/or the HIGLAS Certification Statement. 

J.8 Banking information relevant to Medicare processing is accurately stated and 
conforms to the tripartite agreement. 

J.9 Collection Reconciliation Acknowledgement Forms (CRAF) and/or facsimiles are 
accurate, correctly classified, maintained and reconciled.  In addition, CRAFs 
and/or facsimiles shall be signed/approved by authorized individuals and timely 
sent to CMS in accordance with CMS’s policies. 

  



 
70 – List of Commonly Used Acronyms 
(Rev. 13991; Issued: 10-08-26; Effective: 10-01-26; Implementation: 11-09-26) 
 
Acronym Definition 
A/B Medicare Part A / B 
AICPA American Institute of Certified Public Accountants 
AO Authorizing Official 
AP Account Payable 
A&R Audit & Reimbursement 
AR Account Receivable 
ARS Acceptable Risk Safeguards 
ART Analytical, Reporting, & Tracking 
ATO Authority to Operate 
BCRC Benefit Coordination & Recovery Center 
BDS Beneficiary Data Streamlining 
BPSSM Business Partners Systems Security Manual 
CAP Corrective Action Plan 
CERT Comprehensive Error Rate Testing 
CET Continuing Education and Training 
CFACTS CMS FISMA Controls Tracking System 
CFO Chief Financial Officers Act of 1990 
CMBRW Contractor’s Monthly Bank Reconciliation Worksheet 
CMD Contractor Medical Directors 
CMS Centers for Medicare and Medicaid Services 
CMSR CMS Minimum Security Requirement 
CNC Currently Not Collectible 
COR Contracting Officer Representative 
CPA Certified Public Accountant 
CPARS Contractor Performance Assessment Reporting System 
CPIC Certification Package for Internal Controls 
CR Change Request 
CRAF Collection Reconciliation Acknowledgement Forms 
CRC Commercial Repayment Center 
CUECs Complementary User Entity Controls 
CWF Common Working File 
DCS Debt Collection System 
DD Day/Date Number (01 – 31) 
DME Durable Medical Equipment 
DPNA Denial of Payment for New Admissions 
DPP Duplicate Primary Payment 
ECRS Electronic Correspondence Referral System 
EDC Enterprise Data Center 
EDS Electronic Data System 
EOB Explanation of Benefits 
ERM Enterprise Risk Management 
ERS Extended Repayment Schedule 
FAR Federal Acquisition Regulation 
FISMA Federal Information Security Management 
FISS Fiscal Intermediary Standard System 
FM Financial Management 
FMFIA Federal Managers’ Financial Integrity Act of 1982 
FPLP Federal Payment Levy Program 



Acronym Definition 
FR Financial Reporting 
FY Fiscal Year 
GAAP Generally Accepted Accounting Principles 
GAO Government Accountability Office 
GHP Group Health Plan(s) 
GSS General Support System 
HHS The US Department of Health and Human Services 
HIGLAS Healthcare Integrated General Ledger Accounting System 
HITECH Health Information Technology for Economic and Clinical Health 
ICOFR Internal Controls Over Financial Reporting 
ICS Internal Control Standards 
ID Identifier 
IFM Innovation & Financial Management Group 
IOM Internet Only Manual 
IPRS Improper Payment Reduction Strategy 
IRL Intent to Refer Letters 
IRS Internal Revenue Service 
ISPG Information Security and Privacy Group 
IT Information Technology 
ITR Intent to Refer 
IUR Informational Unsolicited Response 
JOA Joint Operating Agreement 
MAC Medicare Administrative Contractor 
MBES Medicaid Budget and Expenditure System 
MCS Multi-Carrier System 
MD Maryland 
MM Month Number (01 – 12) 
MMA Medicare Prescription Drug, Improvement, and Modernization Act 

of 2003 
MR Medical Review 
MW Material Weakness 
MSP Medicare Secondary Payer 
MSPPAY Medicare Secondary Payer Payment Module 
MSPRC Medicare Secondary Payer Recovery Contractor 
MSR Monthly Status Report 
NARA National Archives and Records Administration 
NPR Notices of Program Reimbursement 
NVA/ST Network Vulnerability Assessment / Security Testing 
OGC Office of General Counsel 
OIG Office of Inspector General 
OMB Office of Management and Budget 
OPOLE Office of Program Operations & Local Engagement 
PDAC Pricing, Data Analysis, and Coding 
PIM Program Integrity Manual 
POA&M Plan of Action and Milestone 
POC Point of Contact 
POE Provider Outreach and Education 
PRRB Provider Reimbursement Review Board 
PTS Provider Tracking System 
Pub Publication 
QIO Quality Improvement Organization 
RA Remittance Advice 



Acronym Definition 
RO Regional Office 
RAC Recovery Audit Contractor 
RCA Root Cause Analysis 
RDS Retiree Drug Subsidy 
RMH Risk Management Handbook 
RRB Railroad Retirement Board 
RTA Returned to Agency 
SA&A Security Assessment and Authorization 
SAR Strategy Analysis Report 
SD Significant Deficiency 
SDLC System Development Life Cycle 
SMAC Specialty Medicare Administrative Contractor 
SOW Statements of Work 
SSAE 18 Statement on Standards for Attestation Engagements Number 18 
SSM Shared System Maintainer 
SSP System Security Plan 
STAR System Tracking for Audit and Reimbursement 
TDL Technical Direction Letter 
TOP Treasury Offset Program 
TROR Treasury Report on Receivables 
UDR Uniform Desk Review 
UPIC Unified Program Integrity Contractor(s) 
USGAO United States General Accounting Office 
VDC Virtual Data Center 
VMS Viable Medicare System 
VP Vice President 
XLC eXpedited Life Cycle 
20YY Year Number (e.g. 2019, 2020, 2021, etc.) 
ZPIC Zone Program Integrity Contractor(s) 
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441 G St. N.W. 
Washington, DC 20548 

Comptroller General 
of the United States 

Policymakers and managers are continually seeking ways to improve 
accountability in achieving an entity’s mission. A key factor in this is to 
implement an effective internal control system. An effective internal 
control system helps an entity adapt to shifting environments, evolving 
demands, and changing risks. This includes the challenges managers 
face when addressing risks related to fraud, improper payments, 
information security, and implementation of new or substantially changed 
programs. As new programs are implemented, existing programs are 
substantially changed, and entities strive to improve processes and 
implement new information technology, management continually monitors 
its internal control system so that it is effective and updated when 
necessary. 

Section 3512 (c) and (d) of Title 31 of the United States Code, commonly 
known as the Federal Managers’ Financial Integrity Act of 1982 (FMFIA), 
requires the Comptroller General to issue standards for internal control in 
the federal government. FMFIA requires federal executive branch entities 
to establish internal control in accordance with these standards. 
Standards for Internal Control in the Federal Government (known as the 
Green Book) provides the overall framework for establishing and 
maintaining an effective internal control system. The term internal control 
in this document covers all aspects of an entity’s objectives (operations, 
reporting, and compliance). 

The Committee of Sponsoring Organizations of the Treadway 
Commission (COSO) provides internal control guidance in its Internal 
Control - Integrated Framework, which introduced the concept of 
principles related to the five components of internal control.1 The Green 
Book adapts these principles for a government environment. Office of 
Management and Budget Circular A-123, Management’s Responsibility 
for Enterprise Risk Management and Internal Control, provides 
requirements for federal executive branch agencies to establish a process 
that management must implement to properly assess and improve 
internal control. 

 
1See Committee of Sponsoring Organizations of the Treadway Commission, Internal 
Control - Integrated Framework (New York: American Institute of Certified Public 
Accountants, 2013). 
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The Green Book may also be adopted by federal entities outside the 
executive branch and by nonfederal entities, such as state, local, and 
quasi-governmental entities and nonprofit organizations, as a framework 
for an internal control system. Management of an entity determines, 
based on applicable laws and regulations, how to appropriately adapt the 
standards presented in the Green Book as a framework for the entity. 

The 2025 revision of Standards for Internal Control in the Federal 
Government contains changes from, and supersedes, Standards for 
Internal Control in the Federal Government (GAO-14-704G) issued in 
September 2014. This revision provides requirements, guidance, and 
resources to help managers better address risk areas related to fraud; 
improper payments; information security; and the implementation of new 
or substantially changed programs, including emergency assistance 
programs. Key changes in this 2025 revision include the following: 

• The need to consider risks related to improper payments and 
information security when identifying, analyzing, and responding 
to risks.  

• Documentation of the results of risk assessments, including the 
identification, analysis, and response to risks.  

• Documentation of a change assessment process for identifying, 
analyzing, and responding to risk related to significant changes so 
that the internal control system can be quickly adapted as needed 
to respond to significant changes as they occur. 

• Two new appendixes that provide additional information related to 
control activities, examples of sources of data, and references to 
additional resources that management may leverage in designing, 
implementing, and operating effective internal control systems to 
address risks, including areas related to fraud, improper 
payments, and information security. 

Updates include an emphasis on prioritizing preventive control activities 
and highlighting management’s responsibility for internal control at all 
levels within the entity’s organizational structure, such as program and 
financial managers. Other updates were made to clarify the intent of the 
standards and to continue harmonization with COSO’s Internal Control – 
Integrated Framework. 

The 2025 revision of Standards for Internal Control in the Federal 
Government has gone through an extensive deliberative process, 
including public comments and input from the Comptroller General’s 
Advisory Council on Standards for Internal Control in the Federal 



 
 
 
 
 
 
 
 

Page 3 GAO-25-107721  Federal Internal Control Standards 

Government. The advisory council consists of individuals knowledgeable 
about internal control, drawn from federal, state, and local government; 
the private sector; and academia. The views of all parties were thoroughly 
considered in finalizing the standards. 

The 2025 revision of Standards for Internal Control in the Federal 
Government is effective beginning with fiscal year 2026 and the FMFIA 
reports covering that year. Early implementation is permitted.  

An electronic version of this document can be accessed at 
https://www.gao.gov/greenbook.  

I appreciate the efforts of government officials, public accounting 
professionals, and other members of the audit and academic 
communities who provided valuable assistance in developing these 
standards. I extend special thanks to the members of the Advisory 
Council on Standards for Internal Control in the Federal Government for 
their extensive input and feedback. 

 
Gene L. Dodaro 
Comptroller General 
of the United States 
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Standards for Internal Control in the Federal Government (known as the 
Green Book) provides managers criteria for designing, implementing, and 
operating an effective internal control system. It defines the standards 
through components and principles and explains why they are integral to 
an entity’s internal control system. In a mature and highly effective 
internal control system, internal control may be indistinguishable from 
day-to-day activities personnel perform. 

The Green Book is structured as follows: 

1. An Overview, which includes the following sections: 
Section 1: an overview of the fundamental concepts of internal 
control 
Section 2: a discussion of internal control components, principles, 
attributes, and minimum documentation requirements; how these 
relate to an entity’s objectives; and the three categories of objectives 
Section 3: a discussion of the evaluation of the entity’s internal 
control system’s design, implementation, and operation 
Section 4: additional considerations that apply to all components in 
an internal control system 

2. A discussion of each of the five components and 17 principles and the 
related attributes. 

3. Appendixes, as follows: 
Appendix I: Requirements 
Appendix II: Examples of Preventive and Detective Control Activities 
and Sources of Data 
Appendix III: Additional Resources 
Appendix IV: Acknowledgments 

4. A Glossary, which includes terms to assist in clarifying the Green 
Book. 

The Green Book indicates the component and principle requirements 
through the use of “must” and “should.” Further discussion of these 
requirements, as well as documentation requirements, is included in 
section 2 of the Overview. All requirements are summarized in appendix I. 

Figure 1 depicts a sample page from the Green Book. This illustration 
identifies the components, principles, attributes, and documentation 
requirements of the Green Book. Documentation requirements are 
identified throughout the Green Book with a symbol and the wording 
“[documentation requirement]” following the narrative as shown in 
figure 1. 

Overview 

How to Use the 
Green Book 
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Figure 1: Green Book Sample Page 
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OV1.01 Internal control is a process effected by an entity’s oversight 
body, management, and other personnel, designed to provide reasonable 
assurance that the objectives of an entity will be achieved (see fig. 2). 
These objectives and related risks can be broadly classified into one or 
more of the following three categories: 

• Operations - Effectiveness and efficiency of operations 

• Reporting - Reliability of reporting for internal and external use 

• Compliance - Compliance with applicable laws and regulations 

Figure 2: Achieving Objectives through Internal Control 
 

 

OV1.02 These are distinct but overlapping categories. A particular 
objective can fall under more than one category, can address different 
needs, and may be the direct responsibility of different individuals. 

OV1.03 Internal control comprises the plans, methods, policies, 
procedures, and other mechanisms used to fulfill the mission, strategic 
plan, goals, and objectives of the entity. Internal control serves as the first 
line of defense in safeguarding assets and securing information. In short, 
internal control helps managers achieve desired results through effective 
stewardship of the entity’s resources. 

OV1.04 Embedded in the internal control process are controls. Controls 
consist of policies and procedures that management establishes to effect 

Section 1 - 
Fundamental 
Concepts of Internal 
Control 

Definition of Internal 
Control 
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relevant principles within each component of internal control. Controls are 
interrelated and may support multiple principles and entity objectives. 
Policies reflect management or oversight body statements of what is 
expected to be done. Procedures consist of actions that implement 
policies. Policies and procedures that establish controls are a subset of 
the entity’s overall policies and procedures. Embedded within controls are 
control activities. Control activities are actions that management 
establishes through policies and procedures as part of the control 
activities component to specifically mitigate risks to achieving the entity’s 
objectives to acceptable levels. The relationship between policies and 
procedures, controls, and control activities is depicted in figure 3.  

Figure 3: Relationship Between Policies and Procedures, Controls, and Control 
Activities 

 

OV1.05 An internal control system consists of integrated and continuous 
processes, effected by people, that are collectively designed to provide 
reasonable assurance, not absolute assurance, that an entity’s objectives 
will be achieved. 

OV1.06 Internal control is not one event, but a series of actions that occur 
throughout the entity’s activities. Internal control is recognized as an 
integral part of the processes management uses to achieve its objectives 
rather than as a separate system within an entity. In this sense, internal 
control is built into the entity as a part of the organizational structure to 
help managers achieve the entity’s objectives on an ongoing basis. 

Definition of an Internal 
Control System 
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OV1.07 People are what make internal control work. Management—at all 
levels within the entity’s organizational structure, including program and 
financial managers—is responsible for an effective internal control 
system. As part of this responsibility, management sets the entity’s 
objectives, implements controls, and evaluates the internal control 
system. However, other personnel throughout an entity need to 
understand the importance of an effective internal control system and 
play important roles in designing, implementing, and operating an 
effective internal control system. 

OV1.08 An effective internal control system increases the likelihood that 
an entity will achieve its objectives. However, no matter how well 
designed, implemented, or operated, an internal control system cannot 
provide absolute assurance that an entity will meet all its objectives. 
Factors that can affect the entity’s ability to achieve its objectives include 
events outside the entity’s control or influence, faulty or biased 
management judgments or decisions, human error, management 
overrides of internal control, collusion, or unsuitable objectives. Therefore, 
once in place, effective internal control provides reasonable, not absolute, 
assurance that an entity will achieve its objectives. 

 

 

 

 

OV2.01 The Green Book defines the standards for internal control in the 
federal government. The Federal Managers’ Financial Integrity Act of 
1982 (FMFIA) requires federal executive branch entities to establish 
internal control in accordance with these standards. The standards 
provide criteria for assessing the design, implementation, and operating 
effectiveness of internal control in federal government entities to 
determine whether such systems are effective. Nonfederal entities may 
use the Green Book as a framework to design, implement, and operate 
an internal control system.2 

OV2.02 The Green Book applies to all entity objectives: operations, 
reporting, and compliance. However, these standards are not intended to 
limit or interfere with duly granted authority related to legislation, 

 
2See para. OV4.20 for further discussion of use by other entities. 

Section 2 - 
Establishing an 
Effective Internal 
Control System 

Presentation of Standards 
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rulemaking, or other discretionary policymaking in an organization. In 
implementing the Green Book, management is responsible for designing 
the internal control system to fit an entity’s circumstances and building it 
in as an integral part of the entity’s operations. 

OV2.03 An entity determines its mission, sets a strategic plan, 
establishes entity objectives, and formulates plans to achieve its 
objectives. Management, with oversight from the entity’s oversight body, 
may set objectives for an entity as a whole or target activities within the 
entity. Management uses internal control to help the organization achieve 
these objectives. While there are different ways to present internal 
control, the Green Book approaches internal control through a 
hierarchical structure of five components and 17 principles. The hierarchy 
includes requirements for establishing an effective internal control 
system, including minimum documentation requirements. 

OV2.04 The five components represent the highest level of the hierarchy 
of standards for internal control in the federal government. The five 
components of internal control must be effectively designed, 
implemented, and operating, and operating together in an integrated 
manner, for an internal control system to be effective. The five 
components of internal control are as follows: 

• Control Environment - The foundation for an internal control system. 
It provides the discipline and structure to help an entity achieve its 
objectives. 

• Risk Assessment - The identification and analysis of risks facing the 
entity as it seeks to achieve its objectives. This assessment provides 
the basis for developing appropriate risk responses. 

• Control Activities - The actions management establishes through 
policies and procedures to mitigate risks to achieving the entity’s 
objectives to acceptable levels. 

• Information and Communication - The quality information 
management and other personnel communicate and use to support 
the internal control system. 

• Monitoring - Activities management establishes and operates to 
assess the quality of performance over time and promptly resolve the 
findings of audits and other reviews. 

OV2.05 The 17 principles support the effective design, implementation, 
and operation of the associated components and represent requirements 
necessary to establish an effective internal control system. 

Components, Principles, 
and Attributes 
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OV2.06 In general, all components and principles are relevant for 
establishing an effective internal control system. In rare circumstances, 
there may be an operating or regulatory situation in which management 
has determined that a principle is not relevant for the entity to achieve its 
objectives and mitigate risks. If management determines that a principle 
is not relevant, management supports that determination with 
documentation that includes the rationale for how, in the absence of that 
principle, the associated component could be designed, implemented, 
and operated effectively [documentation requirement]. 

OV2.07 Figure 4 lists the five components of internal control and 17 
related principles. 

Figure 4: The Five Components and 17 Principles of Internal Control 
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OV2.08 The Green Book also contains application guidance in the form of 
attributes. Management considers attributes when designing, 
implementing, and operating the associated principles. Attributes provide 
further explanation of the principles and may also contain minimum 
documentation requirements. Attributes may explain more precisely what 
a requirement means and what it is intended to cover or include examples 
of procedures that may be appropriate for an entity. Other than the 
minimum documentation requirements contained within attributes, an 
attribute does not impose a requirement.  
OV2.09 Attributes are relevant to the proper application of the 
requirements and assessing whether the related principle is designed, 
implemented, and operating in a manner that supports an effective 
internal control system. Management has a responsibility to understand 
the attributes and how they support fulfilling the principle requirements. 
Management may also identify and consider additional attributes based 
on specific circumstances of the entity. The Green Book, however, does 
not prescribe how management designs, implements, and operates an 
internal control system. 

OV2.10 Documentation is a necessary part of an effective internal control 
system. The level and nature of documentation may vary based on the 
size of the entity and the complexity of the processes it performs. 
Management exercises judgment in determining the extent or type of 
documentation that is needed.  

OV2.11 Documentation is required for the effective design, 
implementation, and operating effectiveness of an entity’s internal control 
system. Management develops and maintains documentation of its 
internal control system.3 

The Green Book also includes the following minimum documentation 
requirements: 

• If management determines that a principle is not relevant, 
management supports that determination with documentation that 
includes the rationale for how, in the absence of that principle, the 
associated component could be designed, implemented, and 
operated effectively. (paragraph OV2.06) 

• Management documents the results of the risk assessments, 
including the identification, analysis, and response to risks, that are 

 
3See para. 3.09 for this documentation requirement and paras. 3.10 through 3.12 for 
further discussion of documentation of the internal control system. 

Documentation 
Requirements 
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completed on both a periodic and ongoing basis. This includes 
documentation of the consideration of risks related to fraud, improper 
payments, information security, and significant internal and external 
changes that could impact the internal control system. (paragraph 
7.15) 

• Management documents a change assessment process for 
identifying, analyzing, and responding to risks related to significant 
changes so that the internal control system can be quickly adapted as 
needed to respond to significant changes as they occur. (paragraph 
9.05) 

• Management establishes control activities by documenting in policies 
what is expected and in procedures specified actions that implement 
policies, to mitigate risks to achieving the entity’s objectives to 
acceptable levels. (paragraph 12.02) 

• Management evaluates and documents the results of ongoing 
monitoring and separate evaluations to identify internal control issues. 
(paragraph 16.09) 

• Management evaluates and documents internal control issues and 
determines appropriate corrective actions for internal control 
deficiencies, including those reported from internal and external audits 
and evaluations, on a timely basis. (paragraph 17.05) 

• Management completes and documents corrective actions to 
remediate internal control deficiencies, including those reported from 
internal and external audits and evaluations, on a timely basis. 
(paragraph 17.06) 

OV2.12 These requirements represent the minimum level of 
documentation in an entity’s internal control system. Management 
exercises judgment in determining what additional documentation may be 
necessary for an effective internal control system. If management 
identifies deficiencies in achieving these documentation requirements, the 
effect of the identified deficiencies is considered as part of management’s 
summary determination of whether the related principle is designed, 
implemented, and operating effectively.  

OV2.13 Minimum documentation requirements are identified throughout 
the Green Book with a symbol and the wording “[documentation 
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requirement]” following the narrative.4 The minimum documentation 
requirements are also summarized in appendix I. 

OV2.14 A direct relationship exists among an entity’s objectives, the five 
components of internal control, and the organizational structure of an 
entity. Objectives are what an entity wants to achieve. Management uses 
internal control to help the organization achieve these objectives. The five 
components of internal control are what is required of the entity to 
achieve the objectives. Organizational structure encompasses the overall 
entity, divisions, operating units, functions, and other structures 
management uses to achieve the objectives. Functions include business 
processes, such as accounting and payroll processing, security services, 
or health care claims processing. Business processes are established 
across the entity to enable organizations to achieve their objectives and 
transform inputs into outputs through a series of transactions or activities. 
This relationship is depicted in the form of a cube that the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO) 
developed (see fig. 5).5 

Figure 5: The Components, Objectives, and Organizational Structure of Internal 
Control 

 

 
4See fig. 1 for an illustration.  

5See paras. 3.02 through 3.05 for further discussion of organizational structure. 
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OV2.15 The three categories into which an entity’s objectives can be 
classified are represented by the columns labeled on top of the cube. The 
five components of internal control are represented by the rows. The 
organizational structure is represented by the third dimension of the cube. 

OV2.16 The three categories of objectives are not parts of the entity’s 
organizational structure. For instance, operations objectives relate to the 
effectiveness and efficiency of operations not specific operating units or 
functions, such as human resources or program offices. 

OV2.17 Each component of internal control applies to all three categories 
of objectives and the organizational structure. The principles support the 
components of internal control (see fig. 6). 

Figure 6: The 17 Principles Supporting the Five Components of Internal Control 

 

OV2.18 Internal control is a dynamic, iterative, and integrated process in 
which components impact the design, implementation, and operating 
effectiveness of each other. No two entities will have an identical internal 
control system because of differences in entity factors, such as mission, 
regulatory environment, strategic plan, size, risk tolerance, and 
information technology, and in the judgment needed in responding to 
these differing factors. 

OV2.19 Because internal control is a part of management’s overall 
responsibility, the five components are discussed in the context of the 
management of the entity. However, everyone in the entity has a 
responsibility for internal control. In general, roles in an entity’s internal 
control system can be categorized as follows: 

Roles in an Internal 
Control System 
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• Oversight body - The oversight body is responsible for overseeing 
the strategic direction of the entity and obligations related to the 
accountability of the entity. This includes overseeing management’s 
design, implementation, and operation of an internal control system. 
For some entities, an oversight body might be one or a few members 
of senior management. For other entities, multiple parties may be 
members of the entity’s oversight body. In the Green Book, oversight 
by an oversight body is implicit in each component and principle. 

• Management - Personnel directly responsible for all activities of an 
entity, including the design, implementation, and operating 
effectiveness of an entity’s internal control system. Management at all 
levels within the entity’s organizational structure is involved as 
appropriate, including program and financial managers. Managers’ 
responsibilities vary depending on their functions and level in the 
organizational structure.  

• Other personnel - Those that help management design, implement, 
and operate an internal control system. They perform assigned 
internal control responsibilities and communicate issues noted in the 
entity’s operations, reporting, or compliance objectives.6 

OV2.20 Collaboration on the design, implementation, and operation of the 
internal control system is key to an effective internal control system. 
Collaboration involves the entity’s oversight body, management at all 
levels within the entity’s organizational structure, and other personnel, 
along with the participation of all appropriate functions within the 
organizational structure and external parties as applicable. For example, 
program managers, financial managers, and other personnel relevant to 
achieving an entity’s objectives collaborate when designing control 
activities. 

OV2.21 Oversight conducted by external auditors and, if applicable, the 
office of inspector general (OIG), is not considered a part of an entity’s 
internal control system. While management may evaluate and incorporate 
recommendations from external auditors and the OIG, responsibility for 
an entity’s internal control system resides with management. 

OV2.22 Management, with oversight by the entity’s oversight body, sets 
objectives to meet the entity’s mission, strategic plan, and goals. 
Objectives are also set to meet requirements for the entity that are 
established in applicable laws and regulations. Management sets 

 
6See paras. 17.02 through 17.04 for further discussion of identifying issues. 

Objectives of an Entity 



 
Overview 
 
 
 
 
 
 
 

Page 16 GAO-25-107721  Federal Internal Control Standards 

objectives before designing an entity’s internal control system. 
Management may include setting objectives as part of the strategic 
planning process. When designing the internal control system, 
management balances allocating resources with the degree of risk, 
complexity, or other factors relevant to achieving the entity’s objectives.7 

OV2.23 Management, as part of designing an internal control system, 
defines the entity’s objectives in specific and measurable terms that 
enable management to identify, analyze, and respond to risks related to 
achieving those objectives. 

Categories of Objectives 

OV2.24 Management groups objectives into one or more of the three 
categories of objectives: 

• Operations - Effectiveness and efficiency of operations 

• Reporting - Reliability of reporting for internal and external use 

• Compliance - Compliance with applicable laws and regulations  

Operations Objectives 

OV2.25 Operations objectives relate to achieving an entity’s mission, 
including program, financial, and administrative goals. An entity’s mission 
may be defined in a strategic plan. Such plans set the goals and 
objectives for an entity along with the effective and efficient operations 
necessary to fulfill those objectives. Effective operations produce the 
intended results, while efficient operations do so in a manner that 
minimizes the waste of resources. 

OV2.26 Management can develop, from the objectives, related 
subobjectives for units within the organizational structure. By linking 
objectives throughout the entity to the mission, management improves the 
effectiveness and efficiency of operations in achieving the mission. 

Reporting Objectives 

OV2.27 Reporting objectives relate to the preparation of reports for use 
by the entity, its stakeholders, or other external parties. Reporting 
objectives may be grouped further into the following subcategories: 

 
7See paras. OV4.15 through OV4.17 for further discussion of the allocation of resources. 
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• External financial reporting objectives - Objectives related to the 
release of the entity’s financial performance in accordance with 
professional standards and applicable laws and regulations, as well 
as expectations of stakeholders. 

• External nonfinancial reporting objectives - Objectives related to 
the release of nonfinancial information in accordance with appropriate 
standards and applicable laws and regulations, as well as 
expectations of stakeholders. 

• Internal financial reporting objectives and nonfinancial reporting 
objectives - Objectives related to gathering and communicating 
information that management needs to support decision-making and 
evaluation of the entity’s performance. 

Compliance Objectives 

OV2.28 In the government, objectives related to compliance with 
applicable laws and regulations are often significant. Laws and 
regulations often prescribe a government entity’s objectives, structure, 
methods to achieve objectives, and reporting of performance relative to 
achieving objectives. Management considers objectives in the category of 
compliance comprehensively for the entity and determines what controls 
are necessary to design, implement, and operate for the entity to achieve 
these objectives effectively. 

OV2.29 Management conducts activities in accordance with applicable 
laws and regulations. As part of specifying compliance objectives, the 
entity determines which laws and regulations apply to the entity. 
Management is expected to set objectives that incorporate these 
requirements. Some entities may set objectives to a higher level of 
performance than established by laws and regulations. In setting those 
objectives, management can exercise discretion relative to the 
performance of the entity. 

Safeguarding of Assets 

OV2.30 A subset of the three categories of objectives is the safeguarding 
of assets, which is the protection and preservation of entity assets. 
Management designs an internal control system to provide reasonable 
assurance regarding prevention or prompt detection and correction of 
unauthorized acquisition, use, or disposition of an entity’s assets. 
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Setting Subobjectives 

OV2.31 Management can develop from objectives more specific 
subobjectives throughout the organizational structure. Management 
defines subobjectives in specific and measurable terms that can be 
communicated to the personnel who are assigned responsibility for 
achieving these subobjectives. Both management and other personnel 
require an understanding of an objective, its subobjectives, and defined 
levels of performance for accountability in an internal control system. 

OV3.01 The purpose of this section is to provide management with 
factors to consider in evaluating the effectiveness of an internal control 
system. The Green Book defines the standards for internal control in the 
federal government. FMFIA requires federal executive branch entities to 
establish internal control in accordance with these standards. For federal 
executive branch entities, Office of Management and Budget (OMB) 
Circular A-123 provides requirements and guidance on how to evaluate 
and report on internal control in the federal government. Entities outside 
the federal executive branch may refer to applicable laws and regulations 
as well as input from key external stakeholders when determining how to 
appropriately evaluate and report on internal control. 

OV3.02 An effective internal control system is designed to provide 
reasonable assurance that the organization will achieve its objectives. As 
stated in section 2 of the Overview, an effective internal control system 
has 

• each of the five components of internal control effectively designed, 
implemented, and operating and 

• the five components operating together in an integrated manner. 

OV3.03 To determine whether an internal control system is effective, 
management assesses the design, implementation, and operating 
effectiveness of the five components and 17 principles. If a principle or 
component is not effective, or the components are not operating together 
in an integrated manner, then an internal control system cannot be 
effective. 

OV3.04 In the federal government, FMFIA mandates that the head of 
each executive branch agency annually prepare a statement as to 
whether the agency’s systems of internal accounting and administrative 
controls comply with FMFIA requirements. If the systems do not comply, 
the head of the agency will prepare a report in which any material 
weaknesses in the agency’s system of internal accounting and 

Section 3 - Evaluation 
of an Effective 
Internal Control 
System 

Factors of Effective 
Internal Control 

Evaluation of Internal 
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administrative controls are identified and the plans and schedule for 
correcting them are described. OMB issues guidance for evaluating the 
agency’s systems of internal accounting and administrative controls in 
OMB Circular A-123. Entities outside the federal executive branch may 
refer to applicable laws and regulations for guidance in preparing 
statements regarding internal control. 

Design and Implementation 

OV3.05 When evaluating the design of a control, management 
determines whether the control individually and in combination with other 
controls can address risks related to achieving an entity’s objectives. 
When evaluating implementation, management determines if the control 
exists and if the entity has placed the control into operation. A control 
cannot be effectively implemented if it was not effectively designed. A 
deficiency in design exists when (1) a control necessary to achieve a 
control objective is missing or (2) an existing control is not properly 
designed so that even if the control operates as designed, the control 
objective would not be achieved. A control objective is the aim or purpose 
of specified controls to effect relevant principles within each component of 
internal control. A deficiency in implementation exists when a properly 
designed control is not implemented correctly in the internal control 
system. 

Operating Effectiveness 

OV3.06 In evaluating operating effectiveness, management determines if 
controls were applied at relevant times during the period under 
evaluation, the consistency with which they were applied, by whom or by 
what means they were applied, and whether they were applied as 
designed. If substantially different controls were used at different times 
during the period under evaluation, management evaluates operating 
effectiveness separately for each unique control system. A control cannot 
be effectively operating if it was not effectively designed and 
implemented. A deficiency in operation exists when a properly designed 
control does not operate as designed, or when the person performing the 
control does not possess the necessary authority or competence to 
perform the control effectively. 

Effect of Deficiencies on the Internal Control System 

OV3.07 Management evaluates control deficiencies identified through its 
ongoing monitoring of the internal control system as well as any separate 
evaluations that internal and external parties perform. A deficiency in 
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internal control exists when the design, implementation, or operation of a 
control does not allow management or other personnel, in the normal 
course of performing their assigned responsibilities, to achieve the entity’s 
objectives. 

OV3.08 Management evaluates the significance of identified deficiencies. 
Significance refers to the relative importance of a deficiency to the entity’s 
achieving a defined objective. To evaluate the significance of the 
deficiency, management assesses its effect on achieving the defined 
objectives at both the entity and transaction levels.8 Management 
evaluates the significance of a deficiency by considering the following:  

• Magnitude of impact - The likely effect that the deficiency could have 
on the entity achieving its objectives and is affected by factors such as 
the size, pace, and duration of the deficiency’s impact. A deficiency 
may be more significant to one objective than another.  

• Likelihood of occurrence - The possibility of a deficiency impacting 
an entity’s ability to achieve its objectives.  

• Nature of the deficiency - Factors such as the degree of subjectivity 
involved with the deficiency and whether the deficiency arises from 
potential fraud or misconduct.  

The oversight body oversees management’s evaluation of the 
significance of deficiencies so that deficiencies have been properly 
considered. 

OV3.09 Deficiencies are evaluated both on an individual basis and in the 
aggregate. Management considers the correlation among different 
deficiencies or groups of deficiencies when evaluating their significance. 
Deficiency evaluation varies by entity because of differences in entities’ 
objectives. 

OV3.10 For each principle, management makes a summary 
determination of whether the principle is designed, implemented, and 
operating effectively. If a principle is not designed, implemented, or 
operating effectively, then the respective component cannot be effective. 
Management considers attributes in assessing whether the related 
principle is designed, implemented, and operating effectively, as 
attributes are relevant to the proper application of the principle 

 
8See paras. 10.14 through 10.20 for further discussion of entity-level and transaction-level 
control activities.  
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requirements.9 Management also considers the impact of deficiencies 
identified in achieving documentation requirements as part of this 
summary determination.10 

OV3.11 Based on the results of the summary determination for each 
principle, management concludes on the design, implementation, and 
operating effectiveness of each of the five components of internal control. 
Management also considers whether the five components operate 
together effectively. If one or more of the five components are not 
effectively designed, implemented, or operating, or if they are not 
operating together in an integrated manner, then an internal control 
system is ineffective. Judgment is used in making such determinations, 
which includes exercising reasonable care. 

 

 

OV4.01 Management interacts with external parties regarding matters 
impacting the functioning of the internal control system. External parties 
can be service organizations that manage business processes on behalf 
of the entity, organizations for which the entity has oversight 
responsibilities, and other parties interacting with the entity.   

OV4.02 Management involves external parties, as necessary, or uses 
information obtained from external parties when designing, implementing, 
and operating an effective internal control system. Open communication 
with external parties allows information to be shared to identify risks, 
trends, events, or circumstances that may impact achieving the entity’s 
objectives.11 

Service Organizations 

OV4.03 Management may engage external parties to perform certain 
business processes for the entity, such as accounting and payroll 
processing, security services, or health care claims processing. 

 
9See paras. OV2.03 through OV2.09 for further discussion on the relationship of 
components, principles, and attributes. 
10See paras. OV2.10 through OV2.13 for further discussion of documentation 
requirements. 
11See paras. 15.02 through 15.06 for further discussion of communication with external 
parties. 
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Management may also engage external parties to provide services in 
support of business processes, such as information systems services and 
information technology procurement and maintenance services. In the 
Green Book, these external parties are referred to as service 
organizations.12 Management retains responsibility for the effectiveness 
of controls over business processes assigned to service organizations. 
When controls performed by a service organization are necessary for the 
entity to achieve its control objectives, these controls are considered part 
of the entity’s system of internal control. Therefore, management needs to 
understand the controls that service organizations design, implement, and 
operate for assigned business processes. The entity may also implement 
its own controls to achieve control objectives that are related to the 
processes performed by the service organization.   

OV4.04 If controls a service organization performs are necessary to 
achieve the entity’s control objectives, the entity implements any 
complementary user entity controls and other controls, as appropriate, 
related to the use of the service organization. Complementary user entity 
controls are those controls that a service organization identifies as 
necessary for the entity to implement to achieve the control objectives 
specified by the service organization. Other controls may include those 
related to establishing two-way communication with service organizations 
and monitoring the effectiveness of the design, implementation, and 
operation of service organizations’ controls in achieving the entity’s 
control objectives.13  

OV4.05 Management exercises judgment in determining the extent of 
oversight for the business processes assigned to a service organization. 
Management may consider the following in making this determination: 

• the nature and significance of services outsourced; 

• previous experience with the service organization; 

• the service organization’s standards of conduct; 

 
12Service organizations may further outsource assigned business processes to other 
organizations. These organizations may be referred to as subservice organizations. The 
Green Book does not distinguish between service organizations and subservice 
organizations. References to service organizations include organizations to which 
business processes are further assigned. 
13See para. 16.08 for further discussion of monitoring the business processes and related 
controls that service organizations perform. 
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• the quality and frequency of the service organization’s enforcement of 
adherence to standards of conduct by its personnel; 

• the scale and level of complexity of the service organization’s 
operations and organizational structure;  

• the service organization’s adoption of, and compliance with, relevant 
standards, such as those relating to quality management, supply 
chain management, and information security; 

• available information on service organization operational and control 
effectiveness and related risks, such as that in attestation reports, 
performance audit reports, and performance metrics; and 

• the extent to which the entity’s internal controls are sufficient to 
provide reasonable assurance that the entity achieves its control 
objectives and addresses risks related to the assigned process. 

Organizations for Which the Entity Has Oversight Responsibilities 

OV4.06 Management also interacts with external parties for which the 
entity has oversight responsibilities. These may include those that are 
regulated by the entity, administer programs on behalf of the entity, or 
receive federal financial assistance (such as loans or grants) from the 
entity. Establishing two-way communication with external parties 
promotes information sharing that may improve the internal control 
systems of both parties and facilitate effective stewardship of public 
resources. 

Other Parties Interacting with the Entity 

OV4.07 Management may interact with other external parties to obtain or 
share information relevant to the entity’s internal control system. These 
external parties include suppliers, contractors, regulators, external 
auditors, federal entities, state and local governments, and the public. 
This may include information from legal or regulatory requirements or 
data-sharing agreements with other government entities.14  

OV4.08 Information technology may be essential to achieving the entity’s 
objectives and better controlling its business processes. Entities and 
individuals are increasingly interconnected through the use of information 

 
14See paras. 15.02 through 15.06 for further discussion of communication with external 
parties. 
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technology, while the types of information technology and the ways it is 
used evolve rapidly. 

OV4.09 The information technology used in the entity’s automated 
processes is often referred to by other terms, such as information 
systems or technology. In the Green Book, information technology refers 
to the infrastructure, platforms, and software used to automate 
processes.15 In the Green Book, information system refers more broadly 
to the people, processes, data, and information technology that 
management uses to obtain, generate, communicate, or dispose of 
information to support the entity’s business processes.16 The protection of 
information and information technology is also referred to by multiple 
terms, including information security and cybersecurity. In the Green 
Book, information security refers to the protection of information or 
information technology from unauthorized access, use, disclosure, 
disruption, modification, or destruction to provide confidentiality, integrity, 
and availability. Information security includes protecting the entity against 
cyberattacks. 

OV4.10 Information technology may be incorporated into business 
processes to reduce the risk of human error and enhance efficiency. 
Information technology enables organizations to connect with internal and 
external end users, process high volumes of transactions, transform data 
into information to support sound decision-making, and share that 
information in real time. Information technology may also be used to 
automate control activities to enhance internal control over the processing 
and security of information.17 

OV4.11 The use of information technology—particularly new or emerging 
technologies—by an entity creates both opportunities and risks. It can 
enable innovation and generate efficiencies through automation. It may 
also increase complexity, which makes identifying and managing risks 
more difficult.18 Management allocates appropriate resources, including 
personnel, to maintain and secure the entity’s information technology. 
Management designs appropriate general control activities to mitigate 

 
15See paras. 11.03 through 11.06 for further discussion of the entity’s information 
technology.  
16See para. 13.05 for further discussion of the entity’s information system.  

17See paras. 10.05 through 10.07 for further discussion of automated control activities. 

18See paras. 8.14 through 8.17 for further discussion of risks related to information 
security. 
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information security risks. General control activities support the proper 
operation of the entity’s information technology by creating a suitable 
environment for effective operation of application and user control 
activities.19 

OV4.12 The principles presented in the Green Book do not change with 
the application of information technology; however, technology may 
change how internal control is designed. Management considers the 
greater availability of information and the use of automated processes as 
it designs, implements, and operates the entity’s internal control system. 
Information technology may be integrated into all components of internal 
control to achieve the entity’s objectives. 

OV4.13 The 17 principles apply to both large and small entities. However, 
smaller entities may have different implementation approaches than 
larger entities. Smaller entities typically have unique advantages, which 
can contribute to an effective internal control system. These may include 
a higher level of involvement by management in processes and direct 
interaction with personnel. Smaller entities may find informal staff 
meetings effective for communicating quality information to support the 
internal control system, whereas larger entities may need more formal 
mechanisms—such as written reports, intranet portals, or periodic formal 
meetings—to communicate with the organization. 

OV4.14 A smaller entity, however, faces greater challenges in 
segregating duties because of its concentration of responsibilities and 
authorities in the organizational structure.20 Management can respond to 
this increased risk through the design of the internal control system, for 
example, by adding additional levels of review for key processes, 
reviewing randomly selected transactions and their supporting 
documentation, taking periodic asset counts, or checking supervisor 
reconciliations. 

OV4.15 Internal control provides many benefits to an entity. It provides 
management with added confidence regarding the achievement of 
objectives, provides feedback on how effectively an entity is operating, 
and helps reduce risks affecting the achievement of the entity’s 
objectives. Management considers a variety of cost factors in relation to 
expected benefits when designing and implementing internal controls. 

 
19See paras. 11.07 through 11.17 for further discussion of general control activities over 
information technology and para. 10.07 for further discussion of application and user 
control activities. 
20See paras. 10.21 through 10.23 for further discussion of segregation of duties. 
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Cost factors may include the time and resources required to design, 
implement, and operate effective internal controls. The complexity of the 
cost-benefit determination is compounded by the interrelationship of 
controls with processes. Where controls are integrated within processes, 
it is difficult to isolate either their benefits or costs. 

OV4.16 When designing control activities, management selects an 
appropriate mix of preventive and detective control activities to 
adequately and timely mitigate risks. Management prioritizes preventive 
control activities where appropriate and considers the benefits and costs 
of either preventing or detecting and correcting an unintended event or 
result in the entity’s operations.21 Preventive control activities generally 
offer the most cost-efficient use of resources and help management avoid 
difficult and expensive remediation efforts, such as the “pay and chase 
model,” where efforts are made to detect and correct an unintended event 
or result after it occurs. There may be more monetary or nonmonetary 
costs to the entity when correcting an unintended event or result that has 
already occurred, rather than trying to prevent it, and the recovery of 
losses, such as improper payments, may not be possible.  

OV4.17 Management decides how an entity evaluates the benefits versus 
costs of various approaches to implementing an effective internal control 
system. However, cost alone is not an acceptable reason to avoid 
implementing internal controls. The costs versus benefits considerations 
support management’s ability to effectively design, implement, and 
operate an internal control system that balances allocating resources with 
the degree of risk, complexity, or other factors relevant to achieving the 
entity’s objectives. 

OV4.18 Enterprise risk management is a strategic process applied across 
the entity designed to identify potential events that may affect the entity, 
manage risk, and provide reasonable assurance that an entity’s 
objectives will be achieved. It is part of an entity’s overall governance and 
accountability process and encompasses more than internal control. 

OV4.19 Internal control is an integral part of enterprise risk management 
that focuses on achieving specified operations, reporting, and compliance 

 
21See paras. 10.10 through 10.13 for further discussion of preventive and detective 
control activities. 
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objectives.22 The Green Book does not prescribe how management 
implements an enterprise risk management process. 

OV4.20 The Green Book may be applied as a framework for an internal 
control system by federal entities outside the executive branch and by 
nonfederal entities, such as state, local, and quasi-governmental entities 
and nonprofit organizations. Management of the entity determines, based 
on applicable laws and regulations, how to appropriately adapt the 
standards presented in the Green Book as a framework for the entity. If 
entity management elects to adopt the Green Book as criteria, 
management follows all relevant requirements presented in these 
standards. 

 
22See para. OV1.01 for further discussion of the entity’s objectives. 
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Overview    

The control environment is the foundation for an effective internal control 
system. It provides the discipline and structure, which affect the overall 
quality of internal control. It influences how objectives are defined and 
how control activities are structured. The oversight body and 
management establish and maintain an environment throughout the entity 
that sets a positive attitude toward internal control. 

Principles 

1. The oversight body and management should demonstrate a 
commitment to integrity and ethical values. 

2. The oversight body should oversee the entity’s internal control 
system. 

3. Management should establish an organizational structure, assign 
responsibility, and delegate authority to achieve the entity’s 
objectives. 

4. Management should demonstrate a commitment to recruit, develop, 
and retain competent individuals. 

5. Management should evaluate performance and hold individuals 
accountable for their internal control responsibilities. 

Control Environment 
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1.01 The oversight body and management should demonstrate a 
commitment to integrity and ethical values. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Tone at the Top  

• Standards of Conduct 

• Adherence to Standards of Conduct 
 

1.02 The oversight body and management demonstrate the importance of 
integrity and ethical values through their directives, attitudes, and 
behavior. 

1.03 The oversight body and management lead by an example that 
demonstrates the organization’s values, philosophy, and operating style. 
The oversight body and management set the tone at the top and 
throughout the organization by their example, which is fundamental to an 
effective internal control system. In larger entities, the various layers of 
management in the organizational structure may also set the “tone in the 
middle.” Although it is the oversight body and management’s 
responsibility to set the tone at the top, other personnel throughout the 
entity play an important role in supporting the tone that permeates the 
organizational culture. 

1.04 The oversight body’s and management’s directives, attitudes, and 
behaviors reflect the integrity and ethical values expected throughout the 
entity. The oversight body and management reinforce the commitment to 
doing what is right, not just maintaining a minimum level of performance 
necessary to comply with applicable laws and regulations, so that these 
priorities are understood by all stakeholders, such as regulators, service 
organizations, employees, and the public. 

1.05 Tone at the top can be either a driver, as shown in the preceding 
paragraphs, or a barrier to internal control. Without a strong tone at the 
top to support an internal control system, the entity’s risk identification 
may be incomplete, risk responses may be inappropriate, control 
activities may not be appropriately designed or implemented, information 
and communication may falter, and results of monitoring may not be 
understood or acted upon to remediate deficiencies. 

Principle 1 - 
Demonstrate 
Commitment to 
Integrity and Ethical 
Values 

Tone at the Top 
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1.06 Management establishes standards of conduct to communicate 
expectations concerning integrity and ethical values. The entity uses 
ethical values to balance the needs and concerns of different 
stakeholders, such as regulators, service organizations, employees, and 
the public. The standards of conduct guide the directives, attitudes, and 
behaviors of the organization in achieving its objectives. 

1.07 Management, with oversight from the oversight body, defines the 
organization’s expectations of ethical values in the standards of conduct. 
Management may consider using policies, operating principles, 
guidelines, or training to regularly communicate and reinforce the 
standards of conduct to the organization. 

1.08 Management establishes processes to evaluate performance 
against the entity’s expected standards of conduct and address any 
deviations in a timely manner. 

1.09 Management uses established standards of conduct as the basis for 
evaluating adherence to integrity and ethical values across the 
organization. Management evaluates the adherence to standards of 
conduct across all levels of the entity. To gain assurance that the entity’s 
standards of conduct are implemented effectively, management evaluates 
the directives, attitudes, and behaviors of individuals and teams. 
Evaluations may consist of ongoing monitoring or separate evaluations.23 
Individual personnel can also report issues through reporting lines, such 
as regular staff meetings, upward feedback processes, a whistleblowing 
program, or an ethics hotline.24 The oversight body evaluates 
management’s adherence to the standards of conduct as well as the 
overall adherence by the entity. 

1.10 Management determines tolerance levels for deviations from 
standards of conduct. For instance, management may determine that the 
entity will have zero tolerance for deviations from certain expected 
standards of conduct, while deviations from others may be addressed 
with warnings to personnel. Management establishes a process for 
evaluations of individual and team adherence to standards of conduct that 
escalates and remediates deviations timely and consistently. 
Management, with oversight from the entity’s oversight body and with 

 
23See paras. 16.04 through 16.09 for further discussion of ongoing monitoring and 
separate evaluations.  
24See paras. 14.04 through 14.06 for further discussion of upward and separate reporting 
lines. 
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consideration of applicable laws and regulations, takes appropriate 
actions to remediate deviations.  

2.01 The oversight body should oversee the entity’s internal control 
system. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Oversight Structure 

• Oversight for the Internal Control System 

• Input for Remediation of Deficiencies 
 

2.02 The entity determines an oversight structure to fulfill responsibilities 
set forth by applicable laws and regulations, relevant government 
guidance, and feedback from key stakeholders. The entity will select, or if 
mandated by law will have selected for it by an applicable body, an 
oversight body. When the oversight body is composed of entity 
management, activities referenced in the Green Book as performed by 
“management” exclude these members of management when in their 
roles as the oversight body. 

Responsibilities of an Oversight Body 

2.03 When the oversight structure of an entity is led by senior 
management, senior management may distinguish itself from divisional or 
functional management by establishing an oversight body. An oversight 
body oversees the entity’s operations; provides constructive criticism to 
management; and where appropriate, makes oversight decisions so that 
the entity achieves its objectives in alignment with its integrity and ethical 
values. Members of an oversight body review management’s activities, 
present alternative views, and act when faced with actual or suspected 
wrongdoing. 

Qualifications for an Oversight Body 

2.04 In selecting members for an oversight body, the entity or applicable 
body defines the entity knowledge, relevant expertise, number of 
members, and possible independence needed to fulfill the oversight 
responsibilities for the entity. 
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2.05 Members of an oversight body understand the entity’s objectives, its 
related risks, and expectations of its stakeholders. In addition to an 
oversight body, an organization within the federal government may have 
several bodies that are key stakeholders for the entity, such as the White 
House, Congress, the Office of Management and Budget, and the 
Department of the Treasury. An oversight body works with key 
stakeholders to understand their expectations and help the entity fulfill 
these expectations if appropriate. 

2.06 The entity or applicable body also considers the expertise members 
need to oversee, question, and evaluate management. Capabilities 
expected of all members of an oversight body include integrity and ethical 
values, leadership, critical thinking, and problem-solving abilities. 

2.07 Further, in determining the number of members of an oversight 
body, the entity or applicable body considers the need for members of the 
oversight body to have specialized skills to enable discussion, offer 
constructive criticism to management, and make appropriate oversight 
decisions. Some specialized skills may include the following: 

• Internal control mindset (e.g., professional skepticism and 
perspectives on approaches for identifying and responding to risks 
and assessing the effectiveness of the internal control system). 

• Programmatic expertise, including knowledge of the entity’s mission, 
programs, and business processes (e.g., procurement, human capital, 
and functional management expertise). 

• Financial expertise, including financial reporting (e.g., accounting 
standards and financial reporting requirements and budgetary 
expertise). 

• Relevant information technology expertise (e.g., understanding critical 
systems, information security practices, and technology risks and 
opportunities). 

• Legal and regulatory expertise (e.g., understanding of applicable laws 
and regulations). 

2.08 If authorized by applicable laws and regulations, the entity may also 
consider including independent members as part of an oversight body.25 
Independent members with relevant expertise provide value through their 

 
25See GAO, Government Auditing Standards: 2024 Revision, GAO-24-106786 
(Washington, D.C.: February 2024), para. 3.21, for further discussion of independence. 

https://www.gao.gov/products/GAO-24-106786
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impartial evaluation of the entity and its operations in achieving 
objectives. 

2.09 The oversight body oversees management’s design, 
implementation, and operation of the entity’s internal control system. The 
oversight body’s responsibilities for the entity’s internal control system 
include the following: 

• Control Environment - Establish integrity and ethical values, develop 
expectations of competence, and maintain accountability to all 
members of the oversight body and key stakeholders. 

• Risk Assessment - Oversee management’s assessment of risks to 
achieving objectives, including risks related to fraud, improper 
payments, information security, identified and potential changes, and 
management override of internal control. 

• Control Activities - Provide oversight to management in the 
development and performance of control activities. 

• Information and Communication - Analyze and discuss information 
relating to the entity’s achievement of objectives. 

• Monitoring - Scrutinize the nature and scope of management’s 
monitoring activities as well as its evaluation and remediation of 
identified deficiencies. 

2.10 These responsibilities are supported by the organizational structure 
that management establishes.26 The oversight body oversees 
management’s design, implementation, and operation of the entity’s 
organizational structure so that the processes necessary to enable the 
oversight body to fulfill its responsibilities exist and are operating 
effectively. 

2.11 The oversight body provides input to management’s plans for 
remediation of deficiencies in the internal control system as appropriate. 

2.12 Management reports deficiencies identified in the internal control 
system to the oversight body. The oversight body oversees and provides 
direction to management on the remediation of these deficiencies. The 
oversight body also provides direction when a deficiency crosses 
organizational boundaries or units, or when the interests of management 
may conflict with remediation efforts. When appropriate and authorized, 

 
26See paras. 3.02 through 3.05 for further discussion of organizational structure.  
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the oversight body may direct the creation of teams to address or oversee 
specific matters critical to achieving the entity’s objectives. 

2.13 The oversight body is responsible for overseeing the remediation of 
deficiencies as appropriate and for providing direction to management on 
appropriate time frames for correcting these deficiencies.27 

3.01 Management should establish an organizational structure, assign 
responsibility, and delegate authority to achieve the entity’s objectives. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Organizational Structure 

• Assignment of Responsibility and Delegation of Authority 

• Documentation of the Internal Control System 
 
3.02 Management establishes the organizational structure necessary to 
enable the entity to plan, execute, control, and assess the organization in 
achieving its objectives. Management develops the overall responsibilities 
from the entity’s objectives that enable the entity to achieve its objectives 
and address related risks. 

3.03 Management develops an organizational structure with an 
understanding of the overall responsibilities and assigns these 
responsibilities to enable the organization to operate efficiently and 
effectively, comply with applicable laws and regulations, and reliably 
report information. Based on the nature of the assigned overall 
responsibility and related risks, management chooses the type and 
number of discrete divisions, operating units, functions, and other 
structures needed to achieve the entity’s objectives. Management may 
identify discrete divisions, operating units, or functions, such as program 
offices and related subunits, to manage the entity’s risk responses within 
the internal control system. 

3.04 As part of establishing an organizational structure, management 
considers how divisions, operating units, functions, and other structures 
interact to fulfill their overall responsibilities. Management establishes 

 
27See para. 17.06 for further discussion of timely remediation of findings.  
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reporting lines within an organizational structure so that units can 
communicate the quality information necessary for each unit to fulfill its 
overall responsibilities to support the internal control system.28 Reporting 
lines are defined at all levels of the organization and provide methods of 
communication that can flow down, across, up, and around the 
structure.29 Management also considers the entity’s overall 
responsibilities to external stakeholders and establishes reporting lines 
that allow the entity to both communicate with and obtain information from 
external stakeholders.30 

3.05 Management periodically evaluates the organizational structure so 
that it meets the entity’s objectives and has adapted to any new entity 
objectives, such as to comply with a new law or regulation. Management 
also adapts the organizational structure as necessary to respond to risks 
and identified deficiencies in the internal control system. 

3.06 To achieve the entity’s objectives and address related risks, 
management assigns responsibility and delegates authority to key roles 
throughout the entity. A key role is a position in the organizational 
structure that is assigned an overall responsibility of the entity. Generally, 
key roles relate to senior management positions within an entity. 

3.07 Management considers the overall responsibilities assigned across 
the organizational structure, determines what key roles are needed to 
fulfill the assigned responsibilities, and establishes the key roles. Those in 
key roles can further assign responsibility for internal control to roles 
below them in the organizational structure, but they retain ownership for 
fulfilling the overall responsibilities assigned to them. 

3.08 Management determines what level of authority each key role needs 
to fulfill a responsibility. Management delegates authority only to the 
extent required to achieve the entity’s objectives. As part of delegating 
authority, management evaluates each delegation for proper segregation 
of duties within the organizational structure. Segregation of duties helps 
prevent fraud, waste, and abuse in the entity by considering the need to 
separate authority, custody, and accounting in the organizational 
structure.31 As with assigning responsibility, those in key roles can 

 
28See principle 13 for further discussion of the use of quality information. 

29See paras. 14.02 through 14.06 for further discussion of internal reporting lines.  

30See paras. 15.02 through 15.06 for further discussion of external reporting lines.  

31See paras. 10.21 through 10.23 for further discussion of segregation of duties.  
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delegate their authority for internal control to roles below them in the 
organizational structure. 

3.09 Management develops and maintains documentation of its internal 
control system [documentation requirement]. 

3.10 Effective documentation assists in management’s design of internal 
control by establishing and communicating the who, what, when, where, 
and why of internal control execution to personnel. Documentation also 
provides a means to retain organizational knowledge and mitigate the risk 
of having that knowledge limited to a few personnel, and to communicate 
that knowledge as needed to external parties, such as external auditors. 

3.11 Management documents internal control to meet operational needs. 
Documentation of controls, including changes to controls, is evidence that 
controls are identified, capable of being communicated to those 
responsible for their performance, and capable of being monitored and 
evaluated by the entity. 

3.12 The extent of documentation needed to support the design, 
implementation, and operating effectiveness of the five components of 
internal control is a matter of judgment for management. Management 
considers the benefits and costs of documentation for the entity as well as 
the size, nature, and complexity of the entity and its objectives. Some 
level of documentation, however, is necessary so that the components of 
internal control can be designed, implemented, and operating 
effectively.32 

4.01 Management should demonstrate a commitment to recruit, develop, 
and retain competent individuals. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Expectations of Competence 

• Recruitment, Development, and Retention of Individuals 

• Succession and Contingency Plans and Preparation 

 
32See paras. OV2.10 through OV2.13 for further discussion of minimum documentation 
requirements. 
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4.02 Management establishes expectations of competence for key roles, 
and other roles at management’s discretion, to help the entity achieve its 
objectives. Competence is the capability to carry out assigned 
responsibilities. It requires relevant knowledge, skills, and abilities, which 
are gained largely from professional experience, training, and 
certifications. It is demonstrated by the behavior of individuals as they 
carry out their responsibilities. 

4.03 Management considers standards of conduct, assigned 
responsibility, and delegated authority when establishing expectations. 
Management establishes expectations of competence for key roles. 
Management may also establish expectations of competence for all 
personnel through policies within the entity’s internal control system. 

4.04 Personnel need to possess and maintain a level of competence that 
allows them to accomplish their assigned responsibilities, as well as 
understand the importance of effective internal control. Holding personnel 
accountable to established policies by evaluating their competence is 
integral to attracting, developing, and retaining individuals. Management 
evaluates competence of personnel across the entity in relation to 
established policies. Management acts as necessary to address any 
deviations from the established policies. The oversight body evaluates the 
competence of management as well as the competence overall of entity 
personnel. 

4.05 Management recruits, develops, and retains competent personnel to 
achieve the entity’s objectives. Management considers the following: 

• Recruit - Conduct procedures to determine whether a particular 
candidate fits the organizational needs and has the competence for 
the proposed role. 

• Train - Enable individuals to develop competencies appropriate for 
key roles, reinforce standards of conduct, and tailor training based on 
the needs of the role. 

• Mentor - Provide guidance on the individual’s performance based on 
standards of conduct and expectations of competence, align the 
individual’s skills and expertise with the entity’s objectives, and help 
personnel adapt to an evolving environment. 

• Retain - Provide incentives to motivate and reinforce expected levels 
of performance and desired conduct, including training and 
credentialing as appropriate. 
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4.06 Management defines succession and contingency plans for key 
roles to help the entity continue achieving its objectives. Succession plans 
address the entity’s need to replace competent personnel over the long 
term, whereas contingency plans address the entity’s need to respond to 
sudden personnel changes that could compromise the internal control 
system. 

4.07 Management defines succession plans for key roles, chooses 
succession candidates, and trains succession candidates to assume the 
key roles. If management relies on a service organization to fulfill the 
assigned responsibilities of key roles in the entity, management assesses 
whether the service organization can continue in these key roles, 
identifies other candidate organizations for the roles, and implements 
processes to enable knowledge sharing with the succession candidate 
organization. 

4.08 Management defines contingency plans for assigning responsibilities 
if a key role in the entity is vacated without advance notice. The 
importance of the key role in the internal control system and the impact to 
the entity of its vacancy dictates the formality and depth of the 
contingency plan. 

5.01 Management should evaluate performance and hold individuals 
accountable for their internal control responsibilities. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Enforcement of Accountability 

• Consideration of Excessive Pressures 
 

5.02 Management enforces accountability of individuals performing their 
internal control responsibilities. Accountability is driven by the tone at the 
top and supported by commitment to integrity and ethical values, 
organizational structure, and expectations of competence, which 
influence the control culture of the entity. Accountability for performance 
of internal control responsibility supports day-to-day decision-making, 
attitudes, and behaviors. Management holds personnel accountable 
through mechanisms such as performance appraisals and disciplinary 
actions. 
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5.03 Management holds personnel accountable for performing their 
assigned internal control responsibilities. The oversight body, in turn, 
holds both management and the entire organization accountable for its 
internal control responsibilities. 

5.04 If management establishes incentives, management recognizes that 
such actions can yield unintended consequences and evaluates 
incentives so that they align with the entity’s standards of conduct. 

5.05 Management holds service organizations accountable for their 
assigned internal control responsibilities. Management may contract with 
service organizations to perform roles in the organizational structure. 
Management communicates to each service organization the objectives 
of the entity and their related risks, the entity’s standards of conduct, the 
role of the service organization in the organizational structure, the 
assigned responsibilities and authorities of the role, and the expectations 
of competence for its role that will enable a service organization to 
perform its internal control responsibilities. Management, however, retains 
responsibility for the effectiveness of controls over the business 
processes assigned to service organizations.  

5.06 Management, with oversight from the oversight body, takes 
corrective action as necessary to enforce accountability for internal 
control in the entity. These actions can range from informal feedback 
provided by the direct supervisor to disciplinary action taken by the 
oversight body, depending on the significance of the deficiency to the 
internal control system.33 

5.07 Management adjusts excessive pressures on personnel in the entity. 
Pressure can appear in an entity because of goals management 
established to meet objectives or cyclical demands of various processes 
the entity performs, such as year-end financial statement preparation. 
Excessive pressure can result in personnel “cutting corners” to meet the 
established goals. 

5.08 Management is responsible for evaluating pressure on personnel to 
help personnel fulfill their assigned responsibilities in accordance with the 
entity’s standards of conduct. Management can adjust excessive 
pressures using many different tools, such as rebalancing workloads or 
increasing resource levels. 

 
33See para. OV3.08 for further discussion of significance of deficiencies. 
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Overview 

Management assesses internal and external risks and performs risk 
assessments on a periodic and ongoing basis to achieve its objectives. 
These assessments provide the basis for identifying risks and developing 
appropriate risk responses. 

Principles 

6. Management should define objectives clearly to enable the 
identification of risks and define risk tolerances. 

7. Management should identify, analyze, and respond to risks related to 
achieving the defined objectives. 

8. Management should consider risks related to fraud, improper 
payments, and information security when identifying, analyzing, and 
responding to risks. 

9. Management should identify, analyze, and respond to significant 
changes that could impact the internal control system.   
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6.01 Management should define objectives clearly to enable the 
identification of risks and define risk tolerances. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Definitions of Objectives 

• Definitions of Risk Tolerances 
 
6.02 Management defines objectives, and related subobjectives, in 
specific and measurable terms to enable the design of internal control for 
related risks.34 Specific terms are fully and clearly set forth so they can be 
easily understood. Measurable terms allow for the assessment of 
performance toward achieving objectives. Objectives are initially set as 
part of the objective-setting process and then refined as they are 
incorporated into the internal control system when management uses 
them to establish the control environment. 

6.03 Management defines objectives in specific terms, so that they are 
understood at all levels of the entity. This involves clearly defining what is 
to be achieved, who is to achieve it, how it will be achieved, and the time 
frames for achievement. All objectives can be broadly classified into one 
or more of three categories: operations, reporting, or compliance. 
Reporting objectives are further categorized as being either internal or 
external and financial or nonfinancial. Management defines objectives in 
alignment with the organization’s mission, strategic plan, and 
performance goals. 

6.04 Management defines objectives in measurable terms so that 
performance toward achieving those objectives can be assessed. 
Measurable objectives are generally free of bias and do not require 
subjective judgments to dominate their measurement. Measurable 
objectives are also stated in a quantitative or qualitative form that permits 
reasonably consistent measurement. 

6.05 Management considers external requirements and internal 
expectations when defining objectives to enable the design of internal 
control. Legislators, regulators, and standard-setting bodies set external 

 
34See paras. OV2.22 through OV2.31 for further discussion of setting objectives and 
subobjectives. 
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requirements by establishing the laws, regulations, and standards with 
which the entity is required to comply. Management identifies, 
understands, and incorporates these requirements into the entity’s 
objectives. Management sets internal expectations and requirements 
through the established standards of conduct,35 oversight structure,36 
organizational structure,37 and expectations of competence38 as part of 
the control environment. 

6.06 Management evaluates and, if necessary, revises defined objectives 
so that they are consistent with external requirements and internal 
expectations. This consistency enables management to identify and 
analyze risks associated with achieving the defined objectives. 

6.07 Management determines whether performance measures for the 
defined objectives are appropriate for evaluating the entity’s performance 
in achieving those objectives. For quantitative objectives, performance 
measures may be a targeted percentage or numerical value. For 
qualitative objectives, management may need to design performance 
measures that indicate a level or degree of performance, such as 
milestones. 

6.08 Management defines risk tolerances for the defined objectives. Risk 
tolerance is the acceptable level of variation in performance relative to the 
achievement of objectives. Risk tolerances are initially set as part of the 
objective-setting process. Management defines the risk tolerances for 
defined objectives by ensuring that the set levels of variation for 
performance measures are appropriate for the design of an internal 
control system. 

6.09 Management defines risk tolerances in specific and measurable 
terms so that they are clearly stated and can be measured. For example, 
for an objective to process all benefit applications within 10 business days 
of receipt, management may determine that a risk tolerance of a range of 
8–12 business days would be an acceptable level of variation. Depending 
on the category of objectives, risk tolerances may be expressed as 
follows: 

 
35See paras. 1.06 through 1.07 for further discussion of standards of conduct. 

36See paras. 2.02 through 2.08 for further discussion of oversight structure. 

37See paras. 3.02 through 3.05 for further discussion of organizational structure.  

38See paras. 4.02 through 4.04 for further discussion of expectations of competence. 
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• Operations objectives - Acceptable levels of variation in 
performance relative to the achievement of operations objectives. 

• Nonfinancial reporting objectives - Level of precision and accuracy 
suitable for user needs, involving both qualitative and quantitative 
considerations to meet the needs of the nonfinancial report user. 

• Financial reporting objectives - Judgments about materiality that 
consider surrounding circumstances, involve both qualitative and 
quantitative considerations, and are affected by the needs of financial 
report users and size or nature of a misstatement. 

• Compliance objectives - Acceptable levels of variation in 
performance relative to the achievement of compliance objectives, 
within the context of applicable laws, regulations, and external 
standards. 
 

6.10 Management also evaluates whether risk tolerances enable the 
appropriate design of internal control by considering whether they are 
consistent with requirements and expectations for the defined objectives. 
As in defining objectives, management considers the risk tolerances in 
the context of the entity’s applicable laws, regulations, and standards as 
well as the entity’s standards of conduct, oversight structure, 
organizational structure, and expectations of competence. If risk 
tolerances for defined objectives are not consistent with these 
requirements and expectations, management revises the risk tolerances 
to achieve consistency. 

7.01 Management should identify, analyze, and respond to risks related 
to achieving the defined objectives. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Identify Risks 

• Analyze Risks 

• Respond to Risks 
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7.02 Management identifies risks throughout the entity on a periodic and 
ongoing basis to provide a basis for analyzing risks.39 Risk is the 
possibility that an event will occur and adversely affect the achievement 
of objectives. Risk assessment is the identification and analysis of risks 
related to achieving the defined objectives to form a basis for designing 
risk responses. Periodic risk assessments are performed at specific times 
and at regular intervals, such as annually. Management considers entity 
objectives, risk tolerances, and other factors when determining the scope 
and frequency of these assessments. Ongoing risk assessments are 
performed as needed, on a real-time basis, such as when significant 
internal or external change occurs or significant emerging risks are 
identified.40 Management also considers performing ongoing risk 
assessments when internal control deficiencies,41 improper payments, 
potential fraud, or information security breaches are detected.42 

7.03 To identify risks, management considers the types of risks that 
impact the entity. This includes both inherent and residual risk. Inherent 
risk is the risk to an entity in the absence of management’s response to 
the risk. Residual risk is the risk that remains after management’s 
response to inherent risk. Once risk responses have been developed to 
address inherent risk, management then considers the impact or 
significance of the residual risk that remains and whether it is at an 
acceptable level within the defined risk tolerances. Assessing inherent 
and residual risk can assist management in understanding the extent of 
risk responses needed. Management’s lack of response to either type of 
risk could cause deficiencies in the internal control system. 

7.04 Management considers all significant interactions within the entity 
and with external parties,43 changes within the entity’s internal and 
external environments,44 and other internal and external factors to identify 
risks throughout the entity. Management considers these factors at both 

 
39See para. 7.15 for further discussion of documenting the identification of risk.   

40See paras. 9.02 through 9.04 for further discussion of identifying change.  

41See principle 17 for further discussion of internal control deficiencies.  

42See paras. 8.02 through 8.17 for further discussion of fraud, improper payments, and 
information security risks.  
43See paras. OV4.01 through OV4.07 for additional considerations related to external 
parties.  
44See paras. 9.03 through 9.04 for further discussion of changes in the internal 
control system. 
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the entity and transaction levels to comprehensively identify risks that 
affect defined objectives.45 Entity-level risk factors have a pervasive effect 
on an entity’s internal control system and are generally considered at a 
relatively high level. Transaction-level risk factors affect specific business 
processes within all levels of the organizational structure and are 
generally considered at a more detailed level. 

Internal risk factors may include 

• the complex nature of an entity’s programs; 

• the level and experience of, and quality of training for, personnel;  

• the entity’s organizational structure; 

• limitations of the entity’s information system; 

• availability and quality of data; 

• use of new technology in business processes; and 

• use of emerging technologies, such as artificial intelligence. 

External risk factors may include 

• new or amended laws, regulations, or standards; 

• economic instability and crises; 

• developments in information technology and related security threats; 

• outsourcing of business processes to external parties;  

• threats to national security; and 

• public health emergencies, natural and human-caused disasters, and 
other catastrophic events. 
 

7.05 Management’s consideration of risk factors related to fraud, 
improper payments, and information security is discussed further in 
principle 8. Management’s consideration of significant internal and 
external changes that could impact the internal control system is 
discussed further in principle 9. 

 
45See paras. 10.14 through 10.20 for further discussion of entity-level and transaction-
level control activities. 
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7.06 Risk identification methods may include qualitative and quantitative 
ranking activities, forecasting and strategic planning, data analytics, and 
consideration of internal control deficiencies identified through monitoring 
activities or reported by internal or external parties. Performing an 
analysis to identify the root causes of internal control deficiencies can 
assist management in identifying risks. Management also collaborates 
with relevant internal and external parties to identify risks. Internal parties 
include appropriate management and other personnel from all appropriate 
units within the entity’s organizational structure, including program and 
financial managers. External parties may include service organizations, 
suppliers, contractors, regulated entities, federal entities, state and local 
governments, and grantees. 

7.07 Management analyzes the identified risks, on a periodic and ongoing 
basis, to estimate their significance, which provides a basis for 
responding to the risks.46 Significance refers to a risk’s impact on 
achieving a defined objective. 

7.08 Management estimates the significance of the identified risks to 
assess their impact on achieving the defined objectives at both the entity 
and transaction levels. Management estimates the significance of a risk 
by considering the magnitude of impact, likelihood of occurrence, and 
nature of the risk. Magnitude of impact refers to the likely magnitude of 
the effect of the risk on the entity’s ability to achieve its objectives. It is 
affected by factors such as the size, pace, and duration of the risk’s 
impact. Likelihood of occurrence refers to the level of possibility that an 
unintended event or result will occur. The nature of the risk involves 
factors such as the degree of subjectivity involved with the risk and 
whether the risk arises from fraud or from complex or unusual 
transactions. 

7.09 Risks may be analyzed individually or grouped into categories with 
related risks and analyzed collectively. Regardless of whether risks are 
analyzed individually or collectively, management considers the 
correlation among different risks or groups of risks when estimating their 
significance. The specific risk analysis methodology used can vary by 
entity because of differences in entities’ missions and the difficulty in 
qualitatively and quantitatively defining risk tolerances. 

 

 
46See para. 7.15 for further discussion of documenting the analysis of risk.  
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7.10 Management designs responses to the analyzed risks so that risks 
are within the defined risk tolerance for the defined objective.47 
Management designs overall risk responses for the analyzed risks based 
on the significance of the risk, defined risk tolerance, and cost-benefit 
determination.48 These risk responses may include the following: 

• Acceptance - No action is taken to respond to the risk. 

• Avoidance - Action is taken to stop the business process or the part 
of the business process causing the risk. 

• Reduction - Action is taken to reduce the likelihood or magnitude of 
the risk. 

• Sharing - Action is taken to transfer or share risks across the entity or 
with external parties, such as insuring against losses. 
 

7.11 Based on the selected risk response, management designs controls 
to effectively mitigate the analyzed risks on a timely basis. If management 
has chosen to reduce or share a risk, then management designs controls, 
which may exist within each component of internal control or constitute a 
specific control activity.49 Typically, controls are not needed when an 
entity chooses to either accept or avoid a risk. The nature and extent of 
risk response actions and any associated controls will depend, at least in 
part, on the defined level of risk tolerance. 

7.12 When designing controls to mitigate risk, management may modify 
controls related to the entity’s oversight responsibilities, organizational 
structure, and responsibilities and authorities throughout the entity. 
Management may also develop separate processes within the periodic 
and ongoing risk assessment process50 with separate oversight 
responsibilities, to manage certain risks as part of the entity’s overall 
internal control system. This may be necessary to achieve objectives due 
to the nature of certain types of risks, such as for risks related to fraud, 
improper payments, or information security, or when a risk is pervasive or 

 
47See para. 7.15 for further discussion of documenting the response to risk.    

48See paras. OV4.15 through OV4.17 for further discussion of the benefits and costs of 
internal control. 
49See para. 10.02 for further discussion of designing control activities in response to risks.  

50See para. 7.02 for further discussion of the periodic and ongoing risk assessment 
process. 

Respond to Risks 



 
Risk Assessment 
 
 
 

Page 48 GAO-25-107721  Federal Internal Control Standards 

has an impact on multiple processes. These separate processes would 
cover all components of internal control related to these specific risks.  

7.13 After designing risk responses, management then considers residual 
risk. In instances where a risk response results in the residual risk 
exceeding defined risk tolerances, management revisits and revises the 
response. Operating within the defined risk tolerance provides greater 
assurance that the entity will achieve its objectives. 

7.14 Performance measures are used to assess whether risk response 
actions enable the entity to operate within the defined risk tolerances. 
When risk response actions do not enable the entity to operate within the 
defined risk tolerances, management may need to revise risk responses 
or reconsider defined risk tolerances. Management may need to conduct 
periodic risk assessments to evaluate the effectiveness of the risk 
response actions. 

7.15 Management documents the results of the risk assessments, 
including the identification, analysis, and response to risks, that are 
completed on both a periodic and ongoing basis. This includes 
documentation of the consideration of risks related to fraud, improper 
payments, information security, and significant internal and external 
changes that could impact the internal control system [documentation 
requirement].51 

8.01 Management should consider risks related to fraud, improper 
payments, and information security when identifying, analyzing, and 
responding to risks.52 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Identify Risks Related to Fraud, Improper Payments, and Information 
Security 

• Types of Fraud and Fraud Risk Factors 

 
51See paras. 3.09 to 3.12 for further discussion of documentation of the internal control 
system.  
52See app. III for additional resources related to addressing risks related to fraud, 
improper payments, and information security. 
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• Types of Improper Payments and Improper Payment Risk Factors 

• Types of Information Security Risk and Information Security Risk 
Factors 

• Analyze and Respond to Identified Risks  
 

8.02 Management identifies risks related to fraud, improper payments, 
and information security through the same risk identification process 
performed for all analyzed risks.53 However, these risks are discussed 
further in this principle because they may be pervasive or have an impact 
on multiple processes and can often be inadequately addressed in the 
risk assessment process. 

8.03 Management identifies risks related to fraud, improper payments, 
and information security on a periodic and ongoing basis to provide a 
basis for analyzing risks. Risk assessment is the identification and 
analysis of risks related to achieving the defined objectives to form a 
basis for designing risk responses. To determine the scope and 
frequency of these assessments, management considers the entity’s 
objectives, risk tolerances, any legal or regulatory requirements, and 
other factors.54 However, management may determine that the risk 
assessments need to be performed more frequently than required by 
legal or regulatory requirements due to the significance of risks or other 
factors, such as changes to programs. For example, to adequately 
identify risks related to improper payments for new programs, 
management may perform improper payment risk assessments for a 
certain program or activity on a more frequent and recurring basis, 
regardless of the required frequency in legal or regulatory requirements 
for such risk assessments. 

8.04 Management considers the types of fraud, improper payments, and 
information security breaches that may occur, along with relevant risk 
factors, when identifying risks related to these areas. While risks may be 
greater when multiple risk factors are present, the presence of one factor 
may still indicate a risk. Performing an analysis to identify the root cause 
of identified internal control deficiencies can assist management in 
identifying risks. 

 
53See paras. 7.02 through 7.06 for further discussion of identifying risks. 

54See para. 7.02 for further discussion of scope and frequency of risk assessments.  
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8.05 Management considers information that internal and external parties 
provide to identify risks related to fraud, improper payments, and 
information security. This may include information reported by the office 
of inspector general, internal auditors, personnel, service organizations, 
and other external parties that interact with the entity. Information may 
include emerging information security threats, identified instances of 
improper payments, or adjudicated cases of fraud as well as suspected or 
alleged fraud. 

8.06 Management considers the types of fraud that could impact the 
entity to provide a basis for identifying and analyzing fraud. Fraud 
involves obtaining something of value through willful misrepresentation.55 
Types of fraud may include the following: 

• Fraudulent reporting56 - Intentional misstatements or omissions of 
amounts or disclosures in financial or nonfinancial reports through 
willful misrepresentation to deceive report users. For fraudulent 
financial reports, this could include intentional alteration of accounting 
records, misrepresentation of transactions, or intentional 
misapplication of accounting principles. For fraudulent nonfinancial 
reports, this could include intentional misrepresentation of information. 

• Misappropriation of assets - The unauthorized acquisition, use, or 
disposal of an entity’s assets through willful misrepresentation. This 
could include efforts to conceal theft of property, embezzlement of 
receipts, bid rigging, fraudulent payments,57 or misrepresentation of 
eligibility to obtain benefits. 

• Other illegal acts - Intentional violations of laws or regulations 
through willful misrepresentation that may be related to financial or 
nonfinancial activities. This could include certain types of corruption, 
bribery, extortion, and cybercrimes. 
 

8.07 As part of a risk assessment, management considers the risk of 
fraud that could impact the entity from both within the entity and from 

 
55Misrepresentation includes material false statements of fact, as well as the omission or 
concealment of material fact. Willful misrepresentation may involve actual knowledge, 
deliberate ignorance (being aware of a substantial risk of misrepresentation but 
intentionally avoiding steps to confirm truth or falsity), or reckless disregard (to be 
conscious of a substantial and unjustifiable risk of falsity but make the representations 
anyway). A judicial or other adjudicative system determines whether an act is in fact fraud; 
this determination is beyond management’s professional responsibility for assessing risk. 

56See para. OV2.27 for further discussion of reporting objectives.  

57All fraudulent payments are considered improper payments. 
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external parties. For example, external fraud risk may arise when an 
entity relies on service organizations’ internal control systems to perform 
business processes for the entity. External parties that present fraud risk 
may also include program beneficiaries who fraudulently obtain benefits. 

8.08 In addition to fraud, management considers other forms of 
misconduct that can occur, such as waste and abuse. Waste is the act of 
using or expending resources carelessly, extravagantly, or to no purpose. 
Abuse involves behavior that is deficient or improper when compared with 
behavior that a prudent person would consider reasonable and necessary 
operational practice given the facts and circumstances. Abuse may 
include corruption through the misuse of authority or position for personal 
gain or for the benefit of another. Waste and abuse do not necessarily 
involve fraud, though fraudulent misrepresentations may be made to 
conceal such misconduct. The presence of waste and abuse may indicate 
potential fraud and an environment that is conducive to fraud. Waste and 
abuse may also impact the achievement of defined objectives. 

8.09 In addition to fraud, management also considers the risk of 
management override of controls.58 Management override of controls 
does not necessarily involve fraud but may indicate potential fraud and 
increases fraud risk.  

8.10 Management considers fraud risk factors. Fraud risk factors do not 
necessarily indicate that fraud exists but are often present when fraud 
occurs. Fraud risk factors may include the following: 

• Incentive/pressure - Management, other personnel, or external 
parties have an incentive or are under pressure, which provides a 
motive to commit fraud.59 

• Opportunity - Circumstances exist, such as the absence of controls, 
ineffective controls, or the ability of management to override controls, 
that provide an opportunity to commit fraud. 

• Attitude/rationalization - Individuals involved can rationalize 
committing fraud. Some individuals possess an attitude, character, or 
ethical values that allow them to commit dishonest acts knowingly and 
intentionally. 
 

 
58See para. 10.22 for further discussion of management override. 

59See paras. 5.07 through 5.08 for further discussion of pressure. 
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8.11 Management considers the types of improper payments that could 
impact the entity to provide a basis for identifying and analyzing improper 
payment risks. Improper payments are any payments that should not 
have been made or that were made in an incorrect amount.60 Payments 
are also considered improper when there is insufficient or lack of 
documentation. Improper payments can result from lack of oversight, 
mismanagement, errors, deficiencies in internal control, abuse, or fraud. 
While all payments resulting from fraudulent activity are considered 
improper, not all improper payments are the result of fraud. Types of 
improper payments may include the following: 

• Overpayments - These payments are those in excess of the amount 
due to be paid to recipients. They include payments to ineligible 
recipients, any payment for an ineligible good or service, payments for 
goods or services not received, and any duplicate payment. They 
could be either intentional—such as fraudulent payments—or 
unintentional. 

• Underpayments - These payments are those in which recipients did 
not receive some or all the funds to which they were entitled. 

8.12 Management considers improper payment risk factors, both internal 
and external, which may include the following: 

• whether the program or activity is new to the entity; 

• the complexity of the program or activity; 

• the volume of payments made through the program or activity; 

• whether the payments or payment eligibility decisions are made 
through external parties; 

• recent major changes in program funding, legal authorities, practices, 
or procedures; 

• the level and experience of and quality of training for personnel 
responsible for making payment eligibility determinations or verifying 
that payments made are accurate; 

• the extent to which the entity relies on potential recipients self-
certifying their own eligibility; 

 
60This definition of improper payments is only for the purposes of the Green Book and not 
for the purposes of any legal authority. 
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• identified internal control deficiencies that might hinder accurate 
payment processing; 

• similarities to other programs or activities that have reported improper 
payment estimates or been deemed susceptible to significant 
improper payments; 

• improper payment estimates previously reported for the program or 
activity, or other indicator of potential susceptibility to improper 
payments; 

• whether the program or activity lacks the information or database to 
confirm eligibility or verify the accuracy of the payment; and 

• the risk of fraud related to the program or activity. 

8.13 Management considers existing improper payment estimates, if 
available, when determining the significance of risks and the 
effectiveness of the internal control system in responding to improper 
payment risks. These estimates may come from management’s annual 
improper payment estimates as part of its monitoring activities, which may 
be mandated by law.61 Management may also develop estimates more 
frequently than mandated by law, such as for programs that are new, 
substantially changed, or rapidly implemented to facilitate a timely risk 
assessment. 

8.14 Management considers the types of risks that could impact the 
entity’s information and information technology to provide a basis for 
identifying and analyzing risks related to information security.62 
Information security risk is the risk to entity operations, assets, and 
personnel, as well as external parties, due to unauthorized access, use, 
disclosure, disruption, modification, or destruction of information or 
information technology. These risks may impact the information security 
objectives of confidentiality, integrity, and availability.63 Types of 
information security risk impacting each of these three objectives may 
include the following: 

• Unauthorized access - End users, developers, or unrelated attackers 
may compromise the confidentiality of a platform or software system 

 
61See para. 16.06 for further discussion of monitoring activities related to improper 
payments.  
62See para. OV4.09 for further discussion of information security. 

63See para. 11.07 for further discussion of information security objectives.  
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by overriding controls to gain unauthorized access to the entity’s 
information technology or use capabilities that exceed their rights in 
those systems. 

• Exploitation of personnel - Attacks, such as phishing attempts, that 
trick users into revealing information or giving an attacker access to a 
platform or software system. 

• Installation of malicious software - Installation of a program or file 
that intentionally attacks the entity’s information technology by 
corrupting or stealing data, overwhelming a system with traffic, or 
locking the entity out. The objective of a malicious software (malware) 
attack may be to harm the entity, gain information, or obtain a 
financial gain. 

• Automated attacks - Attacks on information technology may be 
automated through mechanisms, such as bots, artificial intelligence, 
and machine learning software. 

• Undetected errors - End users, developers, or unrelated attackers 
may improperly alter data in the entity’s information technology 
without visible evidence. Erroneous changes resulting from corrupted 
systems may not be readily detectable by users. 

• Threats to physical environment - Threats to the physical 
environment, such as fire, loss of electricity, loss of climate controls, 
or natural disasters, can result in the loss of information or information 
technology system damage or disruption. In addition, failure to 
appropriately limit physical access to information or an information 
technology system may also allow a malicious attacker to access or 
modify information. 
 

8.15 Internal risks include unintentional acts by employees, whose 
vigilance is a key defense against external threats and user error. Internal 
threats may also come from intentional malicious acts by former or 
disgruntled employees. They pose unique risks because these individuals 
may be both motivated to work against the entity and better equipped to 
succeed in carrying out a malicious act as they have greater access to 
and knowledge of the entity’s information technology and business 
processes. 

8.16 External risks may come from external parties that connect with or 
operate the entity’s information technology or from unrelated attackers. 
External parties that connect with the entity’s operating systems and 
databases in the normal course of operations may include end users, 
such as program beneficiaries; federal, state, and local government 
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entities; and service organizations. External parties that operate the 
entity’s information technology may include developers to which the entity 
outsources the design of information technology or service organizations 
or location-independent technology services that operate the systems on 
behalf of the entity.64 External information security risks may arise when 
an entity relies on these external parties’ internal control systems as they 
perform business processes for the entity. 

8.17 Management considers information security risk factors, which may 
include the following: 

• the complexity of the entity’s information technology; 

• new or emerging technologies; 

• information technology that may be outdated or incompatible with new 
technologies; 

• decentralized operating systems and communications networks; 

• external-party access to the entity’s operating systems and 
communications networks; 

• information technology personnel not having the knowledge, skills, or 
abilities to maintain the entity’s information technology and respond to 
related risks; and  

• personnel being unfamiliar with technology and related risks. 
 

8.18 Management analyzes and responds to identified fraud, improper 
payment, and information security risks so that they are effectively 
mitigated. These risks are analyzed through the same risk analysis 
process performed for all identified risks.65 Management analyzes the 
identified risks by estimating their significance to assess their impact on 
achieving the defined objectives. 

8.19 Management responds to fraud, improper payment, and information 
security risks consistent with the risk response process performed for all 
analyzed risks.66 Based on the selected risk response, management 
determines the specific actions to effectively mitigate each risk. It may be 

 
64See paras. 11.06 and 11.13 for further discussion of information technology that may be 
outsourced to external parties. 
65See paras. 7.07 through 7.09 for further discussion of analyzing risks. 

66See paras. 7.10 through 7.15 for further discussion of responding to risks. 
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possible to reduce or avoid certain fraud, improper payment, or 
information security risks by making changes to the entity’s activities and 
processes. These changes may include stopping or reorganizing certain 
operations, modifying the entity’s information technology, reallocating 
roles among personnel to enhance segregation of duties, or designing or 
modifying control activities. Management may also need to develop 
further responses to address the risk of management override of controls, 
particularly when considering fraud risks. 

8.20 Management may develop separate processes within the periodic 
and ongoing risk assessment process67 with separate oversight 
responsibilities, to manage risks related to fraud, improper payments, or 
information security as part of the entity’s overall internal control system. 
These separate processes would cover all components of internal control 
related to these specific risks.68 

9.01 Management should identify, analyze, and respond to significant 
changes that could impact the internal control system.  

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Identify Significant Changes 

• Establish a Change Assessment Process 

• Identify, Analyze, and Respond to Risks Related to Significant 
Changes 

9.02 As part of periodic and ongoing risk assessments, management 
identifies, on a timely basis, significant internal and external changes that 
could impact the entity’s internal control system. Identifying, analyzing, 
and responding to significant changes is similar to, if not part of, the 
entity’s periodic and ongoing risk assessment process. However, change 
is discussed separately because it is critical to an effective internal control 

 
67See para. 7.02 for further discussion of the periodic and ongoing risk assessment 
process. 
68See para. 7.12 for further discussion of separate processes to manage certain risks as 
part of the entity’s internal control system, and para. 11.09 for discussion of a separate 
process for managing risks related to information security in the context of general control 
activities. 
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system and can often be overlooked or inadequately or not timely 
addressed in the normal course of operations. 

9.03 Conditions affecting the entity and its environment continually 
change. Management identifies, on a timely basis, significant changes to 
internal and external conditions that have already occurred or are 
expected to occur. Management anticipates and plans for significant 
changes that are expected to occur by using a forward-looking process to 
identify expected changes. This enables management to timely identify 
and analyze the impact of related risks.  

9.04 Changes in internal conditions may include changes to the entity’s 
programs or activities, oversight structure, organizational structure, 
personnel, and technology. Changes in external conditions may include 
changes in the governmental, economic, technological, legal, regulatory, 
and physical environments. Changes in external conditions may also 
include economic instability or crises, public health emergencies, natural 
and human-caused disasters, and other catastrophic events. 
 
9.05 Management documents a change assessment process for 
identifying, analyzing, and responding to risks related to significant 
changes so that the internal control system can be quickly adapted as 
needed to respond to significant changes as they occur [documentation 
requirement].69 

9.06 As significant changes that an entity may need to respond to can 
occur quickly and unexpectedly, establishing a change assessment 
process in advance of significant changes occurring is essential to 
maintaining an effective internal control system as change occurs.70 This 
is especially important in situations where management may need to 
rapidly implement a new program or substantially change an existing 
program. For example, management may need to implement an 
emergency assistance program in response to public health emergencies, 
natural or human-caused disasters, or other catastrophic events.  

9.07 Management develops and documents a change assessment 
process based on the risk assessment process described in principle 7.71 

 
69See paras. 3.09 through 3.12 for further discussion of documentation of the internal 
control system.  
70See para. 7.08 for further discussion of management’s estimation of significance of risk.  

71See principle 7 for further discussion of the risk assessment process. 
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The process includes procedures for identifying, analyzing, and 
responding to risks related to significant changes.  

9.08 Management’s change assessment process includes steps for timely 
identifying risks related to significant change, which may include the 
following: 

• the need to provide complex or different services quickly, which may 
result in increased risks overall, including those related to fraud, 
improper payments, information security, and noncompliance with 
applicable laws and regulations; 

• ability to design and implement preventive control activities timely due 
to legal requirements or urgency to deliver a service quickly; 

• ability to timely communicate relevant and quality information both 
internally and externally to support the internal control system, such 
as changes to identified risks, internal control responsibilities, and 
training on how to administer new internal controls; 

• availability of existing resources, such as workforce capacity or 
availability of data (i.e., data-sharing agreements for external data), to 
adequately and timely adapt the entity’s internal control system to 
address new or increased risks; and  

• known internal control deficiencies that could increase risks related to 
significant change. 

9.09 Management’s change assessment process includes considerations 
for management to effectively analyze risk related to significant change, 
which may include the following:  

• how to determine the appropriate scope and extent of initial risk 
assessment related to a significant change—management considers 
entity objectives, risk tolerances, and other factors when making this 
determination—and 

• how to determine the timing of subsequent ongoing risk assessments 
as the entity responds to significant changes. 

9.10 Management’s change assessment process includes considerations 
to facilitate its ability to quickly adapt the entity’s internal control system 
and effectively respond to a significant change once it occurs, such as the 
following:  

• modifying the organizational structure, responsibilities, and authorities 
to address identified risks; 
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• determining whether to create a separate process, with separate 
oversight responsibilities, to manage risks related to the change as 
part of the entity’s overall internal control system;72 

• identifying any existing control activities, policies and procedures, or 
other processes in existing or similar programs that could be 
leveraged or modified; 

• identifying preventive control activities that could be implemented prior 
to the distribution of program benefits, even if time or resources are 
constrained; 

• identifying monitoring and detective control activities that could be 
enhanced or performed more frequently if preventive controls to 
mitigate certain risks are not feasible; 

• considering lessons learned from past programs to inform future 
practices; 

• identifying and establishing communications with external parties that 
may contribute to the operational effectiveness of the entity’s internal 
control system when implementing the change; and 

• identifying and establishing data-sharing, data-matching, and data-
analytics opportunities, including considering known data access 
issues. 

9.11 Changes in conditions affecting the entity and its environment often 
require changes to the entity’s internal control system, as existing controls 
may not be effective for meeting objectives or addressing risks under 
changed conditions. Once significant changes are identified, 
management uses its change assessment process to identify and analyze 
the impact of risks related to the identified significant changes on the 
internal control system and responds by revising the system on a timely 
basis, when necessary, to maintain its effectiveness. This risk 
assessment,73 and revision to the internal control system when 
necessary, is completed before the entity responds to changing 
conditions, for example, before it implements a new program or makes 
significant changes to existing programs or activities.  

 
72See para. 7.12 for further discussion of separate processes to manage certain risks as 
part of the entity’s internal control system. 
73See para. 9.09 for further discussion of the scope and extent of the risk assessment.  
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9.12 Management also performs ongoing risk assessments as the entity 
responds to changing conditions to analyze and respond to risks on a 
real-time basis.  

9.13 Further, changing conditions often prompt new risks or changes to 
existing risks that need to be assessed. As part of analyzing and 
responding to significant change, management performs a risk 
assessment to identify, analyze, and respond to any new risks prompted 
by the changes. Additionally, existing risk assessments may need to be 
updated to determine whether the defined risk tolerances and risk 
responses need to be revised. 
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Overview 

Control activities are the actions management establishes through 
policies and procedures to mitigate risks to achieving the entity’s 
objectives to acceptable levels. 

Principles 

10. Management should design control activities to mitigate risks to 
achieving the entity’s objectives to acceptable levels. 

11. Management should design general control activities over information 
technology to mitigate risks to achieving the entity’s objectives to 
acceptable levels. 

12. Management should implement control activities through policies and 
procedures. 

 

  

Control Activities 
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10.01 Management should design control activities to mitigate risks to 
achieving the entity’s objectives to acceptable levels. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Response to Risks 

• Design of Appropriate Types of Control Activities 

• Design of Automated and Manual Control Activities 

• Design of Preventive and Detective Control Activities 

• Design of Control Activities at Various Levels 

• Segregation of Duties 

10.02 Management designs control activities in response to risks to 
achieve an effective internal control system. Control activities are the 
actions management establishes through policies and procedures to 
specifically mitigate risks to achieving the entity’s objectives to acceptable 
levels.74 Control activities support all the components of internal control 
but are particularly aligned with the risk assessment component. As part 
of periodic and ongoing risk assessments, management identifies 
objectives; the risks related to the entity and its objectives, including its 
service organizations; the entity’s risk tolerance; and risk responses. 
Management designs control activities or modifies existing control 
activities to mitigate risks to acceptable levels within management’s 
defined risk tolerance.75 Typically, control activities are needed when an 
entity chooses to either reduce or share a risk. The nature and extent of 
the risk response and any associated control activities will depend, at 
least in part, on management’s defined risk tolerance. 

10.03 Management designs appropriate types of control activities for the 
entity’s internal control system, including the entity’s information 
technology, by considering all aspects of its internal control components, 
relevant business processes, and operating environment. An entity’s 
internal control is flexible to allow management to tailor control activities 

 
74See para. OV1.04 for further discussion of policies and procedures, including controls 
and control activities. 
75See paras. 7.10 through 7.11 for further discussion of risk response actions. 
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to meet the entity’s unique needs. The specific control activities used by a 
given entity may be different from those used by others based on several 
factors. These factors could include specific threats the entity faces and 
the risks involved, differences in objectives, managerial judgment, size 
and complexity of the entity, operational environment, and sensitivity and 
value of data. 

10.04 The common categories of control activities listed in table 1 
illustrate the range and variety of control activities that may be useful to 
management. The list is not all inclusive and may not include all 
categories of control activities that an entity may need.76 

Table 1: Common Categories of Control Activities 

• Top-level reviews of actual performance 
• Reviews by management at the functional or activity level 
• Establishment and review of performance measures and indicators 
• Management of human capital 
• Control activities over information processing 
• Physical control activities over vulnerable assets 
• Access restrictions to and accountability for resources and records 
• Authorization of transactions 
• Control activities over complete, accurate, and timely recording of valid transactions 
• Appropriate documentation of transactions and control activities 
• Oversight of entity business processes assigned to service organizations 
• Segregation of duties 
• Program-related control activities 
• Fraud-related control activities 
• Improper-payment-related control activities 
• Compliance-related control activities 

  Source: GAO. | GAO-25-107721 

 

• Top-level reviews of actual performance - Management tracks 
major entity achievements and compares these to the plans, goals, 
and objectives set by the entity. 

• Reviews by management at the functional or activity level - 
Management compares actual performance to planned or expected 
results throughout the organization and analyzes significant 
differences. 

 
76See app. II for examples of control activities that may be useful to management. 
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• Establishment and review of performance measures and 
indicators - Management establishes control activities to monitor 
performance measures and indicators that it has established for its 
defined objectives. These may include comparisons and assessments 
relating different sets of data to one another so that management can 
analyze the relationships and take appropriate actions. Management 
designs control activities aimed at validating the propriety and integrity 
of both entity and individual performance measures and indicators. 

• Management of human capital - Management establishes control 
activities to manage and supervise the entity’s workforce. Effective 
management and supervision of an entity’s workforce, its human 
capital, is essential to achieving results. The entity can successfully 
carry out its business processes when competent personnel are on 
board and are provided the right training, tools, structure, incentives, 
and responsibilities. 

Management continually assesses the needs of the entity so that it 
can maintain a workforce that has the required knowledge, skills, and 
abilities to meet these needs and achieve entity objectives. Training is 
aimed at developing and retaining employee knowledge, skills, and 
abilities to meet changing organizational needs. Management 
provides qualified and continuous supervision so that entity objectives 
are achieved. Management designs a performance evaluation and 
feedback system, supplemented by an effective rewards system, to 
help employees understand the connection between their 
performance and the entity’s success. As part of its human capital 
planning, management also considers how best to retain valuable 
employees, plan for their eventual departure, and maintain a 
continuity of needed skills and abilities. 

• Control activities over information processing - A variety of control 
activities are used to achieve effective information processing for the 
completeness, accuracy, and validity of data.77 Examples include data 
validation rules designed to detect erroneous data values before 
processing, accounting for transactions in numerical and logical 
sequences, processing of transactions timely, and comparing file 
totals with control accounts. 

 
77Information processing may be manual or automated. Where these control activities are 
incorporated into automated business processes, they are considered application or user 
control activities. See paras. 10.05 through 10.09 for further discussion of automated and 
manual control activities, and para. 10.18 for further discussion of information processing 
objectives. 
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• Physical control activities over vulnerable assets - Management 
establishes physical control activities to secure and safeguard 
vulnerable assets. Examples include security for and limited access to 
assets such as cash, securities, inventories, and equipment (including 
information technology infrastructure) that might be vulnerable to risk 
of loss or unauthorized use. Management periodically counts and 
compares such assets to control records. Management may also 
establish physical control activities over facilities housing vulnerable 
assets. Entrance points may be secured by physical barriers, such as 
turnstiles, gates, and locked doors. Restricted areas containing 
sensitive information may include additional security, such as alarms, 
fencing, cameras, and motion- or sensor-triggered lighting to prevent 
or deter unauthorized access. 

• Access restrictions to and accountability for resources and 
records - Management limits access to physical and digital resources 
and records to authorized individuals; it also assigns and maintains 
accountability for their custody and use. Management may 
periodically inspect evidence demonstrating accountability for 
resources and records (such as custodial records and access logs) to 
help reduce the risk of errors, fraud, misuse, or unauthorized 
alteration. 

• Authorization of transactions - Transactions are authorized and 
executed only by persons acting within the scope of their authority.78 
This is the principal means of assuring that only valid transactions to 
exchange, transfer, use, or commit resources are initiated or entered 
into. Management clearly communicates authorizations to personnel, 
for example, by assigning the capabilities to their credentials in an 
information technology system, or by signature or other methods of 
express approval. Management may require approval from multiple 
levels or units (multilevel authorization) to authorize unique or 
recurring transactions that present a greater risk to the entity. 
Management regularly reviews and updates system credentials and 
access rights related to authorizations for continued appropriateness. 

• Control activities over complete, accurate, and timely recording 
of valid transactions - Management establishes control activities so 
that valid transactions are completely and accurately recorded on a 
timely basis. Transactions are promptly recorded to maintain their 

 
78See para. 11.11 for further discussion of logical and physical access controls that 
prevent unauthorized transactions in the entity’s information technology. 
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relevance and value to management in controlling operations and 
making decisions. This applies to the entire process or life cycle of a 
transaction or event, from its initiation and authorization through its 
final classification in summary records.  

• Appropriate documentation of transactions and control  
activities - Management clearly documents the performance of 
control activities and all transactions and other significant events that 
occur in a manner that allows the documentation to be readily 
available for examination. Documentation and records are properly 
managed and maintained. 

• Oversight of entity business processes assigned to service 
organizations - Management establishes control activities to oversee 
business processes that service organizations perform on behalf of 
the entity.79 Examples include control activities to obtain, review, and 
appropriately respond to information regarding relevant service 
organization operations and controls, including information from 
audits, evaluations, and performance metrics. Management 
establishes processes for communicating necessary information with 
service organizations, such as relevant risks, internal control practices 
to consider, information requirements, and circumstances that may 
impact achieving the entity’s objectives.80 The entity may also 
establish complementary user entity controls that the service 
organization identified as being necessary for the entity to achieve its 
objectives. 

• Segregation of duties - Management divides or segregates key 
duties and responsibilities among different people to reduce the risk of 
error, misuse, or fraud. This includes separating the responsibilities 
for authorizing transactions, processing and recording them, reviewing 
the transactions, and handling any related assets so that no one 
individual controls all key aspects of a transaction or event. 

• Program-related control activities - Management establishes 
control activities to achieve program-related objectives, which are the 
operations objectives most directly aligned with the entity’s mission. 
Examples of program-related objectives include providing services, 
awarding federal financial assistance, and performing regulatory 

 
79See paras. OV4.03 through OV4.05 for further discussion of service organizations.  

80See paras. 13.04 and 15.02 through 15.06 for further discussion of information and 
communication with external parties. 
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responsibilities. Control activities may include verifying that services 
are provided timely and in accordance with program policies, 
reviewing for proper awarding of program benefits or federal financial 
assistance, and reviewing to identify when regulated entities have not 
complied with applicable laws and regulations.  

• Fraud-related control activities - Control activities may be designed 
to minimize the ability to conduct or conceal fraud. Examples of such 
activities include data validation, supervisory approval, and supporting 
documentation to verify identity and eligibility before executing 
transactions. Since the inherent motive of fraud is to commit and 
conceal the misrepresentation, detecting occurrences of fraud can be 
difficult. Management may use data analytics to identify trends and 
anomalies that indicate fraudulent activity, such as amounts or types 
of goods and services that are outside of the expected range for 
normal operations. Additionally, increasing fraud awareness through 
training can enable management and other personnel to better detect 
potential fraud.  

Management identifies and reports detected occurrences of potential 
fraud to the appropriate investigatory body and implements corrective 
actions, including payment or asset recovery, and disciplinary actions. 
Control activities that increase the likelihood of detection and 
prosecution can also serve as a deterrent to potential perpetrators of 
fraud. 

• Improper-payment-related control activities - Management designs 
control activities to prevent and detect improper payments. These 
control activities may include verification of identity and eligibility 
requirements through data matching, data validation, supervisory 
approval, and obtaining supporting documentation before making 
payments. They may also include recovery audits and activities, such 
as postpayment reviews and data analytics to identify improper 
payments. Management designs activities to recover overpayments 
and report improper payment estimates to regulatory bodies and 
stakeholders as required.81 

• Compliance-related control activities - Management designs 
control activities to achieve compliance with applicable laws and 
regulations and to respond when noncompliance is identified. 
Compliance objectives may include protecting confidential 

 
81See para. 16.06 for further discussion of improper payment estimates. 
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information, including privacy and sensitive information; retaining 
communications; and completing various reporting requirements. 
Management responds to noncompliance by reporting occurrences to 
the appropriate regulatory body as required and taking corrective 
action to recover from the event and achieve compliance in the 
entity’s processes going forward.  

10.05 Control activities can be designed and implemented in an 
automated, partially automated, or a manual manner. Automated control 
activities may be wholly or partially performed using the entity’s 
information technology. Manual control activities are performed by 
individuals without relying on the entity’s information technology. 
Automated control activities tend to be more reliable because they are 
less susceptible to human error and are typically more efficient. 

10.06 Management designs information technology control activities to 
support the operation and security of the entity’s information technology 
and automated business processes. Information technology control 
activities consist of general, application, and user control activities. 

10.07 Application and user control activities rely on the entity’s 
information technology. Application control activities are automated 
control activities that are incorporated directly into application software to 
achieve the completeness, accuracy, and validity of transactions and 
data. Application control activities include control activities over the input, 
processing, and output of data. User control activities, sometimes referred 
to as information technology-dependent controls, are partially automated 
control activities that are performed by individuals using the entity’s 
information technology or by relying on the information processed through 
technology.82 For example, management may authorize a transaction as 
part of an automated workflow or may respond to incidents flagged in 
system log reports.  

10.08 General control activities are designed to mitigate information 
security risks and are the actions established through policies and 
procedures that apply to all or a large segment of an entity’s information 
technology.83 General control activities support the proper operation of 
the entity’s information technology by creating a suitable environment for 

 
82User control activities may also be considered two separate control activities, with a 
manual control activity that relies on an automated control activity. 
83See paras. 11.07 through 11.17 for further discussion of general control activities over 
information technology. 
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effective operation of application and user control activities. General 
control activities can be designed and implemented in either an 
automated or a manual manner. 

10.09 Common categories of information technology control activities and 
how they align with information processing and information security 
objectives are illustrated in figure 7.84 The common categories of 
information technology control activities listed in figure 7 are meant only 
to illustrate the range and variety of control activities that may be useful to 
management. This list is not all inclusive and may not include all 
information technology control activities that an entity may need.  

Figure 7: Common Categories of Information Technology Control Activities 

 

 
84See para. 10.18 for further discussion of information processing objectives and para. 
11.07 for further discussion of information security objectives. 
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10.10 Control activities can be either preventive or detective.85 The main 
difference between preventive and detective control activities is timing, 
that is, when the control activity occurs within an entity’s operations. A 
preventive control activity is designed to avoid an unintended event or 
result before it occurs. A detective control activity is designed to discover 
and timely correct an unintended event or result after it occurs. The 
effectiveness of a detective control activity depends on timeliness of the 
corrective action to address the unintended event or result. Corrective 
action may address the event that occurred or may correct the 
deficiencies in the process that led to the event.86 

10.11 Management evaluates the purpose of the control activity as well 
as the likelihood of an unintended event or result occurring and the 
magnitude of impact it would have on the entity in achieving its objectives. 
Management may design both preventive and detective control activities 
to effectively mitigate the risks to achieving the objectives, particularly in 
circumstances where the risk of an unintended event or result occurring is 
high. Generally, the higher the risk of an unintended event or result 
occurring, the stronger or more robust the control activities need to be to 
effectively mitigate the higher risk to acceptable levels.  

10.12 Management designs an appropriate mix of preventive and 
detective control activities to mitigate risks to an acceptable level, 
prioritizing preventive control activities where appropriate. When 
designing control activities, management first considers preventive control 
activities, as they generally offer the most cost-efficient use of resources 
and are generally effective at mitigating fraud and improper payment 
risks.87 Management next considers detective control activities and may 
design both preventive and detective control activities when necessary to 
mitigate a particular risk.  

10.13 There may be rare situations where management determines 
through its evaluation that a preventive control activity would better 
mitigate a particular risk but is unable to implement it. In these situations, 
management strengthens and expedites detective control activities and 
may also expedite monitoring activities to enable the entity to effectively 
mitigate the risk to acceptable levels, considering the risk related to the 

 
85See app. II for examples of preventive and detective control activities. 

86See principle 17 for further discussion of remediating deficiencies in internal control.  

87See paras. OV4.15 through OV4.17 for further discussion of the benefits and costs of 
internal control. 
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likelihood of an unintended event or result occurring and the magnitude of 
impact it would have on the entity in achieving its objectives.88 

10.14 Management designs control activities at the appropriate levels in 
the organizational structure. 

10.15 Management designs control activities for appropriate mitigation of 
risks in the entity’s business processes. Business processes transform 
inputs into outputs through a series of transactions or activities to achieve 
the entity’s objectives. Management designs entity-level control activities, 
business process-level control activities (commonly referred to as 
transaction control activities), or both depending on the level of precision 
needed so that the entity mitigates risks to an acceptable level related to 
its business processes. Entity-level and transaction control activities can 
be implemented in an automated, partially automated, or a manual 
manner. 

10.16 Entity-level control activities are controls designed to mitigate risks 
that have a pervasive effect on an entity’s internal control system and 
may pertain to multiple components. Entity-level control activities may 
include controls related to the entity’s risk assessment process, control 
environment, service organizations, management override, and 
performance or analytical reviews. 

10.17 Transaction control activities are controls that directly mitigate 
information processing risks in the entity’s business processes. The term 
transaction tends to be associated with business processes addressing 
reporting objectives (e.g., financial transactions), while the term activity is 
more often associated with business processes addressing operations or 
compliance objectives. In the Green Book, “transactions” and “transaction 
control activities” can cover both transactions and activities. Management 
may design a variety of transaction control activities for business 
processes, which may include verifications, reconciliations, authorizations 
and approvals, physical control activities, and supervisory control 
activities. 

 

 

 

 
88See principle 16 for further discussion of monitoring activities.  
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10.18 When designing transaction control activities, management 
evaluates information processing objectives to meet the entity’s 
objectives and mitigate related risks.89 Information processing objectives 
may include the following: 

• Completeness - All transactions and events that occur have been 
properly recorded. 

• Accuracy - Data relating to transactions and events are properly and 
timely recorded. 

• Validity - All recorded transactions and events actually occurred, are 
related to the entity, and were executed according to prescribed 
procedures. 
 

10.19 While the information processing objectives are most often 
associated with financial processes and transactions, information 
processing objectives can be applied to any activity in an organization. 
For example, information processing objectives and related control 
activities can be applied to management’s decision-making processes 
that use nonfinancial data.  

10.20 When designing entity-level and transaction control activities, 
management evaluates the level of precision needed for the business 
processes to meet the entity’s objectives and mitigate related risks. The 
precision of a control activity refers to how exact the control activity will be 
in preventing or detecting an unintended event or result. Control activity 
precision is closely linked to the entity’s risk tolerance for a particular 
objective; a lower risk tolerance will require a more precise control 
activity. In determining the necessary level of precision for a control 
activity, management evaluates the following: 

• Level of aggregation - A control activity that is performed at a more 
granular level generally is more precise than one performed at a 
higher level. For example, an analysis of obligations by budget object 
class normally is more precise than an analysis of total obligations for 
the entity. 

• Consistency and timing of performance - A control activity that is 
performed routinely, consistently, and timely generally is more precise 
than one performed sporadically. 

 
89See para. 11.07 for further discussion of information security objectives, which support 
the achievement of information processing objectives. 
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• Correlation to relevant business processes - A control activity that 
is directly related to a business process generally is more likely to 
prevent or detect and correct an error than a control activity that is 
only indirectly related. 
 

10.21 Management considers segregation of duties in designing control 
activities so that incompatible duties are segregated. Where such 
segregation is not practical, management designs alternative control 
activities to mitigate the risk.90 

10.22 Segregation of duties helps prevent fraud, waste, and abuse in the 
internal control system.91 Management considers the need to separate 
control activities related to authority, custody, and accounting of 
operations to achieve adequate segregation of duties within the entity’s 
business processes. Segregation of duties can mitigate the risk of 
management override. Management override circumvents existing control 
activities and increases risk of fraud, waste, and abuse. Management 
mitigates this risk through segregation of duties but cannot absolutely 
prevent it because of the risk of collusion, where two or more employees 
act together to commit fraud, waste, or abuse. 

10.23 If segregation of duties is not practical within a business process 
because of limited personnel or other factors, management designs 
alternative control activities to mitigate the risk of fraud, waste, or abuse 
in the business process. 

11.01 Management should design general control activities over 
information technology to mitigate risks to achieving the entity’s objectives 
to acceptable levels. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Response to Risks 

• Design of the Entity’s Information Technology 

• Design of Appropriate Types of General Control Activities 

 
90See para. 11.16 for further discussion of segregation of duties related to general control 
activities. 
91See paras. 8.06 through 8.10 for further discussion of fraud, waste, and abuse. 
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11.02 Management designs general control activities over the entity’s 
information technology to mitigate risks to information security.92 
Information security is the protection of information or information 
technology from unauthorized access, use, disclosure, disruption, 
modification, or destruction to provide confidentiality, integrity, and 
availability. The reliability of information technology used within business 
processes, including automated controls, depends on the selection, 
development, and implementation of general control activities over 
information technology.  

11.03 Management designs information technology to support the entity’s 
information system and business processes.93 The entity’s information 
system includes both manual and automated processes. Automated 
processes are wholly or partially performed using information technology. 

11.04 Management designs the entity’s use of information technology in 
the information system by considering the defined information 
requirements for each of the entity’s business processes. Information 
technology incorporated into business processes enables information 
related to those processes to become available to the entity on a timelier 
basis. Additionally, information technology may be incorporated into 
control activities to enhance internal control over the processing and 
security of information. Although information technology implies specific 
types of control activities, information technology is not a “stand-alone” 
control consideration. It is an integral part of most control activities. 

11.05 Information technology consists of the infrastructure, platforms, and 
software used to automate processes. Infrastructure comprises the 
physical information technology resources necessary to run software, 
including the hardware and devices used for information processing, data 
storage, and network communication. Infrastructure also includes the 
logical information technology resources necessary to run multiple virtual 
machines on shared physical information technology resources. Platforms 
comprise the logical information technology resources necessary to run 
application software, including operating systems and related computer 
programs, tools, and utilities. Software comprises application software, 

 
92See para. 8.14 for further discussion of information security risks. 

93See para. 13.05 for further discussion of the information system. The term information 
technology as used in this document is sometimes referred to as information systems or 
technology. See para. OV4.09 for clarification of the Green Book’s use of these terms. 
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access control software, and other software used to perform specific 
functions of the entity’s business processes. 

11.06 Management designs the information technology infrastructure to 
support the entity’s business processes. Information technology requires 
a physical infrastructure in which to operate, including communication 
networks for linking information technologies, computing resources for 
software and platforms to operate, and electricity to power the information 
technology. An entity’s information technology infrastructure can be 
complex. It may be owned and operated by the entity, shared by different 
units within the entity, or outsourced either to service organizations or to 
location-independent technology (e.g., cloud computing and storage) 
services. In designing the information technology infrastructure, 
management considers factors such as the expertise required to develop 
and maintain the information technology, costs to develop information 
technology internally or outsource, desired level of control over resources, 
and impact on continuity of operations. 

11.07 Management designs appropriate types of general control activities 
to mitigate information security risks.94 General control activities are the 
actions established through policies and procedures that apply to all or a 
large segment of an entity’s information technology. They support the 
proper operation of the entity’s information technology by creating a 
suitable environment for effective operation of application and user 
control activities.95 When designing general control activities, 
management evaluates information security objectives to meet the 
defined information requirements. General control activities are designed 
to achieve one or more of the following information security objectives: 

• Confidentiality - Preserving authorized restrictions on information 
access and disclosure, including means for protecting privacy and 
sensitive information. 

• Integrity - Guarding against improper information modification or 
destruction, which includes ensuring information’s nonrepudiation and 
authenticity. 
 

 
94See paras. 10.06 through 10.09 for further discussion of information technology control 
activities, including general control activities. 
95See para. 10.18 for further discussion of information processing objectives. 
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• Availability - Ensuring timely and reliable access to and use of 
information, thus preventing the disruption of access to or use of 
information or information technology.  
 

11.08 The nature, timing, and precision of general control activities will 
depend on various factors, such as the complexity of the technology, 
sensitivity of information, use of service organizations, use of shared 
service or data centers, and risk of the underlying business process being 
supported. 

11.09 General control activities may be applied at the entity, system, and 
business process levels. General control activities include the following: 

• Security management - A separate process, addressing all 
components of internal control, for responding to risks related to 
information security. 

• Logical and physical access - Control activities that restrict access 
to information technology to authorized users. 

• Configuration management - Control activities to develop and 
maintain the operating and security features of information technology 
and control changes to their configuration. 

• Segregation of duties - Separating control activity responsibilities 
related to information technology to prevent individuals from 
controlling all critical stages of a process or overriding automated 
processes. 

• Contingency planning - Control activities that maintain the continuity 
of operations and rely on information technology, including 
contingency plans for recovery after a disruption of service. 
 

11.10 Security management is the ongoing process for mitigating 
information security risks as part of the entity’s overall internal control 
system (sometimes referred to as a security management program). This 
ongoing process covers all components of internal control related to 
information security risks.96 

11.11 Logical and physical access control activities include restricting 
access or detecting inappropriate access to information and information 

 
96See para. 8.20 for further discussion of establishing a separate process for responding 
to information security risks. 
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technology.97 They protect information technology resources against 
unauthorized access, use, disclosure, disruption, modification, or 
destruction, whether from malicious intent or error. Logical access control 
activities require users to authenticate themselves and restrict them to the 
applications or functions commensurate with their assigned 
responsibilities, supporting an appropriate segregation of duties.98 
Management may grant different permissions to employees and end 
users, including the rights to create, read, edit, or delete a file; execute a 
program; and retrieve or update information in a database. Management 
designs other control activities to promptly update access rights when 
employees change job functions or leave the entity. Physical access 
control activities involve restricting physical access to information and 
information technology, including the physical infrastructure, and 
protecting it from intentional or unintentional loss or impairment. 

11.12 Configuration management control activities involve the 
identification and management of operating and security features for 
information technology (i.e., infrastructure, platforms, and software) 
throughout the technology development process. Management may use a 
technology development methodology to provide a structure for a new 
information technology design by outlining specific phases and 
documenting requirements, approvals, and checkpoints within control 
activities over the development, maintenance, and change of technology. 
Management evaluates the objectives and risks of the new technology in 
designing control activities over its technology development methodology. 

11.13 Control activities for developing information technology, commonly 
referred to as systems development controls, prevent the use of 
unauthorized or untested systems. Management may internally develop 
information technology, acquire it from suppliers, or outsource its 
development to service organizations. Management incorporates 
methodologies for acquisition into its development process and designs 
control activities over the selection, ongoing development, and 
maintenance of information technology. For a system developed 
internally, management designs control activities to mitigate risks in 
outsourced technology before it is incorporated into the entity’s business 
processes. Management evaluates the unique risks that using a service 
organization, search engine, or artificial intelligence software present to 

 
97See app. II for further discussion of network security measures when information 
technologies connect or interact. 
98See app. II for further discussion of authentication control activities. 
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the completeness, accuracy, and validity of information submitted to and 
received from the organization or software system.99 

11.14 Control activities for maintaining information technology include 
identifying vulnerabilities to patch and other functional updates to be 
made. Management continuously monitors the entity’s information 
technology to establish a baseline for evaluating performance, detecting 
underlying deficiencies before they negatively impact users, collecting 
data when risks occur, and enabling continuous improvement. 
Vulnerability management is the process of identifying system 
vulnerabilities where change may be necessary for remediation. 
Management may identify vulnerabilities through continuous monitoring of 
characteristics such as the type of technology used, physical entry points, 
and trends in user activity. Management may use monitoring software 
that automatically notifies appropriate personnel when a breach or 
irregularity is identified. Management may also perform penetration 
testing of the system to identify vulnerabilities that a hacker might exploit. 
Patch management is the process of applying platform and software 
updates to close security vulnerabilities and improve functionality. 
Management implements control activities to periodically or automatically 
update antivirus software, apply patches to correct security issues, and 
scan for and remove unauthorized access points. 

11.15 Control activities for changing information technology prevent 
unauthorized or untested modifications to existing systems. To 
reasonably assure that changes to the configuration of information 
technology are necessary, work as intended, and do not cause loss of 
data or program integrity, changes go through a formal change 
management process in which they are authorized, documented, tested, 
and independently reviewed. This may involve requiring authorization of 
change requests; reviewing the changes, approvals, and testing results; 
and designing protocols to determine whether changes are made 
properly. Depending on the size and complexity of the entity, initial 
development or acquisition of information technology and subsequent 
changes to the information technology may be included in one 
methodology or two separate methodologies. 

 
99Artificial intelligences (AI) are systems that are taught to solve problems, execute tasks, 
or generate content that normally require human intelligence by using inputs from a 
dataset to produce the requested outputs. Where entities rely on AI to inform, influence, or 
execute decisions or actions, management designs control activities to manage risks 
related to the data sources and subsequent data processing. 
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11.16 Segregation of duties control activities help prevent fraud, waste, 
and abuse from being executed using information technology in the 
internal control system and mitigate the risk of management override of 
automated processes. Management considers the need to separate 
responsibilities for control activities related to the entity’s information 
technology so that one individual does not control all critical stages of a 
process. This may include separating responsibilities for designing, 
testing, and implementing new systems or for processing transactions 
and managing databases.100 

11.17 Contingency planning protects critical and sensitive data against 
loss and allows for critical operations to continue without disruption or be 
promptly resumed when unexpected events occur. Maintaining 
technology through contingency planning often includes backup and 
recovery procedures, as well as continuity of operations plans, depending 
on the risks and consequences of a full or partial power systems outage 
or other disruption of service. Recovery plans are tested periodically in 
disaster simulation exercises to determine whether they will work as 
intended. 

 

 

 

 

 

 

 

 

 

 
100See paras. 10.21 through 10.23 for further discussion of segregation of duties.  
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12.01 Management should implement control activities through policies 
and procedures. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Documentation of Control Activities Through Policies and Procedures 

• Periodic Review of Control Activities 
 

12.02 Management establishes control activities by documenting in 
policies what is expected and in procedures specified actions that 
implement policies, to mitigate risks to achieving the entity’s objectives to 
acceptable levels [documentation requirement].101 

12.03 Management documents in policies and procedures for each unit 
within the entity’s organizational structure its responsibility for a business 
process’s objectives and related risks and control activity design, 
implementation, and operating effectiveness.102 Each unit, with guidance 
from management, determines the policies necessary to operate the 
business process based on the objectives and related risks. Each unit 
also documents policies and procedures in the appropriate level of detail 
to allow management to effectively monitor the control activity. The 
documentation may appear in various forms, such as management 
directives, administrative policies, or operating manuals. 

12.04 Those in key roles for the unit may further define policies through 
day-to-day procedures, depending on the rate of change in the operating 
environment and complexity of the business process. Procedures may 
include the timing of when a control activity occurs and any follow-up 
corrective actions to be performed by competent personnel if deficiencies 
are identified.103 Management communicates the policies and procedures 
entity-wide so that personnel can implement the control activities for their 
assigned responsibilities. 

 
101See paras. 3.09 through 3.12 for further discussion of documentation of the internal 
control system.  
102See paras. 3.02 through 3.05 for further discussion of organizational structure.   

103See paras. 17.06 through 17.08 for further discussion of corrective actions.  
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12.05 Management reviews policies, procedures, and related control 
activities on a periodic and ongoing basis for continued relevance and 
effectiveness in achieving the entity’s objectives or mitigating related 
risks.104 If there is a significant change in an entity’s process, 
management reviews this process in a timely manner after the change to 
determine that the control activities are designed and implemented 
appropriately. Changes may occur in personnel, business processes, or 
information technology. A new law or regulation may change an entity’s 
objectives or how an entity is to achieve an objective. Further, in the 
federal environment, this may occur through government-wide policy or 
guidance issued by entities like the Office of Management and Budget, 
Office of Personnel Management, and the Department of the Treasury. 
Management considers these changes in its periodic and ongoing 
reviews. Management also considers the results of its monitoring 
activities to determine whether control activities are designed and 
implemented effectively.105 

 
104See paras. 16.04 through 16.08 for further discussion of monitoring the effectiveness of 
internal control.  
105See paras. 16.09 and 17.05 for further discussion of management’s evaluation of the 
results of monitoring and identified internal control issues.  
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Overview 

Management uses quality information to support the internal control 
system. Effective information and communication are vital for an entity to 
achieve its objectives. Entity management needs access to relevant and 
reliable communication related to internal as well as external events. 
Information and communication support the functioning of all components 
of internal control and achieving the entity’s operations, reporting, and 
compliance objectives. 

Principles 

13. Management should obtain or generate relevant, quality information 
and use it to support the functioning of the internal control system. 

14. Management should internally communicate relevant and quality 
information, including objectives and responsibilities for internal 
control, necessary to support the functioning of the internal control 
system. 

15. Management should communicate relevant and quality information 
with appropriate external parties regarding matters impacting the 
functioning of the internal control system. 

 

Information and Communication 



 
Information and Communication 
 
 
 

Page 83 GAO-25-107721  Federal Internal Control Standards 

13.01 Management should obtain or generate relevant, quality 
information and use it to support the functioning of the internal control 
system. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Identification of Information Requirements 

• Relevant Data from Reliable Sources 

• Data Processed into Quality Information 
 

13.02 Management designs a process that uses the entity’s objectives 
and related risks to identify the information requirements needed to 
support the internal control system. Information requirements consider the 
needs of both internal and external users. Management defines the 
identified information requirements at the relevant level and requisite 
specificity for appropriate personnel. 

13.03 Management identifies information requirements in an iterative and 
ongoing process that occurs throughout the design, implementation, and 
operation of an effective internal control system. An entity’s controls 
within the five components of internal control establish information 
requirements. As change in the entity and its objectives and risks occurs, 
management changes information requirements as needed to meet these 
modified objectives and address these modified risks. Management 
establishes information requirements through policies and procedures, 
with clear responsibility and accountability for the quality of information. 
These information requirements are communicated both internally and 
externally, such as with service organizations. 

13.04 Management obtains or generates relevant data from reliable 
internal and external sources in a timely manner based on the identified 
information requirements. Relevant data have a logical connection with, 
or bearing upon, the identified information requirements. Reliable internal 
and external sources provide data that are reasonably free from error and 
bias and faithfully represent what they purport to represent. Management 
evaluates both internal and external sources of data for reliability. 
Management obtains relevant data through a variety of forms, including 
using manual input or compilation, using information technology, or 

Principle 13 - Use 
Quality Information 

Identification of 
Information Requirements 

Relevant Data from 
Reliable Sources 



 
Information and Communication 
 
 
 

Page 84 GAO-25-107721  Federal Internal Control Standards 

coordinating with other entities to obtain or access data.106 Sources of 
data can be operational, reporting, or compliance related. Management 
obtains data on a timely basis so that they can be used for effective 
monitoring.  

13.05 Management processes relevant data obtained or generated from 
reliable sources into quality information through the entity’s information 
system. The entity’s information system comprises the people, processes, 
data, and information technology that management uses to obtain, 
generate, communicate, or dispose of information to support the entity’s 
business processes.  

13.06 Management develops the entity’s information system to obtain, 
generate, and process relevant data into quality information to meet the 
identified information requirements needed to support the internal control 
system. Information processing can be manual, automated through the 
use of information technology, or a combination of both.  

13.07 Management evaluates the processed information to determine 
whether it is quality information. Quality information meets the identified 
information requirements when relevant data from reliable sources are 
used. Quality information is appropriate, current, complete, accurate, 
accessible, verifiable, retained as appropriate, and provided on a timely 
basis. Management considers these characteristics and the information 
processing and information security objectives in evaluating processed 
information, and makes revisions when necessary, so that the information 
is quality information.107 Management uses the quality information to 
make informed decisions and evaluate the entity’s performance in 
achieving key objectives, addressing risks, and fulfilling internal control 
responsibilities. 

 

 

 
106See app. II for examples of sources of data that may be helpful to management. 

107See paras. 10.18 and 11.07 for further discussion of information processing and 
information security objectives. 
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14.01 Management should internally communicate relevant and quality 
information, including objectives and responsibilities for internal control, 
necessary to support the functioning of the internal control system. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Communication Throughout the Entity 

• Appropriate Methods of Communication 
 

14.02 Management communicates relevant and quality information 
throughout the entity using established reporting lines. Communication is 
the continual, iterative process of providing, sharing, and obtaining 
necessary information. Quality information is communicated down, 
across, up, and around reporting lines to all levels of the entity. 

14.03 Management communicates relevant and quality information down 
and across reporting lines to enable personnel to understand and perform 
key roles in achieving objectives, addressing risks, and supporting the 
internal control system. In these communications, management assigns 
the internal control responsibilities for key roles. Communications support 
the functioning of all five components of internal control and the 
achievement of the entity’s objectives. Communications may include legal 
and regulatory requirements, ethical values, the entity’s objectives, 
identified risks, policies and procedures that support personnel in 
performing their internal control responsibilities, and the results of 
monitoring activities that may include corrective actions to remediate 
internal control deficiencies. 

14.04 Management obtains relevant and quality information about the 
entity’s business processes that flows up the reporting lines from 
personnel to help management achieve the entity’s objectives. 
Information communicated by personnel may include internal control 
issues; this communication helps management identify internal control 
deficiencies and take corrective action. 

14.05 The oversight body obtains relevant and quality information that 
flows up the reporting lines from management and other personnel. 
Information relating to internal control communicated to the oversight 
body includes significant matters about adherence to, changes in, or 
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issues arising from the internal control system. This upward 
communication is necessary for the effective oversight of internal control. 

14.06 Personnel use separate reporting lines to go around upward 
reporting lines when these lines are compromised. Laws and regulations 
may require entities to establish separate lines of communication, such as 
whistleblower and ethics hotlines, for communicating confidential 
information. Management informs employees of these separate reporting 
lines, how they operate, how they are to be used, and how the 
information will remain confidential.  

14.07 Management selects appropriate methods for communicating 
internally. Management considers a variety of factors in selecting an 
appropriate method of communication. Some factors to consider follow: 

• Audience - The intended recipients of the communication. 

• Nature of information - The purpose and type of information being 
communicated. 

• Availability - Information readily available to the audience when 
needed. 

• Cost - The resources used to communicate the information. 

• Legal or regulatory requirements - Requirements in laws and 
regulations that may impact communication. 
 

14.08 Based on consideration of the factors, management selects 
appropriate methods of communication. Management evaluates the 
entity’s methods of communication on a periodic and ongoing basis so 
that the organization has the appropriate tools to communicate quality 
information throughout the entity on a timely basis. 
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15.01 Management should communicate relevant and quality information 
with appropriate external parties regarding matters impacting the 
functioning of the internal control system.108 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Communication with External Parties 

• Appropriate Methods of Communication 
 

15.02 Management communicates with, and obtains relevant and quality 
information from, appropriate external parties using established reporting 
lines. Open two-way external reporting lines allow for this communication. 
External parties may include service organizations, suppliers, contractors, 
regulators, regulated entities, external auditors, federal entities, state and 
local governments, grantees, and the public. 

15.03 Management communicates relevant and quality information 
externally through reporting lines so that appropriate external parties can 
help the entity achieve its objectives, address related risks, and support 
its internal control system. Information communicated by management 
includes significant matters relating to the entity’s events and activities 
that impact its internal control system. For instance, information 
communicated to service organizations may include information on the 
entity’s objectives and ethical values, identified risks, internal control 
practices to consider, and performance metrics. Information 
communicated for the entity to achieve program-related objectives may 
include information on eligibility, reporting, and audit requirements for 
recipients of federal financial assistance and legal and regulatory 
requirements to regulated entities. 

15.04 Management obtains information through reporting lines from 
external parties. Information communicated to management includes 
significant matters relating to risks, changes, or issues that impact the 
entity’s internal control system. Communication may also include 

 
108External communication is viewed distinctly from the external reporting objective, as 
discussed in para. 6.03. Reporting objectives require all five components of internal 
control. In contrast, the information and communication component supports the 
functioning of all components of reporting objectives, as well as operations and 
compliance objectives.  
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information for the entity to achieve program-related objectives. These 
communications are necessary for the effective operation of internal 
control. Management evaluates external information obtained against the 
characteristics of quality information and information processing 
objectives and takes any necessary actions so that the information is 
quality information.109 

15.05 The oversight body obtains information through reporting lines from 
external parties. Information communicated to the oversight body includes 
significant matters relating to risks, changes, and issues that impact the 
entity’s internal control system. This communication is necessary for the 
effective oversight of internal control. 

15.06 External parties use separate reporting lines when external 
reporting lines are compromised. Laws and regulations may require 
entities to establish separate lines of communication, such as 
whistleblower and ethics hotlines, for communicating confidential 
information. Management informs external parties of these separate 
reporting lines, how they operate, how they are to be used, and how the 
information will remain confidential. 

15.07 Management selects appropriate methods for communicating 
externally. Management considers a variety of factors in selecting an 
appropriate method of communication. Some factors to consider follow: 

• Audience - The intended recipients of the communication. 

• Nature of information - The purpose and type of information being 
communicated. 

• Availability - Information readily available to the audience when 
needed. 

• Cost - The resources used to communicate the information. 

• Legal or regulatory requirements - Requirements in laws and 
regulations that may impact communication. 
 

15.08 Based on consideration of the factors, management selects 
appropriate methods of communication. Management evaluates the 
entity’s methods of communication on a periodic and ongoing basis so 

 
109See para. 10.18 for further discussion of information processing objectives. 
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that the organization has the appropriate tools to communicate quality 
information throughout and outside of the entity on a timely basis. 

15.09 Government entities not only report to the head of the government, 
legislators, and regulators but to the public as well. In the federal 
government, entities not only report to the President and Congress but 
also to the public. Entities consider appropriate methods for 
communicating with such a broad audience. 
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Overview 

Since internal control is a dynamic process that has to be adapted 
continually to the risks and changes an entity faces, monitoring of the 
internal control system is essential in helping internal control remain 
aligned with changing objectives, environments, laws, resources, and 
risks from both internal and external sources. Internal control monitoring 
assesses the quality of performance over time and promptly resolves the 
findings of audits and other reviews. Corrective actions are a necessary 
complement to monitoring activities for achieving objectives. 

Principles 

16. Management should establish and operate monitoring activities to 
monitor the internal control system and evaluate the results. 

17. Management should remediate identified internal control deficiencies 
on a timely basis. 
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16.01 Management should establish and operate monitoring activities to 
monitor the internal control system and evaluate the results. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Establishment of a Baseline 

• Internal Control System Monitoring 

• Evaluation of Results 
 

16.02 Monitoring activities evaluate whether each of the five components 
of internal control, including controls to effect the principles within each 
component, is present and functioning or if change is needed. 
Management establishes a baseline to monitor the internal control 
system. The baseline is the current state of the internal control system 
compared against management’s design of the internal control system. 
The baseline represents the difference between the criteria for the design 
of the internal control system and the condition of the internal control 
system at a specific point in time. In other words, the baseline consists of 
issues and deficiencies identified in an entity’s internal control system. 

16.03 Once established, management can use the baseline as criteria in 
evaluating the internal control system and make changes to reduce the 
difference between the criteria and condition. Management reduces this 
difference in one of two ways. Management either changes the design of 
the internal control system to better address the objectives and risks of 
the entity or improves the operating effectiveness of the internal control 
system. As part of monitoring, management determines when to revise 
the baseline to reflect changes in the internal control system. 

16.04 Management monitors the internal control system through ongoing 
monitoring and separate evaluations.110 Ongoing monitoring is built into 
the entity’s operations, performed continually, and responsive to change. 
Separate evaluations are performed periodically and may provide 
feedback on the effectiveness of ongoing monitoring. Many of the 

 
110Monitoring the internal control system includes monitoring the effectiveness of any 
separate processes within the system that management establishes as part of its risk 
response, such as those over improper payments, fraud, information security, and rapidly 
implemented or substantially changed programs. 
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methods and tools described below may be used for both ongoing 
monitoring and separate evaluations, depending on when and how they 
are implemented.111 

16.05 Management performs ongoing monitoring of the design and 
operating effectiveness of the internal control system as part of the 
normal course of operations. Ongoing monitoring includes regular 
management and supervisory activities, comparisons, reconciliations, 
trend analysis, data analytics, activities to identify improper payments or 
potential fraud, testing, and other routine actions. Ongoing monitoring 
may include automated tools, which can increase objectivity and 
efficiency by electronically compiling evaluations of controls and 
transactions or by automating data analytics. 

16.06 Management uses separate evaluations to monitor the design and 
operating effectiveness of the overall internal control system at a specific 
time or of a specific function or process. The scope and frequency of 
separate evaluations depend primarily on the assessment of risks, risk 
responses, evolving technology, identification of new risks or deficiencies, 
results of ongoing monitoring, and rate of change within the entity and its 
environment. Management may also increase the frequency of separate 
evaluations when management rapidly implements a new program or 
substantially changes an existing one, such as emergency assistance 
programs. Separate evaluations include observations, inquiries, reviews, 
improper payment estimates,112 and other examinations, as appropriate. 
These evaluate whether controls to effect principles across the entity are 
designed, implemented, and operating effectively. Separate evaluations 
may also take the form of self-assessments, which include cross-
operating unit or cross-functional evaluations. 

16.07 Management also uses the results of separate evaluations 
performed in connection with internal and external audits, investigations, 
and other evaluations that may involve the review of internal control 

 
111Some types of control activities can also be used as a monitoring activity, depending on 
when and how they are implemented. See para. 10.04 for examples of common 
categories of control activities and app. II for guidance on distinguishing between 
monitoring activities and control activities and examples of control activities that may also 
be implemented as monitoring activities. 
112Management estimates improper payments to understand the scope of the problem 
and evaluate the effectiveness of internal controls in addressing improper payment risk. 
Management may estimate improper payments more frequently than mandated by law or 
when programs are rapidly implemented or substantially changed. See para. 8.13 for 
further discussion of improper payment risk assessments. 
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design and testing of internal controls to help identify issues in the internal 
control system. These audits and other evaluations may be mandated by 
law and are performed by internal auditors, external auditors, inspectors 
general, and other reviewers. Separate evaluations provide greater 
objectivity when performed by reviewers who do not have responsibility 
for the activities being evaluated. 

16.08 Management retains responsibility for monitoring the effectiveness 
of controls performed by service organizations that are necessary for the 
entity to achieve its control objectives. Management uses ongoing 
monitoring, separate evaluations, or a combination of the two to obtain 
reasonable assurance of the operating effectiveness of a service 
organization’s internal controls over the assigned process.113 Monitoring 
activities related to service organizations may include the use of work 
performed by external parties, such as service auditors, and reviewed by 
management. 

16.09 Management evaluates and documents the results of ongoing 
monitoring and separate evaluations to identify internal control issues 
[documentation requirement].114 Management uses this evaluation to 
determine the effectiveness of the internal control system. Differences 
between the results of monitoring activities and the previously established 
baseline may indicate internal control issues, including undocumented 
changes in the internal control system or potential internal control 
deficiencies. 

16.10 Management identifies changes in the internal control system that 
either have occurred or are needed because of changes in the entity and 
its environment. External parties can also help management identify 
issues in the internal control system. For example, complaints from the 
public, regulator comments, and findings from investigations may indicate 
areas in the internal control system that need improvement. Other 
external parties that interact with the entity, including relevant suppliers, 
contractors, and service organizations, may collaborate with management 
to identify and respond to issues in the entity’s business processes and 
related internal controls. Management considers whether current controls 
address the identified issues and modifies controls if necessary. 

 
113See paras. OV4.03 through OV4.05 for further discussion of service organizations.  

114See paras. 3.09 through 3.12 for further discussion of documentation of the internal 
control system.  
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17.01 Management should remediate identified internal control 
deficiencies on a timely basis. 

Attributes 

The following attributes contribute to the design, implementation, and 
operating effectiveness of this principle: 

• Reporting of Issues 

• Evaluation of Issues 

• Corrective Actions 
 

17.02 Personnel report internal control issues through established 
reporting lines to the appropriate internal and external parties on a timely 
basis to enable the entity to promptly evaluate those issues and complete 
corrective action to remediate issues that rise to the level of internal 
control deficiencies.115 

17.03 Personnel may identify internal control issues while performing their 
assigned internal control responsibilities. Personnel communicate these 
issues internally to the person in the key role responsible for the internal 
control or associated process and, when appropriate, to at least one level 
of management above that individual. Depending on the nature of the 
issues, personnel may consider reporting certain issues to the oversight 
body or an established hotline. Such issues may include 

• issues that cut across the organizational structure or extend outside 
the entity to service organizations, contractors, or suppliers and 

• issues that may not be remediated because of the interests of 
management, such as sensitive information regarding fraud or other 
illegal acts.116 

17.04 Depending on the entity’s regulatory or compliance requirements, 
the entity may also be required to report issues externally to appropriate 
external parties, such as the legislators, regulators, and standard-setting 

 
115See paras. 14.02 through 14.06 for further discussion of internal reporting lines and 
paras. 15.02 through 15.06 for further discussion of external reporting lines.  
116See paras. 8.06 through 8.07 for further discussion of fraud.  
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bodies that establish laws, rules, regulations, or standards to which the 
entity is subject. 

17.05 Management evaluates and documents internal control issues and 
determines appropriate corrective actions for internal control deficiencies, 
including those reported from internal and external audits and 
evaluations, on a timely basis [documentation requirement].117 
Management evaluates issues identified through monitoring activities or 
reported by personnel to determine whether any of the issues rise to the 
level of an internal control deficiency. Internal control deficiencies require 
further evaluation and remediation by management. An internal control 
deficiency can be in the design, implementation, or operating 
effectiveness of the internal control and its related process.118 
Management determines from the type of internal control deficiency the 
appropriate corrective actions to remediate it on a timely basis. 
Management assigns responsibility and delegates authority for 
remediating the deficiency. 

17.06 Management completes and documents corrective actions to 
remediate internal control deficiencies, including those reported from 
internal and external audits and evaluations, on a timely basis 
[documentation requirement].119 Depending on the nature of the 
deficiency, either the oversight body or management oversees the prompt 
remediation of deficiencies by communicating the corrective actions to the 
appropriate level of the organizational structure and delegating authority 
for completing corrective actions to appropriate personnel. 
Documentation of corrective actions may include 

• root cause analysis,  

• planned actions,  

• interim milestones,  

• completion dates,  

 
117See paras. 3.09 through 3.12 for further discussion of documentation of the internal 
control system.  
118See paras. OV3.07 through OV3.11 for further discussion of evaluation of internal 
control deficiencies.  
119See paras. 3.09 through 3.12 for further discussion of documentation of the internal 
control system.  
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• measurable indicators of compliance and remediation to assess and 
validate progress throughout the remediation process, and  

• the entity official responsible for monitoring the status of the corrective 
actions. 

17.07 Corrective actions may include changes to controls within each of 
the five components of internal control, such as providing training on 
identified risks or modifying or adding control activities. Management also 
updates the entity’s periodic risk assessment based on the results of 
monitoring activities and may consider performing ongoing risk 
assessments when internal control deficiencies are identified.120 

17.08 Corrective actions also include remediating audit and evaluation 
findings.121 The remediation process begins when audit or other review 
results are reported to management. It is completed only after action has 
been taken that (1) corrects identified deficiencies, (2) produces 
improvements, or (3) demonstrates that the findings and 
recommendations do not warrant management action. Management, with 
oversight from the oversight body, monitors the status of remediation 
efforts so that they are completed on a timely basis. 

 
120See para. 7.02 for further discussion of periodic and ongoing risk assessments.  

121See para. 16.07 for further discussion of separate evaluations of the internal control 
system that may result in audit and evaluation findings. 
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The following is a list of the requirements included in the Green Book. 

The five components of internal control must be effectively designed, 
implemented, and operating, and operating together in an integrated 
manner, for an internal control system to be effective. (paragraph 
OV2.04) 

Principle Requirements 

The 17 principles support the effective design, implementation, and 
operation of the associated components and represent requirements 
necessary to establish an effective internal control system. The 17 
principles required by the Green Book are as follows: 

1. The oversight body and management should demonstrate a 
commitment to integrity and ethical values. 

2. The oversight body should oversee the entity’s internal control 
system. 

3. Management should establish an organizational structure, assign 
responsibility, and delegate authority to achieve the entity’s 
objectives. 

4. Management should demonstrate a commitment to recruit, develop, 
and retain competent individuals. 

5. Management should evaluate performance and hold individuals 
accountable for their internal control responsibilities. 

6. Management should define objectives clearly to enable the 
identification of risks and define risk tolerances. 

7. Management should identify, analyze, and respond to risks related to 
achieving the defined objectives. 

8. Management should consider risks related to fraud, improper 
payments, and information security when identifying, analyzing, and 
responding to risks. 

9. Management should identify, analyze, and respond to significant 
changes that could impact the internal control system. 

10. Management should design control activities to mitigate risks to 
achieving the entity’s objectives to acceptable levels. 

11. Management should design general control activities over information 
technology to mitigate risks to achieving the entity’s objectives to 
acceptable levels. 
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12. Management should implement control activities through policies and 
procedures. 

13. Management should obtain or generate relevant, quality information 
and use it to support the functioning of the internal control system. 

14. Management should internally communicate relevant and quality 
information, including objectives and responsibilities for internal 
control, necessary to support the functioning of the internal control 
system. 

15. Management should communicate relevant and quality information 
with appropriate external parties regarding matters impacting the 
functioning of the internal control system. 

16. Management should establish and operate monitoring activities to 
monitor the internal control system and evaluate the results. 

17. Management should remediate identified internal control deficiencies 
on a timely basis. 

Documentation Requirements 

Documentation is a necessary part of an effective internal control system. 
The level and nature of documentation may vary based on the size of the 
entity and the complexity of the processes it performs. Management 
exercises judgment in determining the extent or type of documentation 
that is needed. Documentation is required for the effective design, 
implementation, and operating effectiveness of an entity’s internal control 
system. (paragraph OV2.11) Management develops and maintains 
documentation of its internal control system. (paragraph 3.09) 
Documentation of the internal control system is further discussed at 
principle 3. 

The Green Book also includes the following minimum documentation 
requirements: 

• If management determines that a principle is not relevant, 
management supports that determination with documentation that 
includes the rationale for how, in the absence of that principle, the 
associated component could be designed, implemented, and 
operated effectively. (paragraph OV2.06) 

• Management documents the results of the risk assessments, 
including the identification, analysis, and response to risks, that are 
completed on both a periodic and ongoing basis. This includes 
documentation of the consideration of risks related to fraud, improper 
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payments, information security, and significant internal and external 
changes that could impact the internal control system. (paragraph 
7.15) 

• Management documents a change assessment process for 
identifying, analyzing, and responding to risks related to significant 
changes so that the internal control system can be quickly adapted as 
needed to respond to significant changes as they occur. (paragraph 
9.05) 

• Management establishes control activities by documenting in policies 
what is expected and in procedures specified actions that implement 
policies, to mitigate risks to achieving the entity’s objectives to 
acceptable levels. (paragraph 12.02) 

• Management evaluates and documents the results of ongoing 
monitoring and separate evaluations to identify internal control issues. 
(paragraph 16.09) 

• Management evaluates and documents internal control issues and 
determines appropriate corrective actions for internal control 
deficiencies, including those reported from internal and external audits 
and evaluations, on a timely basis. (paragraph 17.05) 

• Management completes and documents corrective actions to 
remediate internal control deficiencies, including those reported from 
internal and external audits and evaluations, on a timely basis. 
(paragraph 17.06) 
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Overview 

This appendix provides examples of preventive and detective control 
activities that management may consider to mitigate risks to achieving the 
entity’s objectives to acceptable levels. It also provides examples of data 
sources that may be helpful in implementing the control activities. 

This appendix is designed to supplement the control activities component 
and includes the following: 

• Types of Activities 

• Examples of Preventive and Detective Control Activities 

• Sources of Data 

As part of the control activities component, management designs an 
appropriate mix of preventive and detective control activities to mitigate 
risks to achieving the entity’s objectives to acceptable levels, prioritizing 
preventive control activities where appropriate.1 A preventive control 
activity is designed to avoid an unintended event or result before it 
occurs. A detective control activity is designed to discover and timely 
correct an unintended event or result after it occurs. 

The control activities component lists common categories of control 
activities.2 This appendix provides examples of control activities that, for 
purposes of illustration, are categorized as either preventive or detective 
control activities. However, activities can often be implemented as 
preventive control activities, as detective control activities, or even as 
monitoring activities, depending on when or how they are implemented.3 

Control activities and monitoring activities serve different purposes. 
Control activities are the actions management establishes through 
policies and procedures to mitigate risks to achieving the entity’s 
objectives to acceptable levels. Monitoring activities evaluate whether 
each of the five components of internal control, including control activities 
to effect the principles within each component, is present and functioning, 
or if change is needed. For example, personnel may perform a control 
activity to reconcile inventory, which identifies, investigates, and resolves 

 
1See paras. 10.10 through 10.13 for further discussion of the design of preventive and 
detective control activities. 
2See para. 10.04 for further discussion of common categories of control activities. 

3See principle 16 for further discussion of monitoring activities.  

Types of Activities 
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individual discrepancies. Meanwhile, management may perform a 
corresponding monitoring activity to inspect documentation that the 
reconciliation was performed appropriately, which evaluates the 
effectiveness of the control activity and notes any trends in the 
discrepancies identified to address a deficiency in the process. 

When distinguishing between a control activity and a monitoring activity, 
management considers the underlying details of the activity, especially 
where the activity involves some level of supervisory review. Supervisory 
reviews are not automatically classified as monitoring activities, and it 
may be a matter of judgment whether a review is classified as a control 
activity or a monitoring activity. 

The preventive and detective control activities listed below illustrate a 
variety of activities that may be useful to management and are designed 
to supplement the control activities component. The examples presented 
in this appendix are not all inclusive and may not include all control 
activities that an entity may need. The control activities listed below are 
categorized as either preventive or detective for the purposes of 
illustration, but they can often be implemented as either, depending on 
when or how they are implemented. Each entity tailors its control activities 
based on its specific needs and assessed risks, which may include 
activities not listed below. 

Preventive Control Activities 

Training on Internal Control 

Management provides periodic and ongoing training to develop the 
knowledge, skills, and abilities of its personnel to meet changing 
organizational needs and to fulfill their internal control responsibilities. 
Training may be provided on how internal control contributes to program 
objectives, internal control responsibilities, how to administer internal 
controls, security of information technology and data, and other 
specialized areas as needed. Management also provides training to 
increase awareness of identified risks, such as fraud awareness training 
or training on the entity’s plan to address risks related to potential 
changes, such as emergency assistance programs. Management trains 
those in specialized information technology roles in addition to those who 
perform various processes using information technology. For example, 
management may provide information security training to all personnel 
interacting with information technology, which may be tailored to the 
specific processes they perform. 

Examples of 
Preventive and 
Detective Control 
Activities 
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Logical Access Control Activities  

Management uses logical access control activities to prevent 
unauthorized use of and changes to the system. Examples of these 
controls include network segmentation, use of passwords or other 
authentication mechanisms, and granting of different levels and types of 
permissions to different types of system users and administrators. 

Identity-Verification Control Activities 

Management uses identity-verification control activities to confirm that 
personnel and external parties are who they say they are before providing 
services or benefits. Management can choose from a range of identity-
verification control activities and apply them uniformly to all verifications 
or adjust control activities based on risks that each verification presents. 
Management may consider offering multiple methods for authorized 
individuals to verify their identities, such as in person, remote physical 
verification, and through knowledge-based questions. Management may 
also require applicants for program benefits to submit photo identification, 
documentation, and other personal information to verify against each 
other and with authoritative databases before distributing funds to the 
individuals. 

Eligibility-Verification Control Activities 

Prior to providing services to program beneficiaries, management uses 
verification control activities to confirm the eligibility of individual 
applicants based on established criteria. The entity may leverage data 
collected internally or from external sources to determine eligibility and 
confirm self-certified information. 

Preventive Data Analytics 

Management uses preventive data analytics to identify relationships, 
patterns, discrepancies, and anomalies in data to make decisions and 
identify potential issues, such as indicators of fraudulent activity or 
improper payments, to avoid unintended events or results before they 
occur. Examples of preventive data analytics follow.  

• Data matching - Management may apply data matching to verify key 
information, such as self-reported data, information necessary to 
determine identity or eligibility, and the validity of transactions. Data 
matching is a process in which information from one source is 
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compared with information from another, such as government or third-
party databases, to identify any inconsistencies. 

• Reasonableness checks - Management may apply reasonableness 
checks to a dataset to determine whether the data fall within an 
accepted range or consist of accepted values. For example, an entity 
verifies that an applicant’s residence is located within a disaster area 
before providing disaster relief assistance. Additionally, users using 
foreign addresses, internet protocol addresses, or bank accounts may 
also be subject to further review. 

• Data validation - Data validation control activities (also known as 
system edit checks) are instructions programmed into an information 
technology system to help reasonably assure that data meet 
requirements before being accepted for further processing and before 
payments are made. Management establishes requirements that data 
be complete, accurate, valid, and recorded in the proper format, and 
may implement checks to identify missing data, incorrect data, or 
erroneous dates. Data validation control activities can be used to 
compare data entries to requirements and automatically deny entries 
that do not meet requirements or flag them for further review. 

• Predictive analytics - Predictive-analytics technologies include a 
variety of automated processes and tools that can be used to identify 
particular types of behavior, including potential for fraud or improper 
payments, before transactions are completed. 

Automated Approvals 

Management uses automated approvals to authorize transactions without 
human intervention, which may provide consistency in the review process 
and expedite approvals that present a lower risk to the entity. 
Management updates the rules or coding of data analytics performed 
within the automated process as needed, such as when changes are 
made to a program or to eligibility criteria. Management also incorporates 
manual review in order to exercise appropriate judgment in addressing 
any issues flagged. 

Unique Identifiers to Prevent Duplication 

Management establishes a unique identifier for each transaction or 
beneficiary to reduce the possibility of providing duplicative services or 
benefits. Unique identifiers for transactions may include using unique 
invoice numbers and purchase order numbers to help identify 
transactions. Unique identifiers for beneficiaries may include an 
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individual’s Social Security number; employer identification number; or 
other identification number, such as a state driver’s license or passport 
number. Management can then put controls in place to only process the 
appropriate number of claims per unique identifier and limit the possibility 
of an individual receiving duplicative services or benefits in one eligible 
period. 

Detective Control Activities 

Postpayment Reviews 

Management uses postpayment reviews to determine whether payments 
were made appropriately to eligible recipients in correct amounts and 
whether recipients used them in accordance with law and applicable 
agreements. Examples of postpayment reviews include the following: 

• Recovery audits - Management may review disbursements or 
financial transactions of the entity, and the related data, to identify and 
recover overpayments. 

• Confirmation of self-certified information - For self-certified information 
that was relied on to determine eligibility or identity, management may 
subsequently collect supporting documentation and conduct a 
postpayment review. Supporting documents might include personal or 
business identification, tax information, employment confirmation, or 
income verification documents. 

• Data matching - Management may conduct postpayment data 
matching to verify information, such as self-certified data and other 
key data, and confirm eligibility for those who have been enrolled in 
programs or received benefits to detect potential fraud or improper 
payments. Management conducts data matching using internal or 
external sources to verify data electronically. In addition to verifying 
initial eligibility, ongoing data matching can enable programs that 
provide recurring benefits to identify changes in key information that 
could affect continued eligibility and prevent future improper 
payments. 

Reconciliations 

Management performs reconciliations to confirm that transactions are 
processed, recorded, and accounted for completely and accurately. 
Reconciliations include identifying and comparing transactions from two 
sets of records to determine whether the transactions are recorded 
properly, have yet to be recorded, or were recorded improperly and 
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require correction. Reconciliations also serve to identify unauthorized 
transactions and explain differences. Reconciliations may be performed 
by comparing internal records or by verifying the entity’s records against 
external data, such as with a bank reconciliation. 

Information Security Logging 

A log is a record of events that occur within the entity’s information 
technology, including physical and virtual platforms, networks, services, 
and cloud environments. Management uses logs for many functions, such 
as optimizing system and network performance, recording the actions of 
users, and providing useful data for investigating malicious activity. Many 
logs contain records that are relevant for information security, such as 
operating system logs that capture system events and audit records; 
application logs that capture operational and security events; and security 
software logs that record routine events, adverse events, and possible 
malicious activity. 

Detective Data Analytics 

Management uses detective data analytics to identify patterns, 
discrepancies, and anomalies in data to identify potential issues, such as 
fraudulent activity or improper payments, to detect and correct an 
unintended event or result after it occurs. Examples of detective data 
analytics include the following: 

• Data mining - Management uses data mining to identify activities or 
transactions that deviate from expected patterns, which may indicate 
significant events or suspicious activity. For example, management 
may look for unusual transactions or data entries that do not fit an 
expected pattern by applying filters or predefined rules to transactions 
to identify those that exhibit signs of fraud. Management may 
automate data mining to scan data for outliers and irregularities on a 
continuous, real-time basis. 

• Information security log analytics - Management performs log 
analytics to identify patterns, anomalies, and trends that may 
represent security incidents involving the entity’s information 
technology. Tools may automatically generate incident alerts to notify 
management of actions that present a risk, such as changes, access 
at unusual times, bypassing security measures, or failures in the 
system. 
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Responding to Reported Risks and Incidents 

Management establishes reporting lines, including separate reporting 
lines such as whistleblower hotlines, for internal and external parties to 
communicate information; elevate issues; and report instances of 
potential fraud, waste, or abuse. Management establishes activities to 
evaluate information obtained from these reporting lines and adapt the 
entity’s internal control system as needed, including by correcting 
deficiencies and issues identified, responding to risks, recovering 
overpayments, and taking appropriate action to respond to fraudulent 
activity. 

Management may leverage internal data or coordinate with other entities 
to obtain or access data to perform control activities, such as data 
analytics. Examples of data sources include the following: 

• Social Security Administration’s (SSA) Full File of Death Information4 - 
SSA’s compilation of death information it uses to administer its 
programs, which includes state death records, can provide an 
additional resource for certain federal and state agencies to help 
prevent improper payments and other benefits being incorrectly 
provided to deceased persons. The Public File of Death Information 
(also known as the public Death Master File) excludes state death 
records and is available to a broader range of certified users. 

• Do Not Pay5 - The Do Not Pay initiative, authorized and governed by 
the Payment Integrity Information Act of 2019, provides a variety of 
data-matching and other data-analytics services to all federal and 
many state agencies to support their efforts to prevent and detect 
improper payments. As part of the Do Not Pay Initiative, the Office of 
Management and Budget has designated the Department of the 
Treasury to host the Do Not Pay Working System, which is a 
centralized portal through which users can search multiple databases 
at one time to obtain information about potential payees and 
awardees. Data shared through the Do Not Pay Working System 
include the following: 
• SSA’s Full File of Death Information  

 
4For more information on SSA’s data exchange services and to request access to death 
information, see https://www.ssa.gov/dataexchange/request_dmf.html. 
5For more information on the Do Not Pay initiative and to access the portal, see 
https://fiscal.treasury.gov/DNP/. 

Sources of Data 

https://www.ssa.gov/dataexchange/request_dmf.html?tl=0
https://fiscal.treasury.gov/DNP/


 
Appendix II: Examples of Preventive and 
Detective Control Activities and Sources of 
Data  
 

Page 108 GAO-25-107721  Federal Internal Control Standards 

• Treasury Offset Program Debt Check 
• Department of Health and Human Services’ List of Excluded 

Individuals and Entities 
• General Services Administration’s System for Award Management 

Exclusion Records 
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This appendix contains references to additional resources that 
management may leverage in designing, implementing, and operating 
effective internal control systems to address risk areas related to fraud, 
improper payments, and information security. The resources provided 
below may also be useful in addressing risks related to implementing new 
or substantially changed programs, including emergency assistance 
programs. These additional resources are primarily intended for federal 
executive branch agencies; however, they may also be useful to federal 
entities outside the executive branch and to nonfederal entities, such as 
state, local, and quasi-governmental entities and nonprofit organizations. 

GAO Fraud and Improper Payments Topic Page 

GAO’s Fraud and Improper Payments website provides an issue 
summary, multimedia resources, and recent reports on fraud and 
improper payments. The topic page also includes GAO’s most recent 
estimates of the amount of fraud in federal programs and agencies’ most 
recent reported improper payments, including steps Congress and 
agencies can take to help reduce fraud and improper payments.1 

Improper Payments and Fraud: How They Are Related but Different  

In December 2023, GAO published Improper Payments and Fraud: How 
They Are Related but Different.2 This Q&A report describes examples of 
the relationships and distinctions between improper payments and fraud. 
It also describes relevant GAO and other federal guidance and executive 
agency efforts since 2015 to manage and reduce the causes and impacts 
of improper payments and fraud. 

GAO Improper Payments Framework 

To provide management with an overall approach to managing improper 
payments, particularly for new emergency assistance programs or 
existing assistance programs that have received increased funding in 
response to public health or other national emergencies, GAO published 
A Framework for Managing Improper Payments in Emergency Assistance 

 
1See GAO, Fraud and Improper Payments, https://www.gao.gov/fraud-improper-
payments.  
2GAO, Improper Payments and Fraud: How They Are Related but Different, 
GAO-24-106608 (Washington, D.C.: Dec. 7, 2023).  

Appendix III: Additional Resources 

Fraud and Improper 
Payments Resources 

https://www.gao.gov/fraud-improper-payments
https://www.gao.gov/fraud-improper-payments
https://www.gao.gov/products/GAO-24-106608
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Programs (Improper Payments Framework) in July 2023.3 This framework 
can also be useful for managing improper payments in non-emergency 
assistance programs or during normal program operations. It includes 
leading principles and practices for program managers and incorporates 
standards for internal control and fraud risk management; payment 
integrity requirements from the Payment Integrity Information Act of 2019 
(PIIA), codified at 31 U.S.C. §§ 3351-58; and guidance on improper 
payments. It also highlights aspects of managing improper payments that 
occur during the provision of emergency assistance, which may require 
greater attention. 

The steps within the framework include a control environment committed 
to addressing improper payments, including those resulting from fraud; 
assessing new risks, such as those stemming from the emergency; and 
implementing and monitoring control activities that address identified 
risks. The framework also incorporates steps that PIIA requires program 
managers to take for certain programs, including routinely assessing how 
susceptible programs are to significant improper payments and estimating 
and analyzing improper payments. The framework should be used by 
federal agencies in conjunction with existing requirements related to 
managing improper payments, including those stemming from fraud. 

GAO Fraud Risk Framework 

To help combat fraud in government entities and programs—both during 
normal operations and emergencies—GAO published A Framework for 
Managing Fraud Risks in Federal Programs (Fraud Risk Framework).4 
Issued in 2015, the Fraud Risk Framework identifies leading practices for 
managing fraud risk and encompasses control activities for preventing, 
detecting, and responding to fraud, with an emphasis on prevention. 

The Fraud Risk Framework provides comprehensive guidance for 
conducting fraud risk assessments and using the results as part of the 
development of a robust antifraud strategy. It also describes leading 
practices for establishing a control environment that is conducive to fraud 
risk management; designing and implementing controls to prevent and 
detect potential fraud; and monitoring and evaluating to provide 

 
3GAO, A Framework for Managing Improper Payments in Emergency Assistance 
Programs, GAO-23-105876 (Washington, D.C.: July 2023). 
4GAO, A Framework for Managing Fraud Risks in Federal Programs, GAO-15-593SP 
(Washington, D.C.: July 2015). 

https://www.gao.gov/products/GAO-23-105876
https://www.gao.gov/products/GAO-15-593SP
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assurances to managers that they are effectively preventing, detecting, 
and responding to potential fraud. 

GAO Antifraud Resource 

GAO’s Antifraud Resource website provides resources to help federal 
officials learn more about fraud schemes that affect the federal 
government, their underlying concepts, and how to combat such fraud.5 
The resource includes GAO’s Conceptual Fraud Model, which was 
developed to determine the nature of known fraud, both financial and 
nonfinancial, that affects federal programs and operations. 

OMB Circular A-123, Management’s Responsibility for Enterprise 
Risk Management and Internal Control 

Office of Management and Budget (OMB) Circular A-123, Management’s 
Responsibility for Enterprise Risk Management and Internal Control,6 
provides requirements for federal executive branch agencies to establish 
and implement a process to properly assess and improve internal control. 
The circular directs federal executive branch agencies to adhere to the 
leading practices identified in GAO’s Fraud Risk Framework as part of 
their efforts to effectively design, implement, and operate an internal 
control system that addresses fraud risks. This includes evaluating fraud 
risks and using a risk-based approach to design and implement control 
activities to mitigate identified fraud risks. 
 
OMB Memorandum M-21-19, Transmittal of Appendix C to OMB 
Circular A-123 

In March 2021, OMB published Memorandum M-21-19, Transmittal of 
Appendix C to OMB Circular A-123, Requirements for Payment Integrity 
Improvement.7 It provides a comprehensive set of requirements to 
research the underlying causes of improper payments, balance payment 
integrity risks and controls, and build the capacity to help prevent future 
improper payments. 

 
5GAO, Antifraud Resource, https://antifraud.gaoinnovations.gov.  

6Office of Management and Budget, Management’s Responsibility for Enterprise Risk 
Management and Internal Control, OMB Circular A-123 (Washington, D.C.: July 15, 2016). 
7Office of Management and Budget, Transmittal of Appendix C to OMB Circular A-123, 
Requirements for Payment Integrity Improvement, OMB Memorandum M-21-19 
(Washington, D.C.: Mar. 5, 2021).  

https://antifraud.gaoinnovations.gov/
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Official PaymentAccuracy Website 

The PaymentAccuracy.gov website provides information on agencies’ 
progress in preventing and recovering improper payments, including 
resources for specific data, laws, and implementing guidance.8 

National Institute of Standards and Technology Guidance 

The National Institute of Standards and Technology (NIST) develops 
information security and cybersecurity standards for categorizing 
information and information technology systems, along with their security 
requirements, and guidelines for detection and handling of security 
incidents. NIST standards and guidelines include Federal Information 
Processing Standards (FIPS) and NIST Special Publications (SP) in the 
800 series (NIST SP 800).9 For example: 

• NIST FIPS 200, Minimum Security Requirements for Federal 
Information and Information Systems, specifies minimum security 
requirements for federal information and information systems and a 
risk-based process for selecting the security controls necessary to 
satisfy the minimum requirement.10  

• NIST SP 800-39, Managing Information Security Risk: Organization, 
Mission, and Information System View, addresses organizational 
requirements for managing risks in accordance with legal 
requirements for information security management for federal 
agencies.11  

• NIST SP 800-53, Revision 5, Security and Privacy Controls for 
Information Systems and Organizations, is a catalog of security and 

 
8The website, https://www.paymentaccuracy.gov, is an OMB-managed official U.S. 
government website.  
9NIST standards and guidelines may periodically be updated, and the current versions 
can be found at https://csrc.nist.gov/publications. 
10National Institute of Standards and Technology, Minimum Security Requirements for 
Federal Information and Information Systems, NIST FIPS 200 (Gaithersburg, Md.: March 
2006). See https://csrc.nist.gov/pubs/fips/200/final. 
11National Institute of Standards and Technology, Managing Information Security Risk: 
Organization, Mission, and Information System View, NIST SP 800-39 (Gaithersburg, Md.: 
March 2011). See https://csrc.nist.gov/pubs/sp/800/39/final. 

Information Security 
Resources 

https://www.paymentaccuracy.gov/
https://csrc.nist.gov/publications
https://csrc.nist.gov/pubs/fips/200/final
https://csrc.nist.gov/pubs/sp/800/39/final


 
Appendix III: Additional Resources  
 
 

Page 113 GAO-25-107721  Federal Internal Control Standards 

privacy internal controls that can be implemented as part of an entity-
wide process to manage risk.12  

In addition, federal entities are required13 to use NIST’s Framework for 
Improving Critical Infrastructure Cybersecurity (Cybersecurity Framework) 
for managing their cybersecurity risks.14 The Cybersecurity Framework is 
guidance, based on existing standards, guidelines, and practices, for 
organizations to better manage and reduce cybersecurity risk.  

NIST also issues publications on emerging technologies. For example, 
NIST AI 100-1, Artificial Intelligence Risk Management Framework, offers 
a resource to the organizations designing, developing, deploying, or using 
artificial intelligence (AI) systems to help manage risks of AI and promote 
trustworthy and responsible development and use of AI systems.15 

GAO Cybersecurity Topic Page 

GAO’s Cybersecurity website provides an overview, multimedia 
resources, and key reports on cybersecurity, including steps agencies 
can take to help address cybersecurity challenges.16 

GAO Science & Technology Topic Page 

GAO’s Science & Technology website provides an overview of emerging 
technologies that may present both opportunities and risks to agencies, 
such as AI, automation, machine learning, and blockchain technology. 

 
12National Institute of Standards and Technology, Security and Privacy Controls for 
Information Systems and Organizations, NIST SP 800-53 Rev. 5 (Gaithersburg, Md.: 
December 2020). See https://csrc.nist.gov/pubs/sp/800/53/r5/upd1/final. 
13Executive Order 13800, Strengthening the Cybersecurity of Federal Networks and 
Critical Infrastructure (May 2017) (reprinted in 82 Fed. Reg. 22391), requires entities to 
use NIST’s Framework for Improving Critical Infrastructure Cybersecurity to manage their 
cybersecurity risks. See 
https://www.federalregister.gov/documents/2017/05/16/2017-10004/strengthening-the-cyb
ersecurity-of-federal-networks-and-critical-infrastructure. 
14National Institute of Standards and Technology, The NIST Cybersecurity Framework 
(CSF) 2.0 (Gaithersburg, Md.: February 2024). See https://www.nist.gov/publications/nist-
cybersecurity-framework-csf-20. 
15National Institute of Standards and Technology, Artificial Intelligence Risk Management 
Framework (AI RMF 1.0) (Gaithersburg, Md.: January 2023). See 
https://www.nist.gov/publications/artificial-intelligence-risk-management-framework-ai-rmf-
10.  
16See GAO, Cybersecurity, https://www.gao.gov/cybersecurity. 

https://csrc.nist.gov/pubs/sp/800/53/r5/upd1/final
https://www.federalregister.gov/documents/2017/05/16/2017-10004/strengthening-the-cybersecurity-of-federal-networks-and-critical-infrastructure
https://www.federalregister.gov/documents/2017/05/16/2017-10004/strengthening-the-cybersecurity-of-federal-networks-and-critical-infrastructure
https://www.nist.gov/publications/nist-cybersecurity-framework-csf-20
https://www.nist.gov/publications/nist-cybersecurity-framework-csf-20
https://www.nist.gov/publications/artificial-intelligence-risk-management-framework-ai-rmf-10
https://www.nist.gov/publications/artificial-intelligence-risk-management-framework-ai-rmf-10
https://www.gao.gov/cybersecurity
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The topic page includes recent reports and other resources for 
responsible use of emerging technologies.17  

OMB Circular A-130, Managing Information as a Strategic Resource 

OMB Circular A-130, Managing Information as a Strategic Resource,18 
establishes minimum requirements for federal information security 
programs, assigns federal agency responsibilities for the security of 
information and information systems, and links agency information 
security programs and agency management control systems established 
in accordance with OMB Circular A-123. 

 

 
17See GAO, Science & Technology, https://www.gao.gov/science-technology.  

18Office of Management and Budget, Managing Information as a Strategic Resource, 
OMB Circular A-130 (Washington, D.C.: July 28, 2016).  

https://www.gao.gov/science-technology
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The following terms are provided to assist in clarifying the Standards for 
Internal Control in the Federal Government. The most relevant paragraph 
numbers are provided for reference. 

application control activities: Automated control activities that are 
incorporated directly into application software to achieve the 
completeness, accuracy, and validity of transactions and data; application 
controls include control activities over input, processing, and output of 
data (paragraph 10.07) 

attributes: Provide further explanation of the principles and may also 
contain minimum documentation requirements. Management considers 
attributes when designing, implementing, and operating the associated 
principles (paragraph OV2.08) 

baseline: The current state of the internal control system compared 
against management’s design of the internal control system; it represents 
the difference between the criteria for the design of the internal control 
system and the condition of the internal control system at a specific point 
in time (paragraph 16.02) 

business processes: Processes established across the entity to enable 
organizations to achieve their objectives and transform inputs into outputs 
through a series of transactions or activities (paragraph OV2.14) 

competence: The capability to carry out assigned responsibilities 
(paragraph 4.02) 

complementary user entity controls: Controls that a service 
organization identifies as being necessary for the entity to implement to 
achieve the control objectives specified by the service organization 
(paragraph OV4.04) 

component: One of the five required elements of internal control; the 
internal control components are Control Environment, Risk Assessment, 
Control Activities, Information and Communication, and Monitoring 
(paragraph OV2.04) 

configuration management: Control activities to develop and maintain 
the operating and security features of information technology and control 
changes to their configuration (paragraph 11.09) 

contingency plans/planning: The processes defined to address an 
entity’s need to respond to sudden changes or unexpected events that 

Glossary 
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could compromise the internal control system (paragraphs 4.06 and 
11.17) 

controls: Policies and procedures management establishes to effect 
relevant principles within each component of internal control (paragraph 
OV1.04) 

control activities: Actions management establishes through policies and 
procedures as part of the control activities component to specifically 
mitigate risks to achieving the entity’s objectives to acceptable levels 
(paragraphs OV1.04 and 10.02) 

control objective: The aim or purpose of specified controls to effect 
relevant principles within each component of internal control (paragraph 
OV3.05) 

deficiency: When the design, implementation, or operation of a control 
does not allow management or other personnel, in the normal course of 
performing their assigned responsibilities, to achieve the entity’s 
objectives (paragraph OV3.07) 

detective control activity: A control activity that is designed to discover 
and timely correct an unintended event or result after it occurs (paragraph 
10.10) 

entity objective: What an entity wants to achieve; entity objectives are 
intended to meet the entity’s mission, strategic plan, and goals; objectives 
are also set to meet requirements for the entity that are established in 
applicable laws and regulations (paragraph OV2.22) 

entity-level control activities: Controls designed to mitigate risks that 
have a pervasive effect on an entity’s internal control system; entity-level 
control activities may include controls related to the entity’s risk 
assessment process, control environment, service organizations, 
management override, and performance or analytical reviews (paragraph 
10.16) 

fraud: Involves obtaining something of value through willful 
misrepresentation (paragraph 8.06) 

general control activities: Actions established through policies and 
procedures that apply to all or a large segment of an entity’s information 
technology designed to mitigate information security risks; general control 
activities include security management, logical and physical access, 
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configuration management, segregation of duties, and contingency 
planning (paragraphs 11.07 and 11.09) 

Green Book: The commonly used name for Standards for Internal 
Control in the Federal Government (Overview: How to Use the Green 
Book) 

improper payment: Any payment that should not have been made or 
that was made in an incorrect amount (e.g., overpayments and 
underpayments); payments are also considered improper when there is 
insufficient or lack of documentation (paragraph 8.11) 

information security: The protection of information or information 
technology from unauthorized access, use, disclosure, disruption, 
modification, or destruction to provide confidentiality, integrity, and 
availability (paragraph 11.02) 

information system: The people, processes, data, and information 
technology that management uses to obtain, generate, communicate, or 
dispose of information to support the entity’s business processes 
(paragraph 13.05) 

information technology: The infrastructure, platforms, and software 
used to automate processes (paragraph 11.05) 

information technology infrastructure: The physical information 
technology resources necessary to run software, including the hardware 
and devices used for information processing, data storage, and network 
communication (paragraph 11.05) 

inherent risk: The risk to an entity in the absence of management’s 
response to the risk (paragraph 7.03) 

internal control: A process effected by an entity’s oversight body, 
management, and other personnel, designed to provide reasonable 
assurance that the objectives of an entity will be achieved (paragraph 
OV1.01) 

internal control system: Consists of integrated and continuous 
processes, effected by people, that are collectively designed to provide 
reasonable assurance, not absolute assurance, that an entity’s objectives 
will be achieved (paragraph OV1.05) 
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key role: A position in an organizational structure that is assigned an 
overall responsibility of an entity (paragraph 3.06) 

likelihood of occurrence: The level of possibility that an unintended 
event or result will occur (paragraph 7.08) 

logical and physical access: Control activities that restrict access to 
information technology to authorized users (paragraph 11.09) 

magnitude of impact: The likely magnitude of the effect of the risk on the 
entity’s ability to achieve its objectives; it is affected by factors such as the 
size, pace, and duration of the risk’s impact (paragraph 7.08) 

management: Personnel who are directly responsible for all activities of 
an entity, including the design, implementation, and operating 
effectiveness of an entity’s internal control system (paragraph OV2.19) 

monitoring activities: Activities that evaluate whether each of the five 
components of internal control, including controls to effect the principles 
within each component, is present and functioning or if change is needed 
(paragraph 16.02) 

must: Denotes a requirement that management must comply with in all 
cases; these requirements are the components of internal control 
(paragraph OV2.04) 

organizational structure: The overall entity, divisions, operating units, 
functions, and other structures management uses to achieve the 
objectives (paragraph OV2.14) 

oversight body: Those responsible for overseeing management’s 
design, implementation, and operation of an internal control system 
(paragraph OV2.19) 

performance measure: A means of evaluating the entity’s performance 
in achieving objectives (paragraph 6.07) 

platforms: The logical information technology resources necessary to run 
application software, including operating systems and related computer 
programs, tools, and utilities (paragraph 11.05) 

policies: Reflect management or oversight body statements of what is 
expected to be done to effect internal control (OV1.04) 
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preventive control activity: A control activity that is designed to avoid an 
unintended event or result before it occurs (paragraph 10.10) 

principle: Fundamental concept that is integral to supporting the effective 
design, implementation, and operation of the associated components of 
internal control and represents requirements necessary to establish an 
effective internal control system (paragraph OV2.05) 

procedures: Actions that implement policies (paragraph OV1.04) 

qualitative objectives: Objectives where management may need to 
design performance measures that indicate a level or degree of 
performance, such as milestones (paragraph 6.07) 

quality information: Information that supports the internal control 
system, using relevant data from reliable sources that are appropriate, 
current, complete, accurate, accessible, verifiable, retained as 
appropriate, and provided on a timely basis (paragraph 13.07) 

quantitative objectives: Objectives where performance measures may 
be a targeted percentage or numerical value (paragraph 6.07) 

reasonable assurance: A high degree of confidence, but not absolute 
confidence (paragraph OV1.05) 

reporting lines: Communication lines, both internal and external, at all 
levels of the organization that provide methods of communication that can 
flow down, across, up, and around the organizational structure 
(paragraph 3.04) 

residual risk: The risk that remains after management’s response to 
inherent risk (paragraph 7.03) 

risk: The possibility that an event will occur and adversely affect the 
achievement of objectives (paragraph 7.02) 

risk tolerance: The acceptable level of variation in performance relative 
to the achievement of objectives (paragraph 6.08) 

security management: A separate process, addressing all components 
of internal control, for responding to risks related to information security 
(paragraph 11.09) 
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segregation of duties: The separation of responsibilities for performing 
control activities related to the authority, custody, and accounting of 
operations so that incompatible duties are segregated (paragraphs 10.21 
and 10.22) 

service organization: An external party that performs business 
processes or provides services in support of business processes for an 
entity (paragraph OV4.03) 

should: Denotes a principle requirement management should comply 
with except in rare circumstances where the requirement is not relevant 
for the entity (paragraphs OV2.06 and OV2.07) 

software: The application software, access control software, and other 
software used to perform specific functions of the entity’s business 
processes (paragraph 11.05) 

succession plans: The processes that address an entity’s need to 
replace competent personnel over the long term (paragraph 4.06) 

transaction control activities: Controls that directly mitigate information 
processing risks in the entity’s business processes (paragraph 10.17) 

user control activities: Partially automated control activities that 
individuals perform by using information technology or by relying on the 
information processed through technology (paragraph 10.07) 
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16.  Root Cause Analysis 
Methodology

18.  Progress Milestone 
Status

11. Executive 
Sponsor 1

3. Progress 
Milestones

4. Original 
Target 
Completion 
Date

5. Revised 
Target 
Completion 
Date

6. Actual 
Completion 
Date

7.  CAP Status 8. CAP Lead 1

CORRECTIVE ACTION PLAN (CAP)

Contact Person:
Date of Submission:
Contractor Number

Contact Person Phone No.:
Contact Person Email:

VP of Medicare Operations/CFO 
Signature:

VP of Medicare Operations/CFO 
Name:

E. 
Jurisdiction 
Identifier

F. Repeat 
CAP 

H. Control 
Objective 
Impacted

Instructions:

A Corrective Action Plan (CAP) shall be completed by each Contractor to report and track planned actions to correct internal control deficiencies identified.   Contractors should critically analyze the nature and impact of control deficiencies.  CMS require all identified deficiencies to have an associated CAP.  A CAP shall only be designated as "Closure-Pending" when an A-123 Verification and Validation Test has been performed and an A-123 CAP Follow-up Report has been 
issued recommending the CAP to be Closed.

 Contractors shall use this template, and shall not merge cells or add columns.  See the Field Legend tab for instructions on completing each field of the CAP template.  

2.  CAP DescriptionI. Deficiency DescriptionG. CAP Repeat NumberA. 
Contractor

B. Fiscal Year 
(XX)

C. 
Review/   
Audit 
Type

D. 
CAP 
No.

CMS Contractor Initial Corrective Action Report
FMFIA Corrective Action Plan (Appendix 5)

Contractor Name:
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Contractor Number

CMS Contractor Quarterly Corrective Action Report
FMFIA Corrective Action Plan (Appendix 5)

Contractor Name:

Date of Submission:
Contact Person:
Contact Person Email:

16.  Root Cause Analysis 
Methodology

18.  Progress Milestone 
Status

Contact Person Phone No.:
VP of Medicare 
Operations/CFO Name:
VP of Medicare 
Operations/CFO Signature:

E. 
Jurisdictio
n 
Identifier

F. Repeat 
CAP 

G. CAP Repeat Number H. Control 
Objective 
Impacted

I. Deficiency Description

A Corrective Action Plan (CAP) shall be completed by each Contractor to report and track planned actions to correct internal control deficiencies identified.   Contractors should critically analyze the nature and impact of control deficiencies.  CMS require all identified deficiencies to have an associated CAP.  A CAP shall only be designated as "Closure-Pending" when an A-123 Verification and Validation Test has been performed and an A-123 CAP Follow-up 
Report has been issued recommending the CAP to be Closed.

 Contractors shall use this template, and shall not merge cells or add columns.  See the Field Legend tab for instructions on completing each field of the CAP template.  

2.  CAP Description 3. Progress 
Milestones

4. Original 
Target 
Completion 
Date

5. Revised 
Target 
Completion 
Date

6. Actual 
Completion 
Date

7.  CAP Status 8. CAP Lead 1 11. Executive 
Sponsor 1

Instructions:

CORRECTIVE ACTION PLAN (CAP)

A. 
Contractor

B. 
Fisca
l 
Year 
(XX)

C. 
Review/   
Audit 
Type

D. 
CAP 
No.
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Review / Audit Letter
A
C
E
F
G
I
M
O
P
S
V

A/B / DME / SMAC Abbreviation
CGSD
CGSJ
FCSOJ
NORD
NORJ
NOVJ
PGBAJ
PGBAR
WELLJ
WPSJ

Contractor Abbreviation
BCRC
CRC
IPC
NOVA
PDAC
RDS

SSM Abbreviation
CWFM
FISS
MCS
VMS

DCAbbreviation
AWS

Table 3 – CONTRACTOR ABBREVIA

Table 4 – SHARED SYSTEM MAINTA  

Table 5 – DATA CENTER ABBREVIA

Table 1 – REVIEW/AUDIT TYPE

Table 2 – A/B, DME, AND SPECIALT    



DRaaS



Review / Audit Description
A-123 Appendix A Non-IT
CPIC (Your Annual Self Certification Package)
CFO EDP Audit
CFO Financial Audit
GAO Review (Financial Reviews)
A-123 Appendix A IT
CMS’ CPIC Reviews
OIG Review HHS / OIG / IT Controls Assessment
CMS’ 1522 and CMBRW Reviews
SSAE 18 Audit
CFO Related NVA / ST

A/B, DME, and Specialty MAC Contractor Name and Jurisdiction
CGS Administrators, LLC, DME MAC, JB & JC
CGS Administrators, LLC, A/B MAC, J15
First Coast Service Options, Inc., A/B MAC, JN
Noridian Healthcare Solutions, LLC, Durable Medical Equipment (DME) MAC JA & JD
Noridian Healthcare Solutions, LLC, A/B MAC, JE & JF
Novitas Solutions, Inc., A/B MAC, JH & JL
Palmetto GBA, LLC, A/B MAC, JJ & JM
Palmetto GBA, LLC, Railroad Retirement Board (RRB) Specialty MAC (SMAC)
Wellpoint Federal Solutions, Inc., A/B MAC, J6 & JK
Wisconsin Physicians Service Insurance Corporation, A/B MAC, J5 & J8

Contractor Name and Area
Benefits Coordination and Recovery Center (BCRC)
Commercial Repayment Center (CRC), MSPRC
Innovation Payment Contractors (IPC)
Novitas Solutions, Inc., Affordable Care Act Exchange Oversight Contractor
Pricing, Data Analysis, and Coding (PDAC)
Retiree Drug Subsidy (Part D Contractor)

Shared System Maintainer Name and Area
Oddball, Common Working File Maintenance (CWFM)
Fiscal Intermediary Standard System (FISS)
Multi-Carrier System (MCS)
Viable Information Processing Systems (ViPS) Medicare System (VMS)

Data Center Name and Area
Amazon Web Services (AWS)

    ATIONS

     AINER ABBREVIATIONS

     ATIONS

    

      TY MAC CONTRACTOR ABBREVIATIONS



Disaster Recovery as a Service (DRaaS) General Support System (GSS)



FIELD
A
B
C
D
E
F
G
H
I
J
1.
2.

3.

4.
5.
6.
7.
8.
9.

10.
11.
12.
13.
14.
15.

16.

17.

18.

Enter sequential three digit CAP number, as a label, starting with "001".

Document measurable progress milestones actions to facilitate the progress of remediating the root cause of the deficiency.  Each contractor must provide a detailed summary of the progress milestone, state whether the progress milestone is critical, the planned start 
date, the actual start date, the target completion date, dependencies, performance measures and metrics, and the actual completion date (when applicable).  The progress milestones must be reviewed and approved by the CAP Lead(s) and CMS Business Process 
Owner(s).  Note all information provided shall be restricted to one cell.
Enter the projected target completion date (MM/DD/YYYYY) in which the deficiency will be fully remediated by the CAP.
If the original CAP date of completion (Field 4) will not be met, enter the revised target completion date (MM/DD/YYYY).

CAP ID No. - Automatically populated

Select from Drop-down box  Medicare Administrative Contractor jurisdiction identifier, if applicable (e.g., JX).
Select from Drop-down Box if Cap is a Repeat CAP "Yes" or "No".
If CAP is a Repeat list repeat CAP number(s) starting with oldest CAP number.
Enter Control Objective(s) impacted, no more than three control objectives (see IOM, Chapter 7, Section 50)
Enter a description of the deficiency or the condition which resulted in the deficiency. The condition  is a situation that exists and is not in compliance with appropriate criteria.
CMS A-123 Technical Team (ATT) will populate this field. 

Field Legend:
INSTRUCTIONS

Select from Drop-down box Contractor abbreviated name (see Internet Only Manual (IOM), Chapter 7, Section 40.3).
Enter last two digits of fiscal year audited (YY).
Select from Drop-down box  Review/Audit Type (see IOM, Chapter 7, Section 40.3.

Document the methodology used and the steps taken to identify the root cause(s) of a deficiciency, as well as the identified root cause(s).  A single deficiency can have multiple root causes. The identified root cause(s) must be reviewed and approved by the CAP 
Lead(s) and Executive Sponsor(s).  This analysis must be completed before developing the CAP (Field 2) and Progress Milestones (Field 3).

From the drop-down menu, select whether the CAP is Open, Delayed, Closed, Closed-Pending or Cancelled.  See IOM, Chapter 7, Section 40.2 for definitions of status options.

Document the corrective action plan to remediate the root cause of the deficiency.  See Field 22 for Root Cause Analysis Instructions.

Not for use by Contractor.
Provide a detailed summary of the corrective actions taken associated with the progress milestones, related outcomes, related deliverables (if applicable), percent complete, whether the progress milestone is scheduled to meet the target completion date, and progress 
inhibitors.  Note all information provided shall be restricted to one cell.

Enter the name of the individual(s) (e.g., First Name, Last Name) responsible for leading the actions to correct the deficiency.  CAP Leads must be individuals who have direct knowledge of the deficiency and in a position to facilitate progress milstone actions.

Enter the date that the planned corrective action(s) were actually completed to fully resolve the deficiency (MM/DD/YYYY).   

Enter the name of the senior official(s) (e.g., First Name, Last Name) accountable for corrective action.  The Executive Sponsor is the Senior level official accountable for the weakness and the associated remediation plans.

Enter all workpaper references, which are internal to the Contractor, that support the corrective action efforts to close this CAP.  
Enter the remediation identifier for all IT Security deficiencies. Enter N/A if not applicable.
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