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This document constitutes internal staff discussion and general procedures, and does not create any procedural rights of schools.  This memorandum contains general guidance to IPOS Case Management Teams and is for internal IPOS use only.  This memorandum is not a regulation, and it is not intended to provide guidance binding upon the Department.  The requirements that schools must meet are set out in the regulations, and the internal staff procedures in this memorandum neither supplement nor supplant the regulations.
TO

:  Case Management Division Directors



   Area Case Directors



   Co-Team Leaders



   Director, Administrative Actions and Appeals Division


   Director, Data Management and Analysis Division



   PIP Staff

THROUGH
:  Howard E. Fenton, Director



   Performance Improvement and Procedures Division

FROM

:  Patricia Hopson, Chief



   Procedures Branch



   Performance Improvement and Procedures Division

SUBJECT
:  Procedures for Receiving and Determining the Acceptability of a 



   Student Financial Assistance (SFA) Audit Report

This memorandum supersedes ARB-95-7 and ARB-95-8.

This memorandum provides guidance for the DRCC staff with respect to the receipt, initial processing, and acceptability review of a Student Financial Assistance (SFA) audit report.  These procedures include receiving an SFA audit report in IPOS, recording the receipt, and determining that the report is acceptable or unacceptable.  A report is acceptable if it is in compliance with the requirements of Section 668.23 of the Student Assistance General Provisions regulations and the Office of Inspector General’s SFA Audit Guide.
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The Document Receipt and Control Center (DRCC) in the  Data Management and Analysis Division (DMAD) receives the audit and makes the acceptability determination.  The determination of whether an acceptable audit report is “deficient” or “non-deficient” is made by DRCC immediately after the acceptability review.  The procedure for that determination is contained in Performance Improvement and Procedures (PIP) Procedures Memorandum 97-19. 

The procedures below are applicable only to an SFA audit, which is submitted directly to ED from the institution or institution’s auditor.  An audit report prepared under OMB Circulars A-128 or A-133 (“A-128/A-133 audit”) is not covered by these procedures.  The Circulars and the Single Audit Act require an A-128 or A-133 audit to be submitted by the institution or the auditor to the Federal Audit Clearinghouse (FAC), which determines the acceptability of the audit report before transmitting the report to IPOS.

If you have any questions regarding this guidance, please call Antonia Hamlin at (202) 401-3305.

cc:  Dr. Marianne R. Phelps

       Ms. Jeanne VanVlandren
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I.  AUDIT RECEIPT AND INITIAL DATA ENTRY
The DRCC receives audits from a variety of sources, including the IPOS PO box, the ED mailroom, and regional and headquarters offices.  The steps below are designed to secure the audit, accurately record its receipt, and prepare it for further analysis. 

A.  The DRCC staff receives the incoming audit report, opens and retains the envelope and date stamps each copy of the audit report.

B.  The DRCC staff determines, based on the audit period end date and current date, whether the audit is on time or late.  If it is late, the DRCC staff retains the postmarked envelope (to be filed with the file copy of the audit).  If the audit is on time, the envelope may be discarded.    

C.  The DRCC staff enters into the Postsecondary Education Participants System (PEPS) basic identifying data concerning each audit, which includes:

1.  OPE ID number (the name, city and state of the school then appears on the PEPS screen, and the staff verifies that the correct school file is open by comparing it to the address given in the audit)

2.  Audit Period Covered (Period Begin & Period End Dates)

3. Programs covered


4.  Name of the lead auditor

5.  Receipt date

6.  Name of the external audit firm, (address and phone number of firm then appear on the PEPS screen and are verified against the audit), 

7.  Report Type.(For SFA audits, the report types are: “19” for 2- or 4- year private non-profit institutions and “20” for proprietary institutions.)

8.  Program Office (“3” for OPE)
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Based on the data entered above, PEPS generates an Audit Control Number (ACN), which will be used to identify the audit throughout the resolution process, appeal process, and payment of liabilities.

D. The DRCC staff ensures that all the copies of the audit report are secured together, along with the “audit disk” if one was submitted. 

II.  ACCEPTABILITY REVIEW

The DRCC staff determines whether the audit is complete, “acceptable” and ready for a final determination of liabilities due and corrective actions required.  The staff determines whether the audit report and accompanying documents include all the components required under the Audit Guide, and that the submissions meet the requirements of the audit guide and applicable standards.  The DRCC staff does this by comparing the audit submission to the criteria listed on the “Acceptability Checklist” for the appropriate Audit Guide.

A.  The DRCC staff verifies that all required components of the audit, as described in the Audit Guide and listed on the “acceptability checklist”, are present and in compliance with the Audit Guide requirements. (See Attachment 2 for acceptability checklist). 

B.  The DRCC staff answers each question on the checklist. If any of the answers (except #13, Pell Adjustments) are “no”, the report is not acceptable, and must be put on hold or rejected, as described below. 

III.  ACCEPTANCE/REJECTION/HOLD PLACEMENT

(Some of the PEPS-related procedures given below are supplemented by manual procedures during a transitional period.) 
Based on the acceptability review just performed, the DRCC staff either 1) places the audit on hold and seeks additional information; 2) determines that the audit is unacceptable and prepares to reject it; or 3) determines that the audit is acceptable. 
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A. ON HOLD
If the report is not acceptable, the DRCC staff will place the audit “on hold” for a short period if it appears the defect is due to documents or statements inadvertently omitted form the audit package mailed to ED, or that a clarification could readily be provided to resolve a question about the audit.  An audit will be placed on hold only if it appears the resolution of the problem can occur in 10 working days. When placing an audit on hold, the DRCC staff:

1.  Contacts the institution or institution’s auditor by telephone and/or fax to request the necessary information or documents and provides a time limit of 10 working days for a response.

2.  Enters the “on hold” date in PEPS.

3.  Documents the contact and the time limit in the “correspondence screen” of PEPS (temporarily, in the DRCC telephone log and database] or a memorandum for the report file or, if a letter was sent, with the letter.

4.  Clearly notes on the front of the package of copies of the report: “on hold”, a brief description of  the reason, and the date, or prints and attaches a copy of the PEPS “correspondence screen” notes.

5.  Files the “on-hold” reports so that they are easily accessible to DRCC staff and identifiable.

6.  Enters the name of the institution and due date  in a tickler system.

7.  If appropriate information is received, attaches the information to each of the copies of the report, enters the “off-hold” date in PEPS, and processes as an acceptable audit (see Section C below). 

8.  If the institution/institution’s auditor has not responded by close of business on the tenth business day, or the response has not satisfactorily resolved the defect(s) in the audit report, removes the audit report from “on hold” status and processes as a rejected report as described in Section B below.
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B.
REJECTED
1.  If the report is not acceptable for reasons that cannot be promptly corrected (e.g. required audit procedures were omitted) or is not made acceptable after the audit is placed on hold (as in Section A above); the DRCC staff:

a.  Prepares and sends a rejection letter (see Attachment 2) to the institution giving a maximum of 30 days for the institution to submit a revised or new report.

b.  Inputs into the Audit Correspondence screen of PEPS the “rejected” date and, in the note field,  the reasons for rejection.

c.  Notes on the cover of the file copy of the report the status of “rejected” and the date.

d.  Files one copy of the report in the institution’s file.  The additional copies of the report are discarded.

2.  If the defects in the audit call into question the qualifications or independence of the auditor, the DRCC staff refers the auditor to the OIG Non-Federal Team and informs the appropriate Case Team of the referral. The rejection of the audit will proceed in addition to this referral.  The OIG may elect to perform a  quality control review (QCR) and/or refer the auditors to the American Institute of Certified Public Accountants (AICPA) or the appropriate State Board.

C.  ACCEPTABLE
If the report is acceptable after the acceptability review (none of the answers to the items on the checklist (except #13) are “no”) or if it  becomes acceptable after being placed on hold, the DRCC continues with the coding of the findings and the determination of whether the audit report is “deficient” (PEPS “Deficiency Indicator” 1) or “non-deficient” (PEPS “Deficiency Indicator” 0 or 2).  This determination is discussed in PIP Procedures Memorandum 97-19.
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IV.  FOLLOW-UP ON REJECTED REPORTS
The letter informing the school that the audit report is rejected instructs the school to submit an acceptable audit within 30 days.  The DRCC staff monitor receipt or non-receipt of revised reports through PEPS (temporarily, through a manual tracking system.)  If a revised report is not received after 30 days, the failure to submit an acceptable audit is reported to the Case Team and to AAAD.

V.  RETURNED LETTERS
If rejection letters are returned to the DRCC as undeliverable, the DRCC staff determines the correct mailing address, if possible, and mails a new copy of the rejection letter with the current date. The original letter is retained in the institution’s file and the original rejection date is not changed in PEPS. Unless the mail was returned in error, the DRCC staff reports the change in address or inability to locate any address to the Case Team.
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