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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 Classifying and Issuing “Deficient” and “Non-deficient”  


   Audit Reports

This memorandum supersedes ARB 94-11, ARB-95-7, and ARB 95-8.

This memorandum provides guidance for the Document Receipt and Control Center (DRCC) in the Data Management and Analysis Division (DMAD) with respect to classifying audit findings by deficiency code, determining whether the audit is “deficient” or “non-deficient,” communicating acceptance of the audit to the audited institution, and transmitting the audit to the Case Team. 
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A “deficient” audit report is one that has deficiencies serious enough to warrant full resolution by the Case Team (as described in PIP-97-20.)  A “non-deficient” audit report is one that has no findings or findings not serious enough to warrant full resolution by the Case Team.  In determining whether an audit is “deficient” or “non-deficient,” the DRCC staff apply criteria established by the Institutional Participation and Oversight Service (IPOS) and use classifications programmed into the Postsecondary Education Participants System (PEPS.)

The attached procedures apply to audit reports of Student Financial Assistance (SFA) audits, which are conducted in accordance with the Office of Inspector General’s SFA Audit Guide, and audits conducted under OMB Circulars A-128 and A-133, which are submitted to DRCC from the Single Audit Clearinghouse (SAC), (formerly, the Federal Audit Clearinghouse).  The procedures applicable to audits conducted by the Office of Inspector General (OIG) are addressed separately in Procedure ARB  95-1.  These procedures in this memorandum are performed only for audits already determined to be “acceptable”  by the DRCC (for SFA audits) or by the SAC (for A-128 and A-133 audits.) 

The attached procedures refer to the existing classifications for a “deficient” audit and for “Significant” or “Minor” deficiency codes.  Changes in PEPS to adopt new classifications recommended by the IPOS Audit Work Group have been requested.  You will be notified when the changes have been implemented. 

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

cc:  Dr. Marianne R. Phelps

       Ms. Jeanne VanVlandren

Attachments










11/97

Page 3 -- Procedures for Classifying and Issuing “Deficient” and “Non-deficient”

 
    Audit Reports

PROCEDURES FOR CLASSIFYING AND ISSUING “DEFICIENT”

 AND “NON-DEFICIENT” AUDIT  REPORTS

I.  CLASSIFYING AUDIT FINDINGS
A.  The DRCC staff classify each finding in an acceptable audit, according to 4-digit deficiency codes established by IPOS.  The current list of deficiency codes is in Attachment 3.  Each deficiency code has been assigned a designation of “S” or “M” that denotes whether the finding is considered “Significant” or “Minor.”

B.  The DRCC staff also identify and classify findings not identified as such by the auditor but observable in the report (e.g., the audit is submitted late.)

II.  PEPS DATA ENTRY
A..  The DRCC staff enters the following data into the Postsecondary Education Participants System (PEPS) audit report screens (see examples in Attachment 1):

1.    The initials of the DRCC staff member

2.    The report type, opinion type, and program office

3.    The deficiency code for each finding

4.    The sample error rate, sample size, and questioned costs, if any, for each

       deficiency code.

B.  Special procedures for entering data into PEPS for A-128 and A-133 audits are described in Appendix 1 of this memorandum.

III.  DEFICIENCY/NON-DEFICIENCY DETERMINATION

A.  Based on IPOS’ criteria for “deficiency,” PEPS calculates whether the audit report is a “deficient” (Deficiency Indicator 1) report, or a “non-deficient”  (Deficiency Indicator 0 or 2) report.  Indicator “0" has no findings, while Indicator “2" has finding(s) which are not serious enough to warrant further resolution by the Case Team (“minor findings”) and have less than $10,000 in questioned costs.  Deficiency Indicator “1" identifies a deficient audit with questioned costs of $10,000 or more and at least one finding classified as “significant.”
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Deficient audits are resolved by the Case Team through the issuance of a Final Audit Determination.  Non-deficient audits with findings (Indicator 2) are resolved by incorporating into the issuance letter standard language instructing the school to correct deficiencies cited, and document the corrective action.  The school’s corrective actions are reviewed and commented on by the auditor in the subsequent audit period.

B.  PEPS also calculates an “audit level.”  The criteria for the audit levels (0,1,2,3,4) are shown in Attachment 3.  The audit level is a measure of the severity of the audit findings based on number of findings and amount of questioned costs.

C.   The DRCC staff review the deficiency indicator and audit level and the deficiency codes shown in PEPS, and verify that the data shown are correct.

D.  While the deficiency indicator and audit level are calculated based on criteria programmed into PEPS, the results must be manually overridden in certain cases.  Usually when the deficiency indicator is overridden, the audit level must also be overridden because every deficiency indicator 1 must have at least an audit level of “1.”  All non-deficient audits (indicator 0 or 2) must have an audit level of “0.”

(Note: The procedure described in the paragraph below will not apply once the revised definition of “deficiency” and revised classifications of deficiency codes as “significant” or “minor” are implemented in PEPS.)
DRCC staff manually override the PEPS calculation to classify the audit as deficient even if the questioned costs are less than $10,000, in the following cases:

1.  Close-out audit reports

2.  Audit reports with fraud (deficiency code 2140), misrepresentation (deficiency code 2260), or ineligible branch/location (deficiency code 2170).  In addition, all reports with fraud or misrepresentation findings will be referred to ED’s Office of Inspector General (OIG).

3.  Audits with significant repeat findings.
IV.  GENERATING AUDIT ISSUANCE DOCUMENTS

A.  After the above determinations are made and entered into PEPS, the DRCC staff perform the following steps:










11/97

Page 5 -- Procedures for Classifying and Issuing “Deficient” and “Non-Deficient”


Audit Reports

1.  Enter the “issue date” into PEPS in the Audit Report Screen, Page 1 and the Audit Correspondence Screen (See Attachment 1.)  The “issue date” is the date that the Department of Education acknowledges the receipt of an acceptable audit report.  It establishes the beginning of the six-month statutory deadline for ED resolution of the audit.  The date entered will be the date of the upcoming Friday, since the production of issuance letters will occur each Friday.

Until further enhancements are made in PEPS, the DRCC staff must input the issue date in the Audit Correspondence screen as well as the Audit Report Screen.  Under the headings, “Sender Type, Date and Org,” DRCC will input “2” (Audit Issued Letter) in the “Type” box, the issue date in the “Date” box and “ARB” in the “Org” box.  

2.  On a weekly basis, DRCC obtains an extract for audits processed that week with the necessary data for generating an issuance letter, Data Input Sheet and Schedule of Responsible Officials.  The DRCC staff generate the documents, verify that the data on the Data Input Sheet and the Schedule of Responsible Officials are accurate and correspond with the correct issuance letter and mail the letter. 

3.  The letter, Data Input sheet, and Schedule of Responsible Officials sheet, the institution’s Corrective Action Plan (CAP) and other audit attachments will be included with the file copy of the audit and each audit copy distributed to the case team. 

4.  Audits are organized by deficiency indicator (0, 1 or 2), and forwarded to the appropriate DC Case Team Leader (CTL.)

5  For deficient audits, DRCC also generates a cover sheet listing the audit and transmits this cover sheet with the audit to the CTL. The CTL signs a copy of the cover sheet as verification of receipt of the deficient audit for resolution and returns the cover sheet to DRCC. 

V.  AUDIT DISTRIBUTION

A.  DRCC distributes SFA audit reports in the following manner:

For Deficient Audits ( Deficiency Indicator 1):
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1. The “File Copy” is filed in the DRCC file room.

2. Two copies are given to the appropriate  DC Co-Team Leader (CTL) with one (1) copy to be distributed to the Case Team as a “resolution” copy and one (1) copy to the Regional Office.  Additional copies will be discarded.

3. If a computer disk was submitted with the audit, it will be attached to the resolution copy.  When resolution is complete, the disk must be returned to the DRCC to be filed.

For Non-deficient Audits (Deficiency Indicator 0 or 2):
1. The “File Copy” is filed in the DRCC file room.

2. One copy is given to the appropriate DC CTL to be distributed to the Regional Office.  Additional copies will be discarded. 

B.  DRCC distributes the one copy received of the A-128 and A-133 audits to the DC CTL for use as the resolution copy.  When resolution is complete, the Case Team must return the audit to the DRCC to be filed.

VI.  RETURNED LETTERS
 If issue letters are returned to the DRCC as undeliverable, the DRCC staff determines the correct mailing address, if possible, and mails the letter again. The issue date in PEPS and the date on the letter are not changed.  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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Appendix 1
RECEIPT OF SINGLE AUDIT CLEARINGHOUSE (SAC) AUDITS

DRCC receives a computer disk and a box of the incoming audits from the Single Audit Clearinghouse.  The disk is in a Dbase format.  DRCC converts the file to a delimited text file (*.csv) and removes the header fields from the file.

DRCC sends the file to the PEPS office via cc:mail.  PEPS staff uses the windemo.dll to read the text file and put values into Oracle Forms fields.  These fields will be saved to the PEPS Clearinghouse Table.

DRCC staff will verify and correct data in the Clearinghouse records and then initialize the data load to the audit resolution tables.  The data load maps the Clearinghouse data into records in the Audit Report, Audit Tracking, Audit Participant and Audit Programs tables. 

A future enhancement (early 1998) to PEPS will incorporate audits that have been received by the SAC but have not been forwarded to ED.  Currently, DRCC is provided with a disk and the data is saved to a Dbase file on the V: drive.  The future enhancement will take the disk of audits received by the SAC, which are still in the acceptability process, and download data on audits received into the Audit Tracking record for the associated school.
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