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MEMORANDUM

TO	:  Arne Duncan
	   Secretary of Education		

FROM	:  Thomas P. Skelly
	    Delegated to Perform the Functions and Duties of the Chief Financial Officer

SUBJECT	:  Semiannual Report to Congress on Audit Follow-up, No. 53


In accordance with the Inspector General Act, as amended, I am pleased to submit the Department’s 53rd Semiannual Report to Congress on Audit Follow-up, which covers the six-month period ending September 30, 2015. 

This report highlights the Department’s accomplishments in implementing recommendations included in Departmental audits conducted by the Office of Inspector General. Additionally, it provides statistical tables as specified in Sec. 5(b)(2), (3), and (4) of the Inspector General Act, as amended, and statements with respect to audit reports for which management decisions have been made, but final action has not been taken.

Over the reporting period, Department managers and staff continued to implement recommendations to correct all deficiencies. Ensuring effective oversight of the entire post audit process will continue to receive top priority. 

Attachment
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The Department of Education (Department) submits this Semiannual Report to Congress on Audit Follow-up―No. 53 in accordance with requirements of Sec. 5(b) of the Inspector General Act, as amended (IG Act). This report provides information on the Department’s external and internal Office of Inspector General (OIG) audit resolution and follow-up activity for the six-month period from April 1, 2015, through 
September 30, 2015.

The content and format of this report have been revised to streamline the presentation of the data included, as well as provide important context for the information required by the IG Act. During (and in the months preceding) the reporting period, the Office of the Chief Financial Officer (OCFO) worked closely with Principal Offices (POs) across the Department to improve the timeliness, efficiency, and quality of audit follow-up for both external and internal OIG audits. The following is a brief description of the ongoing efforts and significant results achieved by the Department during this period.

[bookmark: _Toc435708300]Internal Audit Accomplishments and Highlights

The Department remains committed to completing corrective actions on time, and to leveraging such findings and recommendations to improve internal operations and effectiveness. To that end, the Department’s resolution requirement for internal audits is three months instead of the six-month resolution requirement found in OMB Circular A-50, “Audit Follow-up.” The Department has a strong focus on ensuring there are no backlogs and attention is being given to address root causes of repeat findings. As a result, this has allowed more resources and time to be devoted to resolving new audit findings and corrective actions.

· Highlights – Examples of results achieved since the beginning of this reporting period include:

· During the reporting period, the Department closed six reports containing 56 recommendations, effectively demonstrating timely implementation of corrective actions.

· For FY 2015, 96% of the internal audit corrective actions were completed on time. We can also successfully report that 93% of internal audits were resolved on time.
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· Management Improvement Initiatives – OCFO has continued to build on the significant accomplishments achieved during the prior three reporting periods. Collectively, these initiatives have resulted in improved oversight of the audit follow-up process and continued progress in the timely resolution of outstanding audits. The following actions are noteworthy:
	
· Electronic Record Keeping (eFolder) – During the reporting period, OCFO      implemented an eFolder feature in the Audit Accountability and Resolution Tracking System that enables electronic documentation of corrective actions and follow-up activities. This new feature facilitates sharing of audit-related documents across Department offices and creates more efficiency and transparency in tracking timely resolution, especially in cases of cross-cutting findings involving multiple offices.

· Streamlining OIG Audit Closure Process – OCFO is in the process of modifying its OIG Audit Closure policies and procedures to streamline the closure process. A cross-departmental workgroup has been established to tackle this task. The new policies and procedures will not only enable OCFO to exercise stronger internal control, but will also allow allow a more efficient submission and review process for the users.
                         
· Organizational Performance Review – FIO staff have worked closely with the Department’s Performance Improvement Officer to ensure fair and consistent standards for all offices involved in resolution of OIG external audits. FIO helped develop updated performance standards for the current fiscal year, which measure both the timeliness of resolution and efforts to resolve differences with OIG, including differentiated targets for success. 

· Highlights – Collectively, the actions described above evidence the Department’s unwavering focus on audit resolution. Examples of significant results achieved during the reporting period include:

· In FY2015, the Department far exceeded its overall goal of timely resolution. The target was set to have an on-time resolution rate of no less than 57% and the actual percentage achieved was 80%. This was achieved by placing more attention on timeliness and collaboration, and by establishing closer working relationships with programs and support offices.

· The Department closed 20 external OIG audits, further reducing the audits of resolved but pending final action to only 12 (75% reduction from 47 audits eighteen months ago). OCFO worked closely with POs to track audit closures and verify that all corrective actions were taken prior to closure (External-Table 3).
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	Office
	Number of Reports Open 4/1/2015
	Number of Reports Issued During
SAR*53
	Number of Reports Resolved During
SAR 53
	Number of Reports Unresolved as of 10/1/2015
	Number of Reports Completed
as of
10/1/2015
	Number of Reports Closed During
SAR 53
	Number of Reports Open as of 10/1/2015

	FSA
	8
	3
	3
	2
	0
	2
	9

	IES
	0
	0
	0
	0
	0
	0
	0

	ISU
	0
	0
	0
	0
	0
	0
	0

	OCFO
	3
	2
	1
	1
	0
	1
	4

	OCIO
	4
	0
	0
	0
	1
	0
	4

	ODS
	0
	0
	0
	0
	0
	0
	0

	OESE
	2
	0
	2
	0
	0
	0
	2

	OGC
	0
	0
	0
	0
	0
	0
	0

	OII
	1
	0
	0
	0
	0
	0
	1

	OM
	0
	0
	0
	0
	0
	0
	0

	OPE
	2
	0
	0
	0
	1
	1
	1

	OSERS
	4
	1
	1
	1
	0
	2
	3

	RMS
	0
	0
	0
	0
	0
	0
	0

	Total
	24
	6
	7
	4
	2
	6
	24



Source: U.S. Department of Education, Audit Accountability and Resolution Tracking System.
*SAR refers to Semiannual Report.

This table provides information on the audit follow-up activity from issuance to closure.


Internal-Table 2: OIG Internal Audit Reports Pending Final Action One Year or More After Issuance of a Management Decision by Primary Office and Issue Date

	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A06-M0012
	Borrower Complaints Against Private Collection Agencies
	FSA
	07/11/2014
	09/09/2014

	Status: Resolved. FSA is monitoring and analyzing complaint data to identify recurring complaints and to address the consequences of repeat complaints in the PCA contracts. Expected completion date for this audit is March 31, 2016.



	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A11-L0003
	FY 2011 FISMA
	OCIO
	10/18/2011
	01/03/2012

	Status: Resolved. Funding was received in FY15 to complete the implementation of a solution to enforce the encryption of information before it is transmitted or saved to external devices. The Department has tested the solution with a pilot group. Implementation is following a phased approach with a completion scheduled for January 29, 2016.



	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A11-M0003
	FY 2012 FISMA Report
	OCIO
	11/07/2012
	01/08/2013

	Status: Resolved. OCIO has completed this audit, and it is now being reviewed by OCFO for closure. 



	can
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	
A11-N0001
	FY 2013 FISMA Report
	OCIO
	11/13/2013
	01/16/2014

	Status: Resolved. FSA initiated the ability to use soft tokens in September 2014. Communication informing the end users of the soft token transition has been disseminated through multiple channels. The project met the planned completion date of October 30, 2015.



	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A07-M0001
	Department and SEA Internal Controls Over Assessment Results 
	OESE
	03/31/2014
	09/25/2014

	Status: Resolved. In FY16, the OSS Performance Review Functional Support team is developing monitoring plans and tools targeting Title I grantees who have received Elementary and Secondary Education Act (ESEA) flexibility waivers. The monitoring plans and tools will include a section on data integrity and test administration. The Department is in the process of revising the Consolidated State Performance Report to include annual State certification of data submitted that the State has in place for reviewing assessment data. Expected completion date for this audit is September 30, 2016.



	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A02-L0002
	Audit of SEA Oversight of Charter Schools
	OII
	09/25/2012
	06/26/2014

	Status: Resolved. OGC has provided feedback on a “Dear Colleague” letter that will help provide guidance and training to State Education Agencies on how to develop and implement procedures and will be used to close out the remaining three corrective actions. The expected completion date for this audit is January 30, 2016.




	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A19-M0004
	Payback Provisions of Selected Grant Programs
	OSERS
	04/25/2014
	06/03/2014

	Status: Resolved. The remaining open action items require changing current Federal regulations to reflect the realities of employment of rehabilitation professionals in today’s economy. These regulations contain changes that will impact the collection of payback information from grantees. Once these new regulations have been published by the Department, RSA will begin to revise and update an existing payback manual, which will be made available online. The revised manual will emphasize the importance of grantees providing complete and accurate scholar data. All actions will be concluded by September 30, 2016. 




Source: U.S. Department of Education, Audit Accountability and Resolution Tracking System.
Table 2 (Internal) lists each OIG-prepared internal audit report and alternative product on which final action was not taken within one year of issuance of a management decision on the report.
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External-Table 1: U.S. Department of Education Audit Recovery Activities Related to Disallowed Costs as of September 30, 2015

	Final Actions
	Number of Reports
	Disallowed Costs

	Balance reported at the end of the previous period 
	8
	 $29,957,747

	Audit reports with management decisions made             during the period (includes interest, penalty, and fine accruals)
	1
	              $2,022,760

	Total audit reports pending final action during the period
	9
			$31,980,507

	Minus: Audit reports with final action taken during the period (includes collections and other reductions) 
	1
	$3,327,423


	Total audit reports pending final action at the end of the period
	8

	$28,653,084




Source: U.S. Department of Education, Financial Management System. 

This table presents statistical information on the Department's audit recovery activities related to disallowed costs (see definition in Appendix IV) for external OIG audits. 






External-Table 2: U.S. Department of Education External OIG Audit Activities Related to Better Use of Funds as of September 30, 2015
	Recommendations and Final Actions
	Number of Reports
	Dollar Value [footnoteRef:2] [2: 1 “Dollar Value” is OIG's assessment, measured in dollars, of the potential efficiency in the use of funds if certain actions and recommendations stemming from audit reports are followed. The dollar amount reported as “Dollar Value” in this table is not meant to be recovered by the Department. Rather, the “Dollar Value” represents efficiencies that may be realized if some of the actions (as noted on the following page) are taken.] 


	Audit reports with management decisions on which final actions had not been taken at the beginning of the period
	3
	$18,527,577


	Audit reports on which management decisions were made during the period
	0
	$0

	Total: Audit reports pending final action during the period (total of two variables above)
	3
	$18,527,577

	Minus: Audit reports on which final action was taken during the period (value of two variables directly below)
	2
	$13,327,577

	Value of recommendations implemented
(completed)
	2
	$13,327,577

	Value of recommendations that management 
concluded should not or could not be implemented 
or completed
	0
	$0

	Audit reports needing final action at the end of the period (total less computed value directly above)
	1
	$5,200,000


Source: External audit reports prepared by OIG.

This table presents data on the Department’s activities related to recommendations for Better Use of Funds (BUF). In the 1988 amendments to the IG Act, Congress directed IGs to standardize their reporting processes in order to develop an overall picture of the Federal government's progress against waste, fraud, and mismanagement. Pursuant to this request, Congress required IGs to start tracking recommendations for BUF and to report the total dollar value of all BUF recommendations on a semiannual basis. 



External-Table 3: U.S. Department of Education OIG External Audit Reports Pending Final Action One Year or More after Issuance of a Management Decision by Primary Office and Issue Date
	ACN
	Audit Title
	Primary Office
	Issue Date
	Disallowed Costs
	BUF
	Status*

	02H0007
	TCI ADMINISTRATION OF PELL GRANT AND FFEL PROGRAMS
	FSA
	5/19/2008
	$6,458
	$0
	3

	06F0018
	PHILANDER SMITH COLLEGE
	FSA
	11/2/2006
	$476,167
	$0
	2

	A03I0006
	SALLIE MAE SUBSIDIARY, NELLIE MAE'S SAP UNDER 9.5% FLOOR
	FSA
	8/3/2009
	$22,378,905
	$0
	1

	05G0032
	ODES ADMINISTRATION OF ITS MIGRANT EDUCATION PROGRAM
	OESE
	1/8/2008
	$0
	$0
	4

	A02K0003
	AUDIT OF KIRYAS JOEL UFSD ESEA TITLE I PART A AND IDEA
	OESE
	2/2/2011
	$276,443
	$5,200,000
	3

	A02K0014
	CAMDEN ADMINSTRATION OF NON-SALARY FEDERAL EDUCATION FUNDS
	OESE
	3/6/2012
	$198,458
	$0
	2

	A03H0010
	PHILA SD FISCAL CONTROLS OVER FEDERAL FUNDS
	OESE
	1/15/2010
	$7,357,760
	$0
	3

	A04J0005
	PRDE AWARD AND ADMIN OF PERSONAL SERVICES CONTRACTS
	OESE
	1/24/2011
	$15,004,196
	$0
	3

	A04K0006
	SOUTH CAROLINA GOVERNORS OFFICE RECOVERY ACT AUDIT
	OESE
	8/23/2011
	$0
	$0
	1

	A06L0001
	EL PASO ISD COMPLIANCE WITH ACCOUNTABILITY OF NCLB ACT 2001
	OESE
	6/13/2013
	$0
	$0
	1

	A09J0006
	CALIFORNIA RECOVERY ACT AUDIT
	OESE
	1/15/2010
	$0
	$0
	4

	05D0017
	UIC ADMINISTRATION OF THE GEAR-UP GRANT PROJECT
	PAG
	1/14/2004
	$1,159,350
	$0
	3


Source: U.S. Department of Education, Audit Accountability and Resolution Tracking System.

This table lists external OIG audit reports on which final action was not taken within one year after issuance of a management decision as of September 30, 2015. In this category, the Department has a total of 12 reports, with disallowed costs amounting to $46.9 million. Please note that some of these amounts have been recovered and some are in the process of being recovered. It is the responsibility of the lead PO to initiate the closure process by following the Department’s Process for Closing ED-OIG External Audits when audits are ready to be closed. The closure of each audit requires receipt of the Primary Office’s official request for closure and supporting documentation.

*Reasons why external OIG audits were resolved but not closed within one year after management decisions were made: 
1. Pending further evidence to support implementation of corrective actions 
1. Disallowed costs in recovery 
1. Disallowed costs under appeal 
1. Closure in progress
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I. [bookmark: _Toc435708306]Audit Follow-up Responsibilities

OMB Circular A-50 provides that agency heads are responsible for designating a top management official to oversee audit follow-up, including resolution, corrective action implementation, and closure of individual audit recommendations. The Chief Financial Officer (CFO) is the Department's designated audit follow-up official, whose duties and responsibilities are:

· Ensuring that a system of cooperative audit resolution and follow-up is documented and in place;
· Ensuring that timely responses are made to all audit recommendations;
· Ensuring follow-up on corrective actions; and
· Resolving disputes regarding audit-related matters. 

While general authority for oversight of audit follow-up under OMB Circular A-50 is delegated directly to the CFO, much of the actual work of resolving and closing recommendations in audits is dispersed throughout the Department. At least six different POs play a role in external audit follow-up, and individual POs are directly responsible for resolving and closing recommendations contained in internal audits. Senior officers across the Department are charged with the timely resolution of audit reports and ensuring that appropriate corrective actions have been taken on agreed-upon audit recommendations within their PO. As required by OMB Circular A-50, Audit Follow-up, all audit recommendations are to be resolved within six months of issuance of an audit report. 
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The Audit Accountability and Resolution Tracking System (AARTS) is the Department’s system of record for audit tracking for all POs. AARTS is used to track, monitor, and report the status of all formally issued single audits, as well as OIG internal and external audits and alternative products. Alternative products are reports or memoranda issued by OIG that are not audit reports but raise issues that may need to be addressed by management. AARTS has been designed as a centralized data source, allowing Department staff to reduce duplication of effort and obtain and share data in a more efficient and effective manner. This system helps to facilitate the coordination of various activities across Department POs, including progress monitoring. 

III. [bookmark: _Toc435708308]The Department’s Audit Resolution Process

The Department resolves two types of audits. 

· Internal audits are audits that typically focus on the efficiency or effectiveness of the Department’s internal business processes, including grant administration and oversight. Internal audits are conducted by OIG headquarters and regional staff. Internal audits identify deficiencies in and recommend improvements to Department operations and management efforts to ensure that Federal education funds are used effectively and efficiently and that program goals are accomplished. Individual POs that are the focus of any particular internal audit are usually directly responsible for resolving recommendations contained in such audits.
· External audits are reviews of contract-related activities, grant-related activities, or other activities of organizations external to, but doing business with, the Department. External audits are normally issued by the OIG or independent auditors (Single Audits). OCFO is generally responsible for resolving external audit findings stemming from reviews of all discretionary or competitively awarded grant programs, along with certain kinds of findings stemming from formula awards (e.g., cash management and sub-recipient monitoring). Individual POs are generally responsible for resolving external audit findings stemming from formula awards. 

The audit resolution process begins with the issuance of a final internal or external audit report and proceeds through the following stages (as tracked in AARTS). 

	Stages
	Internal Audits
	External Audits

	Open
	The audit is open when the Department receives a final audit report and there are audit findings to be resolved.
	The audit is open when the Department receives a final audit report and there are audit findings to be resolved.

	Unresolved

	An internal audit is unresolved when agreement has not been reached between OIG and the PO (or between the PO and OCFO for Government Accountability Office audits) on the recommended corrective actions identified in an internal audit.
	An external audit is unresolved when a management decision, in the form of a Program Determination Letter (PDL), has not yet been issued.

	Resolved
	Resolution occurs when agency management and the OIG agree on action to be taken on reported findings and recommendations; or, in the event of disagreement, when the audit follow-up official determines the matter to be resolved. 



	Resolution occurs when a management decision is issued. This is when the audit organization and agency management agree on action to be taken on reported findings and recommendations; or, in the event of disagreement, when the audit follow-up official determines the matter to be resolved.

A management decision contains two parts: 1) an evaluation of the validity of the findings and recommendations cited in the audit report; and 2) a decision about the course of action needed to correct any deficiencies. 

	Completed
	An internal audit is completed when the responsible office indicates all corrective actions have been implemented. 

	This stage is not applicable in external audits housed in AARTS.

	Closed
	Audits are closed when every recommendation has been addressed by a corrective action. To close the audit in AARTS, OCFO will verify supporting documentation for corrective actions and issue a closure memo. 
	Audits are closed when every finding has been addressed by a corrective action and all funds have been collected as required. To close the audit in AARTS, OCFO will verify supporting documentation for corrective actions and issue a closure memo.






[bookmark: _Toc435708309]IV.	Definitions

· Disallowed costs are charges to an award that the Federal awarding agency determines to be unallowable, in accordance with the applicable Federal cost principles or other terms and conditions contained in the award. For the disallowable costs, repayments are due to the Federal government. 

· Better Use of Funds (BUF) is a term that is used to track and report any audit recommendation that is intended to promote greater efficiency, accountability, or internal control through funds or other resources being “put to a better use.”  BUF includes both monetary and non-monetary efficiencies. The IG Act, as amended, defines BUF as “a determination that includes a potential efficiency in the use of funds if certain actions to implement and complete recommendations were followed that may include any of the following: 1) reductions in outlays; 2) de-obligation of funds from programs or operations;  3) withdrawal of interest subsidy costs on loans or loan guarantees, insurance or bonds; 4) not incurring costs by implementing recommended improvements related to the operations of the Department, a contractor, or grantee; or 5) any other savings that are specifically identified.”  
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Semiannual Report to Congress on Audit Follow-up—No. 52
U.S. Department of Education
Office of the Chief Financial Officer
550 12th Street, S.W.
Washington, DC 20202-4450



This report is available on the Department’s Web site at
http://www.ed.gov/about/offices/list/ocfo/pubs.html.
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