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NOTICE
 

Statements that managerial practices need improvements, as well as other 
conclusions and recommendations in this report represent the opinions of 
the Office of Inspector General. Determinations of corrective action to be 
taken will be made by the appropriate Department of Education officials. 

In accordance with the Freedom of Information Act (5 U.S.C. §552), 
reports issued by the Office of Inspector General are available, if 

requested, to members of the press and general public to the extent 
information contained therein is not subject to the exemptions in the Act. 
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Ms. Jeanne Adkins, Director 
Colurado Student Loan Program 
One Denver Place South I ~lTace 
999 ISII, Street, Suite 425 
Denver. CO 80202·2471 

Dear M~. Adkins: 

Attached is our report entitled Audit of tile Culorado Student Loan Pr()gralll'~ 
Establishment and Usc of Federal and Operating Funds for the Federal Family Edllcation 
Loan Program. Th~ report incorporates the comments you provided III re~p()nse to the 
drall audit report. If you have any additional comments or information that you believe 
may have a bearing on the resolution of this audit, you should selld them direetl:v' to th~ 
following Education ()epm11l1ent officiaL who will con~ider them before taking iinal 
Departmental action 011 the audit: 

Theresa S. Shaw. ChicfOpcrating Officer 
Felkral Student Aid 
U.S_ Department of Edllcation 
Union Center Plant, Room 112G I 
830 First Street,:'\E 
Washington, DC 20202 

Offic~ of Management and Budget Circular A-50 directs Federal agencies to expedik the 
resolution of audits hy mitiating timely action on the findings and recommendations 
contained th(;rcin. Therefore, rcc(;ipt ofyollr eOnHTI(;nts within 30 days would bc greatly 
appreciated. 

In accordance ",,'ith the j-'rcedom oflnfumlation Ad (5 lJSc. ~552). reports i~slled to the 
l)(;partment's grantees and contractors arc made available, i f request~d, to members of the 
rre~s and general rllhlic to the (;xtent infiJrmatlOn nmtained therein is not subje(.:t to 
exemptions in the Act. 
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Audit Of The Colorado Student Loan Program’s 

Establishment And Use Of Federal And Operating Funds 


For The Federal Family Education Loan Program
 

Executive Summary 


The Colorado Student Loan Program (CSLP) did not fully comply with the Higher Education 
Act of 1965 as amended (HEA) and applicable regulations in the establishment of Federal and 
Operating Funds for the Federal Family Education Loan (FFEL) Program.  We found the 
following occurred during our audit period, July 1, 1998 through June 30, 1999: 

• 	 CSLP improperly transferred approximately $1.63 million from the Federal Fund to the 
Operating Fund for a working capital reserve.  

• 	 CSLP improperly allocated a reimbursement for indirect costs incurred by its Loan Servicing 
Unit (LSU), resulting in a $302,824 understatement in the Federal Fund. 

• 	 CSLP used Federal funds to pay for unallowable expenditures, resulting in a $236,078 
understatement of the beginning balance of the Federal Fund. 

• 	 CSLP miscalculated the beginning balance of the Federal Fund, resulting in a $36,131 
understatement in the beginning balance of the Federal Fund. 

We recommend that the Chief Operating Officer (COO) for Federal Student Aid (FSA) require 
CSLP to return to the Federal Fund the $547,185 in remaining applicable imputed interest on all 
findings. 

In its response to our draft report, CSLP agreed with Findings 2, 3, and 4 but disagreed with 
Finding 1. In addition, CSLP did not agree with the rate we used to calculate imputed interest 
due to the Federal Fund.  CSLP provided documentation that it had repaid the $1.63 million we 
cited in Finding 1 as well as the remaining balance of the $10.9 million it had transferred for a 
working capital reserve. We have summarized its responses at the end of the respective findings 
and provided the full text of the responses as an appendix to this report.  
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Audit Results 


The objective of the audit was to determine whether CSLP complied with the HEA and 
regulations governing the establishment and maintenance of its Federal and Operating Funds.  
Within the scope and limitations of the audit, we concluded that CSLP complied with these 
federal requirements with the exception of the findings documented in this report.  We found that 
CSLP inappropriately used loan-servicing expenditures to calculate the amount of funds it 
transferred from the Federal Fund, resulting in a transfer of approximately $1.63 million in 
excess of the amount allowed by the HEA.  We also found that CSLP did not deposit 
approximately $302,824 due to the Federal Fund.  This occurred because CSLP did not properly 
allocate and deposit a portion of an indirect cost reimbursement from the LSU into the Federal 
Fund. CSLP also used reserve funds to pay for approximately $236,000 of unallowable 
expenditures and miscalculated the beginning balance of the Federal Fund due to a spreadsheet 
error. 

Finding No. 1 – CSLP Improperly Transferred Approximately $1.63 
Million From The Federal Fund To The Operating Fund  

CSLP transferred a total of approximately $10.9 million from the Federal Fund to the Operating 
Fund as a working capital reserve under § 422A(f)(1) of the HEA when it established the funds 
on December 2, 1998.  The HEA limited the allowable transfer to 180 days’ cash expenses for 
normal operating expenses to perform the duties of the guaranty agency.  CSLP exceeded the 
limit by approximately $1.63 million when it improperly included the expenses of the LSU, a 
separate unit detached from any fiscal relationship with CSLP’s guaranty operations. 

According to 34 C.F.R. § 682.421 (b)(1), a guaranty agency "may transfer an amount up to the 
equivalent of 180 days of cash expenses for purposes allowed by §§ 682.410 (a)(2) and 682.418 
(not including claim payments) for normal operating expenses to be deposited into the agency's 
Operating Fund."  The federal regulations in 34 C.F.R. § 682.410 (a)(2)(ii) provide that a 
guaranty agency must use the assets of the reserve fund to pay only costs that are reasonable, as 
defined under 682.410(a)(11)(iii), and that are ordinary and necessary for the agency to fulfill its 
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responsibilities under the HEA. The regulations in 34 C.F.R. § 682.410 (a)(11)(iii)(B) state that, 
in determining the reasonableness of a cost, consideration must be given to factors such as the 
terms and conditions of the guaranty agency’s agreements with the Secretary. 

In a November 6, 1998, letter to the U.S. Department of Education (the Department), CSLP 
requested fiscal separation of the LSU from CSLP guaranty operations. The letter pointed out 
that since the early years of the LSU it had been self-sustaining and had not been subsidized by 
federal funds. A subsequent letter from CSLP to the Department documents a November 9, 
1998, agreement between the Department and CSLP allowing for the separation CSLP had 
requested. 

By using the LSU expenditures in the 180-day expenditure calculation, CSLP exceeded the 
amount of funds it could transfer from the Federal Fund to the Operating Fund.  The transfer (or 
loan) from the Federal Fund should not have exceeded $9,290,167.52 ($10,921,058.47 - 
$1,630,890.95) because LSU expenditures were not reasonable and necessary for CSLP to fulfill 
its responsibilities under the HEA. 

Recommendation 

We recommend that the COO for FSA require CSLP to 

1.1 	 Reimburse the Federal Fund $451,824 of imputed interest on the amount improperly 
transferred calculated through June 30, 2002.1 

CSLP Comments – CSLP contested the propriety of this finding.  CSLP stated that at the time 
of the transfer of funds from the Federal Fund to the Operating Fund there were no regulations 
implementing §422A (f)(1) of the HEA, as amended by the 1998 amendments.  In addition, 
CSLP stated that the statute does not specify that the amount of any loan must relate to expenses 
for guaranty activities only and that a program review by the Financial Partners Channel of the 
Department resulted in no adverse findings related to the establishment of the Funds.  CSLP 
provided additional information to evidence that the initial transfer of the monies from the 
Federal Fund to the Operating Fund to establish a working capital reserve were completely 
repaid on September 10, 2002.   

1 Throughout this report, imputed interest has been calculated by using the U.S. Department of the 
Treasury’s Current Value of Funds rate. 
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OIG Response – CSLP’s comments did not alter our overall position on the allowability of its 
transfer of $1,630,891 from the Federal Fund to the Operating Fund.  However, we modified the 
requested reimbursement amount in the recommendation to reflect CSLP’s complete repayment 
of the principal amount in question ($1,630,891).  While regulations regarding the matter of such 
transfers were not issued until after December 1998, pre-existing regulations support our position 
on the subject transfer. Allowable transfers are limited by § 422A (f)(1) of the HEA to a portion 
of the “normal operating expenses” of a guaranty agency, which are defined in 34 C.F.R. § 
682.410 (a)(1) as expenses relating to “guaranty activities.”  Such expenses are defined more 
specifically by 34 C.F.R. §§ 682.410 (a)(2)(ii) and 682.410 (a)(11)(iii), as discussed in this 
finding. The transfer amount was not reasonable and necessary considering the terms of the 
guaranty agency’s LSU separation agreement with the Department.   

Finding No. 2 – CSLP Improperly Allocated A Reimbursement For 
Indirect Costs Incurred By Its Loan Servicing Unit 

CSLP did not properly account for the Federal Fund's portion of the LSU payment for indirect 
costs allocated to it in FY 1999.2  CSLP allocated its central service department costs, such as 
accounting, legal, and human resource expenses, to various departments within CSLP. Our 
review of CSLP’s cost allocation plan showed that CSLP billed its LSU for FY 1999 indirect 
costs in accordance with OMB Circular A-87.  However, it did not credit the Federal Fund as 
required. 

The HEA provides that the Department may not regulate the uses or expenditures of moneys in 
the Operating Fund unless a transfer under § 422A (f)(1) of the HEA is outstanding from the 
Federal Fund. Since CSLP has not repaid the transfer from the Federal Fund, it is subject to the 
cost allocation plan requirements of 34 C.F.R. § 682.418 (c), which provide that a guaranty 
agency must follow the cost allocation requirements described in OMB Circular A-87.  OMB 
Circular A-87, Section C.4.a. provides that, “[t]o the extent that [applicable] credits accruing to 
or received by the governmental unit relate to allowable costs, they shall be credited to the 
Federal award either as a cost reduction or cash refund, as appropriate."  This same section of the 
Circular defines applicable credits as “those receipts or reduction of expenditure-type 
transactions that offset or reduce expense items allocable to Federal awards as direct or indirect 
costs.” 

2 Throughout this report, fiscal years refer to the fiscal year designated by the State of Colorado, which 
extends from July 1 through June 30. 
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On July 23, 1999, CSLP transferred approximately $1.2 million from the LSU Fund to the 
Operating Fund for LSU indirect costs. A portion of the FY 1999 indirect costs incurred by the 
LSU (covering the period July 1998 through September 1998) was paid from reserve funds.  At 
the end of FY 1999, CSLP should have prorated the indirect cost reimbursement from its LSU 
between the Federal and Operating Funds.  Instead, the full amount went to the Operating Fund.     

Recommendation 

We recommend that the COO for FSA require CSLP to 

2.1. 	 Reimburse the Federal Fund for the remaining $46,729 in imputed interest calculated 
through June 30, 2002. 

CSLP Comments – CSLP agreed with our finding. CSLP stated that the pro-ration should have 
occurred and that it made a transfer of one quarter of the indirect costs for FY 1999, in the 
amount of $302,824, from the Operating Fund to the Federal Fund.  CSLP provided 
documentation that this reimbursement occurred on June 30, 2002. CSLP agreed that additional 
interest might be owed to the Federal Fund; however, it believed that the interest rate should be 
based on the actual interest paid by the Colorado State Treasury.  

OIG Response – Our review of CSLP’s comments did not change our position.  The Treasury 
Current Value of Funds rate is specified by the Debt Collection Act of 1982, 31 U.S.C. 3717, as 
the minimal rate of interest for debts owed the Government.   

Finding No. 3 – CSLP Used Federal Funds To Pay For Unallowable 
Expenditures  

CSLP used reserve funds for two expenditures that were not allowable or allocable to the reserve 
fund after September 30, 1998.  This resulted in an understatement of the Federal Fund 
amounting to $236,078.  The expenditures were unallowable under 34 C.F.R. § 682.410 
(a)(2)(ii), which provides that reserve fund assets may only be used to pay those costs that are 
allocable to the FFEL Program. 
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Both expenditures were made using reserve funds before the new Federal and Operating Funds 
were established, and they both involved payments that were made for costs not allocable to the 
FFEL Program.   

• 	 On September 30, 1998, CSLP paid $132,077 to the State of Colorado for liability and 
worker's compensation insurance for the fiscal year ending June 30, 1999.  Although the 
State only requested that CSLP pay $33,019 for the insurance for the first quarter of FY 
1999, CSLP paid the entire amount.  CSLP made the payment with federal reserve funds and 
made no adjustment when it established the Federal and Operating Funds for the amount that 
covered the period from October 1, 1998, to June 30, 1999.  The result of CSLP’s failure to 
adjust for the payment that had been made for the last nine months of FY 1999 was that the 
opening balance of the Federal Fund was understated by $99,058 ($132,077 less $33,019).  

• 	 On September 30, 1998, CSLP paid $137,020 for computer programs and licenses.  Since 
this expense was for licenses from November 1, 1998, through October 31, 1999, it should 
have been charged to the Operating Fund.  CSLP paid the amount from federal reserve funds 
prior to October 1, 1998. CSLP made no adjustment when it established the Federal and 
Operating Funds for these licenses.  The result of CSLP’s failure to adjust for these payments 
was that the opening balance of the Federal Fund was understated by $137,020. 

Recommendation 

We recommend that the COO for FSA require CSLP to 

3.1. 	 Reimburse the Federal Fund $47,460 for imputed interest on the unallowable expenditures 
calculated through June 30, 2002. 

CSLP Comments – CSLP agreed with our finding. CSLP stated that FY 1998 was the first time 
that the State allowed quarterly payment of the insurance and that CSLP had elected to continue 
to pay it annually. CSLP also stated that the contract for the software licenses was approved on 
September 25, 1998, and due to anticipated deadlines, the software needed to be installed 
immediately.  CSLP provided documentation that it transferred a total of $236,078 for these 
expenses from the Operating Fund to the Federal Fund on June 30, 2002.  CSLP agreed that 
additional interest might be owed to the Federal Fund; however, it believed that the interest rate 
should be based on the actual interest paid by the Colorado State Treasury.  
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OIG Comments – Our review of CSLP’s comments did not change our position.  The Treasury 
Current Value of Funds rate is specified by the Debt Collection Act of 1982, 31 U.S.C. 3717, as 
the minimal rate of interest for debts owed the Government.   

Finding No. 4 – CSLP Miscalculated The Beginning Balance Of The 
Federal Fund 

CSLP made an error in calculating the amount needed to establish the Operating Fund.  We 
found a $36,131 transfer to the Operating Fund that was not supported.  CSLP explained that it 
had made an error on the spreadsheet CSLP used to calculate the beginning balance of the 
Operating Fund.  A formula in the spreadsheet picked-up the date, 12/02/98, and interpreted it as 
a dollar amount, resulting in an error of $36,131.  As a result, the beginning balance of the 
Federal Fund was understated by $36,131. We calculated that CSLP owed the Federal Fund an 
additional $8,884 in imputed interest on this amount calculated through March 31, 2002.  Not 
correcting such an error would be inconsistent with sound business practices, as required by 34 
CFR § (a)(11)(iii)(B). 

Recommendation 

We recommend that the COO for FSA require CSLP to 

4.1 	 Reimburse the Federal Fund for the remaining $1,172 in imputed interest on the 
spreadsheet error calculated through March 31, 2002. 

CSLP Comments – CSLP agreed with this finding but disagreed with the OIG recommendation 
as to the amount of imputed interest that should be transferred from the Operating Fund to the 
Federal Fund. CSLP stated that it had made its interest calculations on the interest paid by the 
State Treasury. 

OIG Response – Our review of CSLP’s comments did not change our position.  The Treasury 
Current Value of Funds rate is specified by the Debt Collection Act of 1982, 31 U.S.C. 3717, as 
the minimal rate of interest for debts owed the Government.   
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Background 


Federal And Operating Funds 

The Higher Education Amendments of 1998, enacted October 7, 1998, required each guaranty 
agency to establish a Federal and Operating Fund within 60 days of enactment.  All funds, 
securities, and other liquid assets previously held in an agency’s reserve fund were to be 
deposited into a Federal Student Loan Reserve Fund (Federal Fund) by December 6, 1998.   

The Federal Fund, which is used to pay lender claims and default aversion fees, is the property of 
the Department. The Operating Fund is used to pay for application processing, loan 
disbursement, enrollment and repayment status management, and other guaranty agency 
activities. It is the property of the guaranty agency, except for any funds it may contain by 
means of transfer from the Federal Fund.  Funds transferred from the Federal Fund remain the 
property of the Department and use of the Operating Fund is restricted by federal regulations. 

The Colorado Student Loan Program 

CSLP is the designated guaranty agency for Colorado and is located in Denver.  It is a state 
agency. CSLP established its Federal and Operating Funds on December 2, 1998.  Its Operating 
Fund contains funds transferred from the Federal Fund and is therefore subject to all of the 
regulations under 34 C.F.R. § 682.418. 
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Objective, Scope, And Methodology 


The objective of the audit was to determine whether CSLP complied with the HEA and 
regulations governing the establishment and maintenance of its Federal and Operating Funds.  
The period covered by the audit extended from July 1, 1998, through June 30, 1999, with the 
exception of the review of the usage fees, which extended from July 1, 2000, through June 30, 
2002. To accomplish our objective, we reviewed FY 1999 accounting records relevant to the 
establishment, maintenance, and transfer of Federal and Operating Funds.   

To review the establishment of the funds, we judgmentally selected 14 of 321 deposits and 9 of 
634 expenditures with amounts exceeding $10,000 that were recorded in the Federal Fund prior 
to and immediately following the establishment of the fund.  We also judgmentally selected 3 of 
75 deposits and 16 of 109 expenditures with amounts exceeding $10,000 that were recorded in 
the Operating Fund prior to and immediately following the establishment of the fund.  We 
judgmentally selected 5 of 188 Federal Fund deposit records and 12 of 884 Federal Fund 
expenditure records with amounts over $10,000 for further review of maintenance of the fund.  
We also judgmentally selected 10 of 568 Operating Fund deposit records and 12 of 182 
Operating Fund expenditure records with amounts over $10,000 for further review of the 
maintenance of the fund.  We judgmentally selected records for testing based on our perception 
of which ones were most susceptible to errors and would have the most impact on the balance of 
the Federal Fund. 

We reviewed CSLP’s cost allocation plan and related deposits and expenditures for State FYs 
1998 and 1999. We also reviewed CSLP records with respect to non-liquid assets, usage fees, 
and investment and repayment of funds transferred from the Operating Fund to the Federal Fund.  
We reviewed CSLP’s financial and single audit reports for FY 1999 as well as the supporting 
working papers of the independent public accountant that performed the audits.  We interviewed 
various CSLP personnel and FSA officials. 

To achieve our objective, we relied on data from the Colorado Financial Reporting System 
(COFRS) automated accounting system.  To assess the reliability of this data, we reviewed work 
completed by the independent public accountant and conducted additional tests.  We tested the 
accuracy, authenticity, and completeness of the COFRS data by comparing the data to source 
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records. We concluded that the data contained in the COFRS accounting system were 
sufficiently reliable to be used in meeting the audit’s objective. 

We performed on-site fieldwork at CSLP offices periodically from January to June 2002, and 
continued to collect and analyze data in our offices through October 2002.  We held an exit 
conference with officials of CSLP on November 4, 2002, and issued a draft audit report on April 
17, 2003. We received CSLP’s comments on the draft report on May 12, 2003, and clarifying 
information from CSLP on June 17, 2003.  We conducted the audit in accordance with generally 
accepted government auditing standards appropriate to the scope of the audit described above. 
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Statement On Management Controls 


As part of our audit, we made an assessment of CSLP’s management control structure, policies, 
procedures, and practices applicable to CSLP’s establishment and use of the FFEL Federal and 
Operating Funds. The purpose of our assessment was to assess the level of control risk, that is, 
the risk that material errors, irregularities, or illegal acts may occur.  We performed the control 
risk assessment to assist us in determining the nature, extent, and timing of the substantive tests 
needed to accomplish our audit objectives.   

To make our assessment, we identified significant controls and classified them into the following 
categories: 

• 	 Establishment of the Federal and Operating Funds; 

• 	 Maintenance of the Federal and Operating Funds; 

• 	 Ownership of fixed assets used to administer the FFEL Program; 

• 	 Transfers of assets from the Federal Fund to the Operating Fund; 

• 	 Transactions involving the federal reserve fund, prior to the establishment of the Federal and 
Operating Funds, that significantly impacted the opening balances of those funds; and 

• 	 Conflict of interest standards. 

Due to inherent limitations, a study and evaluation made for the limited purpose described above 
would not necessarily disclose all material weaknesses in the control structure.  However, we 
identified weaknesses in CSLP’s procedures used to establish the Federal and Operating Funds 
as well as weaknesses in transactions involving the federal reserve fund prior to the 
establishment of the funds.  We describe the weaknesses in the Audit Results section. 
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Appendix 


CSLP Comments On The Draft Report
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(' 1'1'(',' t I "L' dalL' 0 t' thL' \ta t ule). and did IlOl take e ItCt t untIl J I L I y I, 2I11)0 ('1[11'n.),,- Im<l l,"1 y 
1<) monlh~ 'll'l~r tll( trander \\as madc) ThnL'I"lrL', lhat l'cgulall()[\ "il1111,)t 
approprlatcl:. Ill' conSidered to go\'crn tiJ( trarl,>1\:r lllal\( I') month, bcl()re It took 
elrL'd, Only the Statllte can lcglllTililkly be' col101u<:'rcd 10 haw !20vcrncd the tl'an~lCr: 
,Hld til!: ,Iatllk doL" not 'ipcclfy th~t tllc amuunt uf any loan must rtlate to 11<0 dayS of 
e'pcnsc, li,r gLLilrmllc~ actlvltlc"\, only I'Lll'lhel', all ('SI t' JOiln ,IT\lcmg <lctl\l!.y at 



Th<: tlille of Ihe lialhTcr \1 a, thcn. and ,till 10. n()\l. cO~l';[dc[cd by both (·SJ. P llnd tile 
j!cp,lllmcnt. t()J~'~._ll I'~del-al rl,ll1d llctl\·I1). and ('SLP', I ".m 'IlT\"IClIlg lkpa'tmcnt 
\\"0., TIlI:n. and ,ull ,<" rlU\\", con'il(icl'<:d to be ,Ill a~,el of TIK IJmkd State,. and bOlh 
\\'111 Inll:!lll ,,> until (SLl' <1nd the Dqml'lnwnt rl'ach aglTL'Il1cnt ona "buy 011(' ,111 
actloll ("LJ' Il,h attcmpted 10 accomplish for tile' laq tll'C: \'l',W" 

{_,) 	 FurthC:I, dlHlllg till' pl'nod of lkl'cmbn 4 - 7, ~lIl1l1, Ihe l'artllL'r Se["ln'~ I -ml ofth" 
FlnllllcI1l1 1',II-Ull'rS (hlll1nel ot' till' DepartmenT 01' !educalloll C<)]ldLL~tnl a I'rogl"Hll 
Rn'lcw INo, 20()IIO'}('I)II) ofC'SLI' Ih~t, tiller (11m. rnlc'\\ed Ihe mmllwr III which 
('SLP l"tahll-,hed It, 1;~dLTal and ()pnaTlilg l'unds on [lceemha 2. l'ln_ TI1<11 
ltc\"]n, r("lIJtcd III no lld'('rs~ fllldll1g'i rei,lted 10 l'olabh~hmcnl of either of th<l'L' 
FUlllk 

i\,'eurdlllgly_ Ihe alllouni "pccltlcd ][\ 1'lIldlllg ii I ,holJld ],(' lll-dul'll'd fl<lm til,' toLII 
'l'l'OUIll ftCOtnIl1l,,)(kd 10 he relurned to Ii'c ITJe'r1l1 Fund b\ The' j)r~lil '\[I(ilt j{~p()rl. 

b_ 	 l'\"cn If the' rkpartl11~1ll ndhlTl" III Its ]10<'111011 that hndll1g I I, appropnatc. ('SU' 
pOlnls "ILl that the cllntl''ilcd :l1110Unl ofmolley ,llould lll' CllnSHkl'cd hy Ill<: l)epaltlllelll to 
han, becn PIC"lOu,ly re'pald--IJ) P"Jrl on ;-.,Jo\'cl11hcl' 2~, 2UOI {>\I1~n ('SIP TTl'.IJ( a Ir.lll"jcr 
imlll It.' ()p<:ratml2 Fund Into lIS I edn1l1 I'und In 11,(, ,lmOllllt oj "1.21.',4;'0,')4 m panml 
repayment or th(' urlglllJI trlln,ti:r). and complelel\' ['CP'1Il1. "llh all\' Inlere.,t dul'. on 
Ikeel11i1el (,_ 20111 (\\hen CSI P lll~dl' anotiwr lillll'ilcr I'rom the Ope'raling hll1d to the 
h'dn,il hilld 0 f :]11 a ddlll unal S I ,000. (JOI!), ,\cconi in g I y, t Iw amount ~jlcc III cd 111 hndIng 
til ,I'()llid he deducted Irum the tot1l1 ,lmount rtcoll1lllend('d 10 llL' rl'lurt1cd /olhc h'licral 
h]J]d 111 lile' Dian :\11dlt RepOl-t Doublc repayll1tnl nt' the prHKlpJI ~~ d'fC-cwd In the 
ill1dlllg I~ llut all ap)llo]1l'1ak penalty III till', ('lrCUIl1,tan~e_ 

Fillally, nen II thc ikparlll1~nl ~ontHHle~ tll aJhcl'C In thl' PO',ltIOIl th~t hllJmg ,'II I~ 

a)lpropnak, and I IL'II' that the c<lnTc~tnl amollnt of the' ,Ubl~CI Irnn,ti:r \\'a' not 
l'Ol11plel('l) p.lld_ II Ith Illtnc~l, on ])ecClllbn (,_ 200 1_ th~n ( SLl' POlllt< out that Ihe CIl1Il\' 
II1111Ul Tnlll~flT c~tahll<;hITlg the ()pn~llrll2 hmu, II1cllldlng the prll1C1pul of thl' conte'i!l'cI 
:lIllOlLllT) was C<lmpicTely repaid \Ihen ('SI.P made Ib Lbl transkr J'rum tile' 11plTaiing 
Fund 10 II,,: Il'dc'l-al Fund on "iC'ptcmhlT Ill. 2002 Lil n'paymcnt oj' 111\' 0l'c'fatlllg Fund 
10;111, ,\c(:<mJlngl). the anHlI",t oi' ~llcgcdly Illlpnlpe'l' pn!l('lpal ll-an'i/Cr 'p<':l'li'led III 
l-llldlllg -"I ~hn\lld bc deductcd from Ihe wlnl ,llllount rce01lHllcndcJ In be l'l'Iull1ed In th~ 
F"dLT,1I Fund b\ Il,,, IJt-ali Audit I{cport -"g~lll. II I'-, ('SI ]>', ~Ollll'nt]()n that reqUll'lll):', a 
':"c,,, ld ;-C'P:I) :lX'i1 I ,,!' (h': I'r~ 11 s Il'~! l'erw\,-cd :, ,1'1 :nap;'nl,'! l,~! c' ,~I:K (iO:1 

2 	 I mdlll~_ ','2: _( 'SI I' InJl2.l::1perl_v /\llOl'alCd '\ lZellllbur'iL'ment h'r lndlre(1 C 0,1, Inc_I,l!!sd by lb 
Loan,,''-~~\''(Illg t'ml 

('SI I' llgn'''' th,lllhl~ jl1'O-rdtlon should hUH' U('(uITL'd and 1,,,, prc'I-](llI,ly Illillk a tran~tCl' 
01' une qual-tcl' ol'till' Illdlrect CO,b lor 7'1/<):<- 10 ')/30"11- III Ihc '11l10Ul1llli'~_'02.i:i24 j]-om 
Ill,' O)ll'I-,lllllg rLJll(llo ilw kdcr,li fund_ 



-flw $1 12J)!7 p<I)mcnl 10 the State or ('olol'ado lot-I"lbIIIIV nnd pmjlcrty 1ll,UraricC I'llr 
thc fiscal Yc'al- l'lldl1l,l': 6,:.l()"j<) wa~ pillU acturulI1g tu our Ilurmal pr,lctlcc I"r that 
cxpcnullme j>,-j()r to and Ineludltlg rY97_ thc ~tatc' In'olc"d ~nd eXjlCClt'd p~yrnent tOT' 
IhL' ,'nill" year I'\TIOd_ FY 9f( (7,'<)7 10 6':')~) \,a, tl", rll-st tJ!11e thc Stat~ allowed qu~rlt'rly 
IXlyllll'nt of the Ilhurancc and CSLP dl'l'tc'd tu cOlltl1lUe to pay annually, 

'fhe 'Ii I~2JJ2() payment to S,\S In,tltutc I'or ~onwarc IH;nl~C'i I"r the Ilc'rlod of 11,1,<):-; to 
II)/JI ''!') tlwdl' on September )0, 1991\ o"cllfl't'd:\<; a result o( c\,ccutll1g a contrm:t ror 
allrlu,d Iic~li"lng or ,llti\\,lre Ihat Ila, Tll'ce,~nr') to ~Ol]\ en 10 a ne\\ I!uaranke <;)''-,km 
hC1nl! Lk\<:iup~d at tilL' trTlIl' b:; t'llb\ \. Thc ~untract \\;lS approll?d on '),25:'!~ and uuc 
to ,lllliClp,l1l'eI c'Orl\'l'['iIOrl deadhnl'-' CSLl' n~('lkd to lll,tJII Ihe ~oth\arL' IIllmedIHlt'ly_ 
II hleh was lInnl'_ I he con1raCI ,\t1achmcnt A, ~<:dl(\n 2_1 prol'Ldc'd lill O]]c' monlh of I'rt'l' 
Irml \I"agc (Udobu I 'J'n ) prior to the' bcglllnll1g of the' IICCIN' In "Jul'l'milcr, 

('~I!' !':b ~1-an"'L'l'lnj $<)<).057_7'i Cor ilJhilil; 1I1'lJl'anc<' ,]]xl "I l7.1J20 I"r [hc -",\S 
raym~l1l J'nllllthe 0pcT<lllng fund to the redelal fund_ 

-I, rllldin~..:'4' CS U':"M l,c:.Ilcul ntcd The f-kg!.!!.!:l.~ng llal.~lI1ce Of 1h~ h'dnal rlUllL 

I hl· $J()_1.11 ('rrur \Ia, a rc""ult "I' mcl\ld,,]~ a date f"'leI 111 the lurmula ]b~d to (akul,lk 
Ihe h,'\"ll1l1lnF hal<lncc,,_ t :pOIl nnt,,;e. ( SI I' returned Ihc'-,l' lund, to till' kdn,iI IUlld 

\\-h]le \"~ agt-LT tll;ll f,x fllld'ng, 1;2 unel 3 Judltlunalll1tL're,1 may he' ''''l'd_ we dt> not agl'Cl· wllh 
the anHlllllt, you Ul'~ rc,-!ue,tlr\\", ll,'n~ Ih~ :lCtu~1 H]1ere,t [lard during, 11wtlme [lell(ld~ lI1\'!llvcd. 
'\<' e<lllIwt dupi]Clll' your ,'akulal]on, lill mil-rest l'ann,,!!, to be r<:turned tn 11]<: fund_ 

Ftnlhng ;14. I(,r o ..ampk. ,tatl'S that ad(hl](]nnllTlln~,tl' due In tilt amount of);l ,172, We dl<;puk 
tll'lt "udlt]unnlll1krc,t I, owed and h,lIe ali-end) rc"p~ud ';,7,712 III II1tCI\"'(' All of our lillnc<,t 
l'alclilatloll~ arc bJ~ed I'll the nClil,]i il:kre'it p,lld by Statc 1 rl'asury_ wh,,~h IS whcr~ Ihe r.....d~l'al 
rlilld, ~I'e dqJOollCd 

IfyOlI could pnlYHk ]J' InrOrmmlon Ull 110\1 you cakulated Irltnc·,t (ratc','; ll<'c'd and elap-.,nl Ilme~) 
,II1U I\-hy yuur ealculaILo"" "ere not ild,nl on thc n~llIalll1ter~,t fidc, palli. perh-,Ip, \\C can T<:'Jch 
asrel'Illl'lIt on the amount oj' addltIOlwlllllerc",r (l\\l'1I, 

I'k~\':c' 1<:1 "": kl"\\~' ,! I ,':n] pn>\'ldc ~d,l!tI0r,:d Dr ,'!nrd\ !l'\': ;:l!,'rnl!l1l<lr] 

,"]Il~(T(l) _ 

_kannc" MAdkins 

Il']l'l'tor 


('(' 	 ('huck Ilc'llll 

Rohert lladelock 
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