Attachment I

Report of Independent Accountants

on Application of Agreed-Upon Procedures

To the Inspector General 

U.S. Department of Education 

We have performed the procedures described in Attachment I, which were agreed to by the Department of the Treasury’s (Treasury) Financial Management Service (FMS), the U.S. Government Accountability Office (GAO), and the Office of Management and Budget (OMB), as stated in the FMS Agency Reporting Requirements for the Financial Report of the United States Government guidance from Treasury’s Treasury Financial Manual, Transmittal Letter No. 630, dated June 30, 2006, solely to assist the GAO in evaluating the U.S. Department of Education’s (the Department) assertion that it properly reported intragovernmental activity and balances in the Department’s consolidated financial statements as of and for the year ended September 30, 2006, and in its 2006 Financial Report of the United States Government Closing Package (Closing Package) submission to Treasury.  The Department’s management is responsible for the proper accounting, presentation, and reporting of its intragovernmental activity and balances, consolidated financial statements, and Closing Package. 

This agreed-upon procedures engagement was conducted in accordance with attestation standards established by the American Institute of Certified Public Accountants and the standards applicable to attestation engagements contained in Government Auditing Standards, issued by the Comptroller General of the United States.  The sufficiency of these procedures is solely the responsibility of FMS, GAO, and OMB.  Consequently, we make no representations regarding the sufficiency of the procedures described in Attachment I either for the purpose for which this report has been requested or for any other purpose. The procedures we performed and our associated findings are presented in Attachment I.

We were not engaged to, and did not perform an audit of the matters addressed herein, the objective of which would be the expression of an opinion on such information.  Accordingly, we do not express such an opinion.  Had we performed additional procedures, other matters might have come to our attention that would have been reported to you.

This report is intended solely for the information and use of the Department, OMB, FMS, and GAO, and is not intended to be and should not be used by anyone other than these specified parties.   







December 11, 2006

Agreed Upon Procedures and Findings

	Agency Name
	U.S. Department of Education

	2-digit Agency Code
	91


	INSTRUCTIONS:   Indicate the findings upon completion of each procedure. Deliver this IG Agreed-Upon Procedures  Report (AUP) on the Closing Package Intragovernmental Activity and Balances, as well as copies of any internal control findings, to your agency’s CFO, FMS, and GAO no later than January 16, 2007.  (Refer to the requirements stated in subsection 4705.80, IG AUPs for Federal Intragovernmental Activity and Balances.)


	Findings

	Procedure 1

Obtain the agency’s policies and procedures that describe the agency’s activities to record, process, summarize, reconcile, and report intragovernmental activity/balances by trading partner.  Determine if the items identified in the CFO-provided reconciliation schedule were properly recorded at yearend in accordance with the agency’s policies and procedures. 


	We noted one Treasury identified difference with trading partner 13 for $14.7 million which was not accrued properly in accordance with the Department’s policies and procedures and the applicable OMB guidance.  This difference was related to reimbursable agreements for goods and services to be received by the Department.  The Department expensed these transactions at the time of the advance, and did not accrue an advance for goods/services paid but not delivered at year end.  Management stated that the accrual process was not utilized as the amount was not material to the Department’s financial statements.  This procedure was performed for those transactions identified in the Intragovernmental Closing Package Material Differences/Status of Disposition Certification Report provided by Treasury.

	Procedure 2
In the event of nonreporting by trading partners, report those differences and indicate that the difference is due to nonreporting by the trading partner.  Cooperation between IG offices of the trading partners is encouraged.

Review items related to the balance identified by FMS in Step 1 of the CFO procedures recorded after yearend to determine if they were recorded in the proper year.


	The Department represented that no nonreporting by trading partners exists. 

We noted that the Treasury identified differences with trading partners 13 and 14 for $14.7 and $88.4 million, respectively, were not accrued.  While the first difference is explained in procedure 1, the $88.4 million difference is related to advances for grants to be disbursed by trading partner 14.  The Department expensed these transactions at the time that trading partner 14 drew down the grant funds.  However, as of the end of the fiscal year, trading partner 14 had not disbursed all funds to the grantees.   The grant accrual process utilized by the Department did not reinstate the nondisbursed portion of this distribution to trading partner 14 as an advance as the grant accrual process focuses largely on grants processed through the Department’s grant disbursement system.   To the extent such differences between the trading partners continue, as appropriate, we suggest that the Department utilize the guidance on resolving intragovernmental disputes and major differences contained in the Intragovermental Business Rules issued by Treasury.

	Procedure 3
Identify and include copies of audit findings related to the transactions identified in Procedures 1 and 2, such as reasons for disclaimer and/or qualification, material weaknesses, reportable conditions, noncompliance with laws and regulations, and items cited in the management letter.  Also identify and report auditor-proposed intragovernmental adjustments that were waived by the agency relating to these transactions.


	No findings related to the transactions noted in procedures 1 & 2 were noted during the financial statement audit.

We suggest that the findings identified in procedures 1 and 2 above indicate that the Department should refine its policies and procedures surrounding the processing of intragovernmental transactions.  This may include developing additional procedures and enhancing communication with trading partners to ensure that transactions are being reported consistently by both parties, recording advances as made and limiting advances to amounts expected to be disbursed to third parties in the near term and/or developing approaches to ensuring that trading partner work flows and disbursements are considered in development of accruals. 

For the financial statement audit, there was one proposed intragovernmental adjustment for approximately $83 million that was waived by the Department.  The adjustment was to record Guaranty Agency reserve re-evaluation of FY 2005 fund balance.  The following accounts were affected:  Cash and Other Monetary Assets (Debit), Other Liabilities - Intragovernmental (Credit), Non-Federal Earned Revenue (Credit).
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