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Dear Messrs. Miller and Skelly:

This final audit report, titled The Department’s External Audit Resolution Process, presents the
results of our audit. The objective of our audit was to evaluate the effectiveness and timeliness
of the U.S. Department of Education’s (Department) resolution process for external Office of
Inspector General (OIG) audits. Specifically, we assessed the Department’s controls over the
resolution of external OIG audits that contained monetary and/or non-monetary findings and
recommendations.

BACKGROUND
e e e e

The OIG conducts external audits as part of its mission to promote the effectiveness, efficiency,
and integrity of the Department’s programs. The subjects of external OIG audits include entities
that receive funding from the Department, such as State Education Agencies, Local Education
Agencies, institutes of higher education, contractors, and non-profit organizations. External OIG
audit reports generally include recommendations for Department management to require the
external entity to take corrective action. These recommendations may be monetary, which
require the entity to return funds to the Department, or non-monetary, which require the entity to
improve operations or internal controls.

The Office of Management and Budget (OMB) Circular A-50, “Audit Followup,” provides the
policies and procedures for use by executive agencies when considering audit reports, such as
those issued by OIG, where followup is necessary. It identifies audit followup as an integral part
of good management and a shared responsibility of agency management officials and auditors. It
requires Federal agencies to assign a high priority to the resolution of audit recommendations

The Department of Education’s mission is to promote student achievement and preparation for global competitiveness by fostering educational
excellence and ensuring equal access.
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and to appoint a top level Audit Followup Official (AFUO) whose responsibilities include
ensuring that systems of audit followup, resolution, and corrective action are documented and in
place; timely responses are made to all audit reports; and disagreements are resolved. The
Department designated its Chief Financial Officer to fill this role. The Post Audit Group (PAG)
within the Office of the Chief Financial Officer (OCFO) provides support to the AFUO and is
responsible for monitoring the Department’s compliance with OMB A-50 requirements.

In the case of external OIG audit reports, resolution is generally the point at which OIG and
Department management agree on the course of action to be taken on reported findings and
recommendations; or, in the event of disagreement, the point at which the AFUO determines the
matter to be resolved. OMB A-50 requires that resolution occur within a maximum of 6 months
after the issuance of the final report.

The Department tracks the resolution of external OIG audits through its Audit Accountability
and Resolution Tracking System (AARTS). AARTS is a web-based application designed to
assist management with audit reporting and followup activities and is managed by PAG. The
OIG also tracks resolution of its external OIG audits through its Audit Tracking System (ATS).

The Department’s “Handbook for the Post Audit Process”' (Handbook) provides internal
policies and procedures for the resolution and follow up of audits of programs covered by the
General Education Provisions Act (GEPA), OIG audits and alternative products, and
Government Accountability Office audits of Department programs, activities, and functions.
GEPA requires that the Department provide written notice to the recipient when it determines a
recipient must return funds that were inappropriately expended. This notice is provided through
a Program Determination Letter (PDL). However, due to the applicable statute of limitations,
the Department may not seek recovery of funds that were expended more than 5 years prior to
the receipt of the PDL. The Handbook also provides criteria under which a Principal Office
(PO) can request a suspension of completion and issuance of a PDL, referred to as an
administrative stay. The approval of an administrative stay does not impact the 6 month
resolution requirement established in OMB A-50.

In January 2004, the OIG issued an audit report entitled, “Funds Not Recovered Due to the
Statute of Limitations,” which noted that improvements were needed in the Department’s
management of the audit resolution process. The audit revealed that funds totaling $7.4 million
were lost due to audits not being resolved prior to the expiration of the statute of limitations
(SOL). The audit also found that audit resolution was not tracked or reported accurately.

! The “Handbook for the Post Audit Process” was issued in June 2007. It superseded OCFO: 1-102, Post Audit
Process, dated October 6, 2003.
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AUDIT RESULTS

Overall, our audit found that the Department’s audit resolution system for external OIG audits
was not effective and audits were not resolved timely. Specifically, we determined that 84 of the
93 audits (90 percent) with final report issuance dates from January 1, 2007 through

December 31, 2010, had not been resolved within the 6 month deadline. We found that 35 of the
84 audits (42 percent) that had not been resolved timely were still unresolved as of

January 17, 2012. We also noted that the percentage of external OIG audits not resolved timely
increased during each calendar year (CY) from 2007 through 2010.

Additionally, we identified 53 audits that were overdue for resolution as of June 30, 2010,
regardless of the report issuance date. These audits were overdue for resolution by an average of
1,078 days and included questioned costs that totaled $568 million. As of December 31, 2011,
the Department had lost the opportunity to recover $415 million of these costs due to the
expiration of the SOL.

We determined that PAG did not fulfill its responsibilities to ensure that the resolution process
for external OIG audits was operating effectively. PAG also did not ensure the Department’s
compliance with OMB A-50 requirements or its own internal policies, thereby weakening the
effectiveness of the resolution process for external OIG audits.

Untimely resolution has impacted the potential recovery of funds due to the SOL and has likely
created delays in the development and implementation of corrective actions by auditees that are
intended to correct noted weaknesses in program management. Overall, ineffective internal
controls over audit resolution may have a negative impact on the achievement of the
Department’s mission and the anticipated results of individual programs.

In its response to the draft audit report, the Office of the Deputy Secretary (ODS) and OCFO
agreed with the OIG’s overall conclusion that there have been longstanding challenges related to
the timeliness and effectiveness of the agency’s external audit resolution process, and that
targeted actions can and should be taken to improve this process. ODS/OCFO proposed a series
of actions to be implemented over the short term to address many of the specific
recommendations in the report, and noted that while they concur with the proposed
recommendations, they believe that to address all of the root causes of the deficiencies in the
audit resolution process, a more comprehensive set of recommendations is needed if the
Department is to fundamentally improve the effectiveness and timeliness of audit resolution.
ODS/OCFO noted that in their view, the issues of timely and effective audit resolution, along
with audit quality and related management and internal control issues, are inextricably
intertwined. As such, they noted that the Deputy Secretary has established a cross-agency team
to review the audit resolution process and make recommendations to improve its efficiency,
timeliness, and effectiveness. Key deliverables from the team will include process improvement
goals, recommendations on specific actions that should be taken to achieve those goals, and a
timeline for implementing the recommended changes.
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ODS/OCFO’s comments, including corrective actions proposed, are summarized at the end of
each finding. The full text of ODS/OCFO’s response is included as Attachment 3 to this report.
No changes were made to the report as a result of the response.

FINDING NO. 1- Improvements are Needed in the Department’s Audit Resolution
Processes to Ensure External OIG Audits are Timely Resolved

Improvements are needed in the Department’s audit resolution process to ensure that external
OIG audits are resolved in a timely manner. OMB A-50 calls for federal agencies to assign a
high priority to the resolution of audit recommendations, specifically requiring that resolution be
made within a maximum of 6 months after issuance of a final report. We reviewed the
Department’s AARTS data relating to audit resolution activity for all 93 external OIG audits
with final report issuance dates from January 1, 2007 through December 31, 2010, and noted:

e 84 of the 93 audits (90 percent) were not resolved within the 6 month requirement;

e 35 of the 84 audits (42 percent) that were not resolved timely still remained unresolved as
of January 17, 2012. Nearly one of every five CY 2007 audits not resolved timely
remained unresolved at a point in time that was at least 4 years after the issuance date;
nearly one of every three CY 2008 audits not resolved timely remained unresolved at
least 3 years after the issuance date. Data related to this review is summarized in Table 1
below;

e The percentage of audits not resolved timely increased during each period, with audits
not resolved timely rising from 82 percent for those issued in CY 2007 to
100 percent for those issued in CY 2010. Data related to this review is summarized in
Table 2 below.

Table 1. Resolution Activity Beyond the 6 Month Requirement for External
OIG Audits Issued During CYs 2007, 2008, 2009, and 2010

Calendar Year Number of Number of Percentage of Audits
External OIG Audits Still Still Unresolved as of
Audits Issued in Unresolved as of January 17, 2012
CY Not Timely January 17, 2012
Resolved
2007 27 5 19
2008 17 6 35
2009 23 11 48
2010 17 13 76
Total 84 35 42
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Table 2. Timeliness of Resolution Activity for External OIG Audits Issued
During CYs 2007, 2008, 2009, and 2010

Calendar Number of External Number of Audits Not Percentage of Audits not
Year OIG Audits Issued Resolved Timely Resolved Timely
2007 33 27 82
2008 19 17 89
2009 24 23 96
2010 17 17 100
Total 923 84 90

We further used AARTS to identify all OIG external audits that were overdue for resolution as of
June 30, 2010, the start of our fieldwork, regardless of the report issuance date.> We found a
total of 53 audits that had not been resolved timely and remained open as of that date. Final
report issuance dates for these audits ranged from March 1998 (with resolution 4,492 days
overdue) to December 2009 (with resolution 197 days overdue). These audits were overdue for
an average of 1,078 days with a related median of 709 days overdue.® The recommendations
associated with these audit reports included questioned costs that totaled $568 million. Seven
different Departmental offices had resolution responsibility for at least one of these audits, with
25 of the 53 (47 percent) falling under the responsibility of the Office of Elementary and
Secondary Education (OESE) and 18 of the 53 (34 percent) falling under the responsibility of
Federal Student Aid (FSA). A summary of these audits by responsible office is presented below
in Table 3.

% As of March 5, 2012, atotal of 55 OIG external audit reports were overdue for resolution, including 26 reported as
overdue as of the June 30, 2010, date. This was 4 percent more than in June 2010. The final report issuance dates
for these reports ranged from March 1998 (with resolution 4,922 days overdue) to August 2011 (with resolution

11 days overdue). Overall, the resolution for these 55 audits was overdue for an average of 1,030 days with a
related median of 600 days overdue.

* A listing of these audits is included as Attachment 2.
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Table 3. Audits Overdue for Resolution as of June 30, 2010
by Responsible PO
Responsible PO Number of Number of Percentage of | Questioned
External OIG Unresolved Audits Not Costs in
Audits Issued as of | Audits as of Resolved Unresolved
December 31,2009 | June 30,2010 Timely Audits
(Millions)

OESE 91 25 27 $402
FSA 70 18 26 $90
OCFO 45 6 13 $58
Office of Special 15 3 20 $16
Education and
Rehabilitative

Services
Office of Safe and 5 0 0 $0
Drug Free Schools
Other® 3 0 0 $0
Office of 2 0 0 $0
Vocational and
Adult Education
Institute of 1 0 0 $0
Education
Sciences
Office of 1 1 100 $2
Postsecondary

Education
Total 233 53 23 $568

OMB A-50, “Audit Followup,” dated September 29, 1982, was established in part to strengthen
the procedures for resolution of audit findings and corrective action on recommendations
contained in audit reports issued by Inspectors General. Section 5, Policy, states that each
agency should establish systems to assure the prompt and proper resolution of audit
recommendations and provide for a complete record of action taken.

Section 6 defines resolution for most audits as “the point at which the audit organization and
agency management or contracting officials agree on action to be taken on reported findings and
recommendations; or, in the event of disagreement, the point at which the audit followup official
determines the matter to be resolved.” It further notes that a report may be considered resolved

* Includes reports that were not attributed to a specific PO in AARTS. This included those identified as Cooperative
Audit Resolution and Oversight Initiative and “Special Category”.
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despite the right of persons outside the agency to negotiate, appeal, or litigate, and that resolution
of a report with respect to parties outside the Government does not preclude further consideration
of issues in the report by agency management. The Department’s Handbook adds that ongoing
communication with the auditee during the resolution period is not a basis for exceeding the

6 month time limit.

Section V of the Department’s Handbook discusses audit resolution responsibilities. It
specifically states that Action Officials (AO) are responsible for determining the actions to be
taken in resolving findings in audit reports concerning respective program areas of responsibility
within the 6 month resolution time frame, elevating disputed issues to the AFUO, and
maintaining formal, documented systems of audit resolution. Audit Liaison Officers (ALO) also
share responsibilities for ensuring adherence to the 6 month resolution period.

The AFUO is noted as being responsible for securing prompt resolution when the AO has not
accomplished such action in the 6 month time period or when there is a disagreement between
involved parties, to include the AO, Office of General Counsel (OGC), OIG, and/or PAG, and
the issues have been elevated to the AFUO.

Overall, untimely resolution occurred because AOs, ALOs, and the AFUO did not effectively
fulfill their individual responsibilities relating to the Department’s resolution process for external -
OIG audits. In addition, PAG did not ensure that the Department’s resolution system for
external OIG audits was effective.’

As part of our audit, we judgmentally selected a sample of 23 of the 53 external OIG audits
(43 percent) that we identified above that were overdue for resolution as of June 30, 2010, for
further evaluation. Audits selected for review were those issued to either OESE or FSA, since
those offices were responsible for the majority of the overdue audits. We reviewed the audit
resolution files and held discussions with Department officials responsible for resolution of the
selected audits. Our work included examination of documented activities prior to and after the
selected audit’s resolution due date. This work was conducted to identify specific recurring
issues that impacted timely resolution of external OIG audits. We determined that the
Department’s internal control environment did not always ensure that meaningful audit
resolution activity was performed prior to or after the resolution due date. Overall, the
supporting documentation indicated a number of reasons for delays in audit resolution, with a
primary reason being a lack of activity occurring during the 6 month period after the report
issuance date. See Table 4 below.

’ See Finding 2 for additional details.
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Table 4. Reasons Noted for Unresolved Audits

Reason Unresolved Number of Audits* Percentage of Audits
Lack of activity during 14 61
resolution period
Request and review of 14 61
additional information from
auditee
Awaiting corrective action 7 30
completion by auditee
Request and review of OIG 4 17
workpapers
Awaiting outcome of appeal 4 17

on related audit or related
litigation

* audits may be included in more than one category

Specifically, our review noted the following:

Lack of Activity During Resolution Period

We found 14 audits (61 percent) where supporting documentation in audit resolution files
showed that there was limited or no resolution activity occurring during the 6 month period after
the report’s issuance date.

Five sampled audits (22 percent) had no documentation supporting the conduct of any
resolution activity by the primary PO during the 6 month resolution pt:riod.6 In one instance,
the first documentation of resolution activity was email correspondence from a Department
official to OIG approximately 10 months after the report’s issuance indicating the
Department was experiencing difficulty in understanding how details in the audit report
supported totals in a table of questioned costs. In another instance, we noted that an
administrative stay request, submitted after the resolution due date, stated that the
Department conducted a comprehensive programmatic review that included a site visit,
meetings with management officials, and monitoring calls. However, the documentation did
not include further information regarding the completion of any of these activities. As such it
was not possible to readily determine when they occurred, the level of effort involved, and
whether there was specific correlation to resolution of the audit’s findings and
recommendations.

® In one instance, the sampled audit report’s findings were divided among multiple POs for resolution. There was no
documentation to support resolution activity by the primary PO during the 6 month resolution period for its assigned
findings. A second PO completed resolution of its assigned finding timely.
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e Five audits (22 percent) had limited activity documented during the 6 month period,
consisting only of the POs’ request for an administrative stay. The administrative stay
requests each cited the need to review reports, application documents, and additional
clarifying information provided by auditees. In each case, there was no documentation
substantiating the Department’s efforts prior to the audit resolution due date or related
results. Further discussion with applicable audit resolution staff noted that although the
reports were issued in 2007, nothing further was done until 2010 due to a lack of priority
being placed on the audits.

e Four other audits (17 percent) had documentation that was limited to email correspondence,
none of which substantiated completion of significant resolution activities. For example,
support for one audit included correspondence that only indicated senior management was
briefed on the audit and a response from the auditee was received. Documentation for
another audit included correspondence that indicated resolution responsibilities were being
reassigned to a different Department official approximately 5 months after the report
issuance date and that the newly assigned official was initiating review of the audit. In this
instance, the documentation did not show completion of any resolution activity by the
previously assigned official. Documentation related to two other sampled audits was limited
to correspondence regarding the auditee’s response to the final audit report. This included
items such as an extension of the response due date and receipt of the actual response.

Our review of resolution activity for the 23 sampled audits further determined that the
Department’s processes did not always ensure audit resolution activity was effectively conducted
after the resolution due date, regardless of whether there was some indication of activity prior to
the due date. We noted:

Request and review of additional information from auditee

e Fourteen audits (61 percent) had documentation that cited resolution delays due to the time
related to the request and review of additional information from the auditee. In some cases,
the documentation supported ongoing resolution activities conducted over extended periods
of time that generally involved multiple administrative stay requests and approvals. For
example, one audit in our sample included 7 administrative stay requests over a period
spanning approximately 20 months. The reasons for these requests included time for the
auditee to provide additional information, missing data in the information submitted, review
of the information, and discussions regarding a potential settlement agreement.
Documentation supported the development of a preliminary resolution document and a draft
final resolution document, calculations of liabilities, and correspondence with the auditee
during this time period.

However, we noted several instances where the documentation did not support that
continuous resolution effort was made. Several sampled audits cited the need to review data,
but there was no documentation of related activity for extended periods of time. In one
instance, a request for administrative stay for this reason was made in March 2008, but there
was no documentation of further resolution activity until June 2010. In another instance, a
similar request for administrative stay was also made in March 2008, with no documentation
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of any further resolution activity occurring until July 2010. Documentation from another
sampled audit revealed that an administrative stay for this reason was requested
approximately 6 months after the report’s issuance date; however, the first related
documentation showing evidence that staff performed any further resolution activity for this
audit was dated August 2010, approximately 35 months after the report issuance date.

Awaiting corrective action completion by auditee

Seven audits (30 percent) included documentation that noted resolution was delayed because
the Department inappropriately waited for the auditee to complete corrective actions or
performed followup activities related to corrective actions taken.

With respect to several sampled audits, Department officials indicated that after a multiple
year delay in resolution activity, they sought to determine what actions the auditee had taken
on the audit findings so that those actions could be excluded from the resolution decision.
The officials stated they did not want to recommend work that had already been done. In one
specific occurrence, an auditee detailed corrective action it had taken in its November 2007
response to the final audit report, which included the return of funds. The Department had
not resolved the audit as of August 2010, at which point it appeared a Department official
contacted the auditee and was provided with information relating to the return of funds by the
auditee. Internal correspondence dated September 2010 indicated the Department was
working with the auditee to verify whether all funds were returned to the Department.

Request and review of OIG workpapei‘s

Four audits (17 percent) included documentation where the Department indicated that
resolution was delayed because of time required to obtain and review the auditor’s working
papers or obtain additional information from OIG. Although the need to review this
information was cited as a factor contributing to delays in audit resolution, we noted
instances where the Department’s requests occurred after the 6 month resolution requirement.
For example, for two sampled audits the Department’s requests were made 115 days and
303 days after the respective audit resolution due dates. In a third instance, a Department
request for access to the full complement of audit materials was made 772 days after the
resolution due date. With respect to the third instance, resolution documentation indicated
that a process to allow review of the audit’s working papers was in place prior to the
resolution due date. However, the resolution documentation indicated that after the working
papers were obtained, they could not be located by Department staff and an additional
request for the working papers had to be made.

Awaiting outcome of appeal on related audit or related litigation

Four audits (17 percent) included documentation noting that resolution was being delayed
pending the outcome of related appeals or litigation. Two audits had supporting
documentation that indicated that resolution was pending the outcome of a separate
management decision. In these cases, documentation identified delays in resolution due to an
appeal before the Department regarding another OIG audit with similar findings. The



Final Audit Report
ED-OIG/A19K0009 Page 11 of 21

referenced audit report under appeal was issued in 1998. Two additional audits issued in
2009 were noted as being delayed at the request of OGC due to related litigation that was in
process. The litigation was settled in November 2010.

In addition to the above, officials from one PO stated that during our audit scope period systemic
problems contributed to resolution delays across multiple audits. These included a lack of staff
to conduct resolution activities, lack of knowledge among staff to effectively conduct resolution
activity due to a lack of training, a lack of organizational priority placed on audit resolution
activities, and an overall lack of accountability. One other PO official and an OGC official noted
the burden of establishing a prima facie case for the recovery of funds, as required by GEPA,
including an analysis reflecting the value of the program services actually obtained in a
determination of harm to the Federal interest. The PO official noted that harm to the Federal
interest is not covered in OIG audits and therefore makes it difficult to prove. The OGC official
also believed that there is an inherent conflict of interest in having OIG review PDLs before
issuance because it is difficult to be objective about your own work, which oftentimes can lead to
disagreements and delays in resolution. We would note that OMB A-50 specifically requires
OIG involvement in the review of PDLs by defining resolution as the point at which both the
audit organization and agency management agree on action to be taken on reported findings and
recommendations.

We noted that management in one of the POs reviewed recognized performance challenges and
developed an internal action plan that was intended to improve its overall audit resolution
process. We reviewed the action plan and conducted additional discussions with PO officials
regarding changes to its audit resolution processes that were cither planned or in the
implementation process. We noted these activities included elements such as: a) a quality
assessment tool designed to improve the audit resolution specialist’s ability to prepare quality
resolution documentation; b) a tracking tool to monitor the status of audits throughout the
resolution process; ¢) additional training for audit resolution specialists; d) an internal website to
make audit resolution resources and tools readily available to audit resolution specialists; and

e) hiring additional staff to perform audit resolution activities. It was beyond the scope of this
audit to assess the effectiveness of these process changes; however if effectively implemented
such changes could decrease the volume of audits overdue for resolution and improve the overall
timeliness of resolution activities for external OIG audits in this PO.

Overall, OIG external audits may identify fraud, waste, or abuse; provide information on the
effectiveness of internal controls; or report on the appropriateness of federal funds usage and
effectiveness of programmatic performance. As such, these audits can serve as a tool for
Department management in its day-to-day operations, long term strategic planning, and overall
risk management. Untimely audit resolution may delay the implementation of corrective actions
in response to audit recommendations that are intended to correct internal control weaknesses
and deficiencies, improve performance, and ensure that Department funds managed by the
auditees are not under a heightened risk of misuse.
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In addition, delays in audit resolution can negatively impact the Department’s ability to recover
funds under certain programs due to SOL requirements. We reviewed information for all 28 of
the 53 unresolved audits that contained questioned costs that were subject to the SOL to
determine whether the identified funds had been lost or were at risk of being lost.” These

28 audits identified a total of $478 million in questioned costs. We determined that as of
December 31, 2011, the Department had lost the opportunity for the potential recovery of
questioned costs noted in 19 of these audits, totaling $415 million, due to the SOL. We further
determined that funds from 2 audits that included $6.7 million in questioned costs are still at risk
of being lost if not resolved prior to the expiration of the SOL.

During our exit conference, OCFO officials noted that they were aware of problems with the
timeliness of audit resolution and were starting to better track and analyze related data than had
been done previously. These officials also noted that fiscal year 2011 was the first time that
there were audit resolution targets included in organizational performance reviews (OPR) for
some of the POs. These targets were focused on the number of audits resolved and the
elimination of the backlog of unresolved, overdue audits. We noted that there was no indicator
focused on timeliness of resolution for audits not yet overdue. The officials noted that this was a
first step and the focus was placed on trying to avoid growth in the overdue backlog. It was also
noted that OCFO was planning to improve its offerings of audit resolution training for
Department staff.

Recommendations

We recommend that the Chief Financial Officer:

1.1 Continue with the development and implementation of a recurring training program for all
Department staff involved in the audit resolution process. Ensure training includes a review
of OMB and Department requirements, individual responsibilities, and differences between

audit resolution and audit followup.

1.2 Collaborate with OIG and key POs to discuss ways to enhance OIG audit reports
to better facilitate timely resolution.

We recommend that the Deputy Secretary:
1.3 Strengthen Department-wide accountability for timely audit resolution by:
a.  Requiring that performance standards focused on the timeliness of resolution be

included in the performance plan of all individuals involved in the audit resolution
process;

7 The Handbook requires the Department to expedite the audit resolution and review process and issue a
determination for audits as soon as possible in instances where the recovery of funds will be barred by the SOL.
within 24 months. For the purpose of our audit, we considered audits where the SOL would expire during CY 2012
or CY 2013 as at risk of being lost.
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b.  Requiring a performance indicator focused on the timeliness of audit resolution be
included as part of individual PO OPRs. ‘

Department Comments

OCFO stated that it agreed with recommendations 1.1 and 1.2. It noted that over the past
several years it has developed training modules on audit followup and has offered limited
training courses to Department staff. OCFO noted that it plans to continue to offer these courses
and is actively looking for ways to enhance both the course content and level of access that
agency staff have to training materials, to include posting the course materials on its website for
ongoing reference. OCFO stated that it has already taken steps to facilitate more consistent and
timely communication between POs, and believes that collaboration between OCFO, key POs,
and the OIG on enhancing OIG audit reports so that they contain all of the information needed to
resolve audits could substantially improve the timeliness and quality of audit resolution.

With regard to recommendation 1.3, ODS stated that the recommendations to be submitted to the
Deputy Secretary by the review team previously referenced on page 3 will directly address the
issues noted. ODS added that while performance with respect to the effective and timely
resolution of audits should be considered as part of the Department’s organizational
performance, the Deputy Secretary needs to better understand the potential range of options on
how best to accomplish this objective, and therefore at this time cannot commit to including it as
part of individual PO Organizational Performance Reviews.

FINDING NO. 2 - PAG Did Not Ensure the Department’s Audit Resolution Process
for External OIG Audits was Effective

PAG did not fulfill its responsibilities to ensure that the resolution process for external OIG
audits was operating effectively. During our audit, we determined that PAG did not ensure the
Department’s compliance with OMB A-50 or its own internal policies, thereby weakening
controls over the resolution process for external OIG audits. We specifically noted weaknesses
m:

e Oversight and analysis of the audit resolution process;

e Management of the administrative stay process; and

e Management reporting activities.

As a result, the Department’s audit resolution operations did not perform effectively and
efficiently and the Department’s overall compliance with applicable laws and regulations was
negatively impacted.

Oversight and Analysis of the Audit Resolution Process

We found that PAG did not routinely conduct periodic evaluations of the audit resolution process
during our audit scope period as required by OMB A-50. PAG delegated the overall audit
resolution responsibility for external OIG-issued audits to the assigned PO. However, PAG
generally did not monitor the POs’ performance in order to establish its progress in resolving
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audits and to evaluate the overall effectiveness and efficiency of the Department’s audit
resolution operations.

We also determined that PAG did not conduct reviews of PO operations to ensure that the
Department’s audit resolution system met OMB A-50 requirements for recordkeeping
throughout the resolution process. We found that one of the two POs included in our sample for
detailed audit file reviews did not maintain appropriate documentation of the audit resolution
process consistent with the requirements established by OMB A-50 and the Department’s
Handbook. In response to our request for documentation, the PO responded that it did not
maintain official audit resolution files. The PO subsequently agreed to gather all available
documentation for the 10 audits in our sample. However, this did not ensure that the information
relating to resolution activity was complete. For example, documentation provided for six audits
was incomplete regarding administrative stays that had been granted. In one audit, we noted the
documentation did not include communications with the auditee that were referenced in other
documents.

OIG previously reported on concerns with this PO’s documentation of audit resolution and
followup activities as part of an alert memorandum issued to the PO in May 2004 and in an audit
report issued in September 2004.% In its response to the audit report, the PO stated “Procedures
will be established to ensure that appropriate audit resolution files are maintained and document
all actions taken to resolve findings of external OIG audits.” As such, we found the PO’s stated
corrective action was not implemented.

Section V of the Department’s Handbook states the Chief Financial Officer is the designated
AFUO for the Department of Education. The Handbook reflects OMB A-50 requirements
stating that the AFUO is responsible for ensuring that a system of cooperative audit resolution
and followup is documented and in place. The Handbook further states that the AFUO is
responsible for the periodic review of “all systems, controls and data collection efforts to ensure
that actions necessary for the resolution of audit and alternative product report findings and
recommendations are implemented.” This section also states that PAG has responsibility for
monitoring the Department’s compliance with OMB A-50.

OMB A-50, Section 8, requires that these systems provide for the periodic analysis of audit
resolution, to determine trends and system-wide problems, and to recommend solutions, as well
as provide for periodic evaluations of whether the audit followup system results in efficient,
prompt, and proper resolution of audit recommendations.

The Department’s Handbook, Section III, requires AOs to maintain all documentation pertinent
to the resolution of the audit.

In discussions with PAG officials, they stated that PAG facilitates audit resolution from a
technical rather than a monitoring standpoint by administering and maintaining AARTS and
implementing enhancements to improve its functionality. They stated PAG did not have the
necessary staffing resources to monitor the audit resolution process and, as such, placed direct

# ED-OIG/L19-E0008 and ED-OIG/A19-E0002, respectively
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responsibility on the POs for accessing AARTS and monitoring resolution progress. PAG
officials also acknowledged that no effort had been made in the past to formally monitor the
audit resolution process within the Department.

Delegation of audit resolution responsibility without appropriate oversight of the authority and
responsibility conveyed may create additional control weaknesses and increase the potential for
operational performance problems. Without performing reviews of the execution of its audit
resolution system, the Department does not have reasonable assurance that the audit resolution
processes were implemented at the PO level as intended. It also limits its ability to identify any
areas of implementation weakness and to develop appropriate actions to mitigate any such
weaknesses and have greater assurance of positive operational performance.

During our audit, PAG officials stated that they were currently working with POs to identify
common issues related to audit resolution in order to generate specific Department-wide
recommendations and opportunities to improve the process. We noted that PAG began preparing
and distributing a monthly report in October 2010 titled “Status of OIG External Audits” that is
still in use as of March 2012. The report identifies individual unresolved OIG audits, the office
responsible for resolution, and the related due date. However it does not provide additional
context to assess overall effectiveness of the process and areas of concern or weakness, such as
amount of funds subject to recovery in individual audits and potential loss due to approaching
SOL dates or number of administrative stays granted with related justification. In addition, the
report is generally for informational purposes only. There is no level of accountability
associated with the report, as POs are not expected to respond to or justify the reasons for
untimely resolution. An OCFO official noted that this report was designed in part to support the
OPR measures related to audit resolution noted on page 12, and to “get the ball moving” on
using data to manage the process.

During our exit conference, OCFO officials expressed their commitment to improving audit
resolution, noting that in February 2012, they implemented a tool in AARTS that will prioritize
audits for resolution based on several risk factors, and they have convened a monthly working
group focused on audit resolution activities. Officials expressed concerns though about their
ability to effectively oversee and manage audit resolution Department-wide due to a lack of staff
resources and the decentralized nature of the resolution process. They also expressed concern
with the authority they have to affect any significant change across the Department given their
position within the agency, indicating they have no real authority to compel action or change
from the POs. Concern was also raised over the conflict that arises due to PAG’s involvement
with other POs in the actual resolution of audits while also being tasked with monitoring PO

progress.

Management of the Administrative Stay Process

We found that PAG did not always effectively manage the Department’s administrative stay
process. While the Department’s Handbook identifies a procedure for the request and approval
of an administrative stay along with criteria under which a stay might be granted, we identified
weaknesses with respect to the implementation of administrative stays as identified below.
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e PAG did not assess the value of the policy and its impact on audit resolution activity. An
administrative stay is a Department procedure that internally “suspends” the completion and
issuance of a PDL under certain conditions that impact timely resolution. It is intended to
serve an internal function to show that resolution activities are ongoing but delayed due to
factors such as the need to evaluate additional information provided by the auditee or the
auditor. The approval of an administrative stay does not impact the 6 month resolution
requirement established in OMB A-50. Therefore its use does not add to the efficiency of the
audit resolution process and may be counterproductive to audit resolution.

e PAG approved multiple requests for administrative stay for individual audits and in some
instances approved requests for reasons not included in the Handbook criteria. During our
review of documentation relating to the resolution activity for 23 audits we noted instances
where individual audits were granted as many as seven administrative stays. In these cases,
stays were approved for periods spanning up to 19 months. PAG did not have a mechanism
in place to track the number of administrative stays requested on an audit to better inform its
decisions. We further noted instances where PAG approved administrative stays for invalid
reasons. These included requests relating to consultation with OGC and settlement
agreement discussions.

e PAG does not review documentation supporting the administrative stay request beyond the
submission of a standard form by the responsible office. As such, PAG did not have
reasonable assurance that responsible offices were actively engaged in resolution activity
prior to deciding whether to approve the request, or whether the noted reason for the request
was actually supported. We noted multiple instances where file documentation did not
support ongoing resolution activity during the period of administrative stay granted or prior
to the approval of the administrative stay. In one instance, we could not locate
documentation that reflected that any resolution activity was conducted prior to the audit’s
resolution due date; however, an administrative stay was requested and approved
approximately three months after the resolution due date. One PO indicated it had five audits
where there was a lack of resolution activity over multiple years. Two administrative stays
were requested and granted for each of the five audits. The PO noted that the lack of
resolution activity on these audits was due to a lack of organizational priority.

In related discussion, PAG officials acknowledged that the use of administrative stays does not
add value to the audit resolution process. They believed the mechanism was used as a means of
documenting a valid excuse for not resolving an audit within the required time frame. PAG
officials further stated that they continue to approve administrative stays because they have been
historically used within the Department, and noted they had never disapproved an administrative
stay request. PAG officials stated that their role in the process was to review the administrative
stay requests, ensure that a valid reason is noted, and then approve the request.

Ineffective management of the administrative stay process may weaken the control environment
and lessen accountability over the audit resolution process. Staff responsible for audit resolution
may not be motivated to resolve audits in a timely manner when the option of placing the audit
on administrative stay exists and the level of effort required to obtain approval appears to be
minimal.
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Management Reporting Activities

We found that PAG did not issue semiannual reports to management on audit resolution that
included requirements set forth by OMB A-50. As previously noted, PAG began producing and
distributing monthly reports to management on the status of unresolved audits in October 2010.
These reports identified the status of audits by individual PO, such as the number of unresolved
audits, number of audits resolved during the period, the number of audits overdue for resolution,
and the audits due for resolution within the following 30 days. However, the reports did not
include the following information required by OMB A-50:

e The reasons why audits were not yet resolved;

e A timetable for resolution;

e The amount of disallowed costs, collections, offsets, write-offs, or demands for payment
or other monetary benefits resulting from the audits; and

e An update on the status of previously reported unresolved audits.

OIG previously reported that PAG was not providing Department management semiannual
reports addressing the areas required by OMB A-50 in an audit report dated January 2004.° In
its response, OCFO stated that “Beginning with the 6 month period ending September 30, 2003,
the required semi-annual reporting requirements for agency management will be in compliance
with OMB A-50.” As such we found OCFO’s stated corrective action was not implemented.
Failure to provide semiannual reports to management on audit resolution that include
requirements set forth by OMB A-50 limits the ability of management to assess performance and
determine if related resources are being used effectively and efficiently. Reports with such
information may also enable management to identify trends in resolution activity and identify
and implement necessary action to improve performance.

Overall, ineffective internal controls over audit resolution may have a negative impact on the
achievement of the Department’s mission and the anticipated results of individual programs.
Further, an ineffective audit resolution system compromises the Department’s integrity and
negatively impacts its credibility. As noted in Finding 1, we determined that the Department’s
audit resolution process was not always timely. Untimely audit resolution created issues with
compliance with applicable laws and regulations, impacted the potential recovery of funds due to
SOL, and created possible delays in the development and implementation of corrective actions
by auditees that are intended to correct noted weaknesses in program management.

Recommendations
We recommend that the Chief Financial Officer:

2.1 Develop and implement a process to periodically evaluate the Department’s audit
resolution process, to include PO performance in timely resolving audits and the overall
effectiveness and efficiency of the Department’s audit resolution operations.

¥ ED-OIG/A19-C0004
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2.2 Convene quarterly meetings with PO officials to discuss reasons for overdue audits and
plans for resolution of the audits as quickly as possible.

2.3 Develop and implement procedures to periodically report on the adequacy of PO audit
resolution documentation to ensure files are maintained and include documentation of
actions taken to resolve audit findings.

2.4 Reassess the current policy on administrative stays to determine whether it is needed.
2.5 Ensure administrative stays are granted only in accordance with established criteria.

2.6 Require that documentation be submitted to support the reasons given for the stay request,
and that the documentation is reviewed and considered when deciding on approval of the
request.

2.7 Track and periodically report on all audits on administrative stay to Department
management. The report should include the number of administrative stays granted for
each audit, the length of time each audit has been on administrative stay, and the reasons
given for the administrative stay.

2.8 Ensure the required elements are included in the semiannual report of unresolved audits in
compliance with OMB Circular A-50.

We recommend that the Deputy Secretary:

2.9 Consider whether the AFUO and related audit resolution oversight responsibilities should
be relocated to an office within the Department that is better positioned to affect change
and compel accountability Department-wide.

Department Comments

OCFO stated that the team convened by the Deputy Secretary will be submitting
recommendations that directly address the issues noted in recommendations 2.1, 2.2, and 2.3, but
noted that in the short term OCFO is also planning to leverage the ongoing A-123 internal
control review process to conduct limited reviews of a sample of PO audit resolution procedures,
documentation, file maintenance and other process aspects of audit resolution to help ensure that
adequate and effective internal controls are maintained. OCFO noted its agreement with
recommendations 2.4 through 2.8, stating that it intends to issue a policy memorandum
discontinuing the practice of reviewing and granting administrative stays, recommending instead
that offices use the comments field in AARTS to document any noteworthy reasons for lateness
of resolution that are beyond their control. With regard to the semiannual report of unresolved
audits, OCFO stated that it is currently working out the resources and logistics necessary to
develop and issue semiannual reports that would include all of the required information. ODS
stated it agrees that the various options in recommendation 2.9 should be considered, and that the
recommendations submitted by the Deputy Secretary’s review team will help to ensure such
consideration.
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OBJECTIVES, SCOPE, AND METHODOLOGY

The objective of our audit was to evaluate the effectiveness and timeliness of the Department’s
resolution process for external OIG audits. Specifically, we assessed the Department’s controls
over the resolution of external OIG audits that contained monetary and/or non-monetary findings
and recommendations. To accomplish our objectives we gained an understanding of internal
control applicable to the Department’s overall resolution process for external OIG audits. As
part of this process we reviewed applicable policies and procedures, legislation, regulations and
other related guidance, gained access to AARTS, reviewed file documentation provided by
OESE and FSA to support resolution activities for 23 sampled audits, and conducted followup
discussions with management and staff in OESE, FSA, and OGC that were involved in the
resolution of the sampled audits. We also held discussions with officials in OCFO that are
responsible for the oversight and overall effectiveness of the Department’s audit resolution
process. Our assessment of internal control disclosed significant management control
weaknesses that adversely impacted the Department's ability to resolve audits in an effective and
timely manner. These issues are presented as findings in this audit report.

The scope of our audit included multiple time frames based on the work conducted. Specifically
we reviewed:

e Audit resolution data for all external OIG audits with final report issuance dates from
January 1, 2007 through December 31, 2010. We obtained and analyzed related data as
of January 17, 2012. This was performed to gain an understanding of the overall
efficiency and timeliness of the resolution activity for external OIG audits.

e Audit resolution activity for a sample of OIG external audits that were unresolved and
overdue for resolution as of June 30, 2010. We received documentation supporting
resolution activity for the sampled audits from applicable POs between October 2010 and
January 2011. We reviewed this documentation to assess the effectiveness of related
resolution processes and identify barriers to timely audit resolution.

We selected a sample of 23 (43 percent) of the 53 OIG external audits that were unresolved and
overdue for resolution as of June 30, 2010. The final report issuance dates for these audits
ranged from March 1998 (with resolution 4,492 days overdue) to December 2009 (with
resolution 197 days overdue). Our sample selection was limited to audits: 1) where OESE or
FSA was responsible for resolution; and 2) that either had monetary findings in excess of

$1 million or had no monetary findings but related to auditees designated as high risk by the
Department’s Risk Management Service. For each of the unresolved audits in our sample we
reviewed documentation maintained by the Department to support resolution activities. This
included : AARTS activity logs; internal correspondence within the PO and between the PO and
other Department offices; external correspondence between the PO and auditees; supplementary
information provided by auditees in response to Department requests; PO prepared audit
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summaries; draft resolution documents; and requests for administrative stay. We also held
discussions with appropriate Department officials regarding resolution activities for sampled
audits as appropriate.

Because there is no assurance that the judgmental sample used in this audit is representative of
the respective universe, the results should not be projected over the unsampled audits.

Use of computer-processed data was limited to information obtained from the Department’s
AARTS. AARTS was specifically used to identify the universe of: a) external OIG audit reports
with findings issued during the period January 1, 2007 through December 31, 2010, along with
resolution status; and b) external OIG audit reports that were unresolved and overdue for
resolution as of June 30, 2010. We obtained the universe of external OIG audit reports issued
during the period January 1, 2007, through December 31, 2010 through an AARTS query. We
validated the completeness and accuracy of AARTS data through a comparison to data from
ATS. No exceptions were noted and we concluded that the computer processed data were
sufficiently accurate and complete for purpose of this audit. We also obtained the universe of
overdue unresolved audits as of June 30, 2010, through an AARTS query that provided data
including the audit control number, the audit issue date, the audit resolution due date, and
resolution status. We again utilized the OIG’s ATS as a data source to test the accuracy and
completeness of the AARTS data and validated certain data elements to the issued audit reports.
We noted no discrepancies in the number of audits in the universe, but noted discrepancies in the
audit issue date for 2 of 23 sampled audits when comparing AARTS data to the source
documentation. We concluded that the variance noted had no material impact on our audit and
that the computer processed data were sufficiently accurate and complete for the purpose of this
audit.

We conducted fieldwork at Department offices in Washington, D.C., during the period
July 2010 through February 2012. We provided our audit results to Department officials during
an exit conference held on February 14, 2012.

We conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions based on our audit objectives.
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ADMINISTRATIVE MATTERS

Corrective actions proposed (resolution phase) and implemented (closure phase) by your office
will be monitored and tracked through the Department’s Audit Accountability and Resolution
Tracking System (AARTS). Department policy requires that you develop a final corrective
action plan (CAP) for our review in the automated system within 30 days of the issuance of this
report. The CAP should set forth the specific action items, and targeted completion dates,
necessary to implement final corrective actions on the findings and recommendations contained
in this final audit report.

In accordance with the Inspector General Act of 1978, as amended, the Office of Inspector
General is required to report to Congress twice a year on the audits that remain unresolved after
6 months from the date of issuance.

In accordance with the Freedom of Information Act (5 U.S.C.§ 552), reports issued by the Office
of Inspector General are available to members of the press and general public to the extent
information contained therein is not subject to exemptions in the Act.

We appreciate the cooperation given us during this review. If you have any questions, please
call Michele Weaver-Dugan at (202) 245-6941.

Sincerely,

Patrick J. Howard
Assistant Inspector General for Audit
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Department
FSA
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Handbook
OCFO
ODS
OESE
OMB
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OIG
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PAG
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Attachment 1

Acronyms/Abbreviations/Short Forms Used in this Report
Audit Accountability and Resolution Tracking System
Audit Followup Official
Audit Liaison Officer
Action Official
Audit Tracking System
Corrective Action Plan
Calendar Year
U.S. Department of Education
Federal Student Aid
General Education Provisions Act
U.S. Department of Education, “Handbook for the Post Audit Process”
Office of the Chief Financial Officer
Office of the Deputy Secretary
Office of Elementary and Secondary Education
Office of Management and Budget
Office of the General Counsel
Office of Inspector General
Organizational Performance Review
Post Audit Group
Program Determination Letter
Principal Office

Statute of Limitations



Attachment 2

OIG External Audits - Overdue for Resolution as of June 30, 2010

Audit
Control
Number Audit Days
Reference From Abbreviated Title From Resolution Due | Unresolved as
Number AARTS AARTS Date of 6/30/2010
0670005 USE OF PROFESSIONAL 09/13/1998 4,492
1 JUDGEMENT AT YALE
0670009 REVIEW OF UNIV OF 01/17/1999 4,366
2 COLORADO PJ
3 N0690010 PARKS COLLEGE 08/09/2000 3,794
02B0014 VOCATIONAL 12/26/2002 2,926
REHABILITATION - PUERTO
4 RICO
07B0011 VALENCIA COMMUNITY 11/08/2003 2,610
5 COLLEGE
04B0019 ADVANCED CAREER TRAINING 03/25/2004 2,470
INSTITUTE - TITLE IV
6 PROGRAMS
04E0001 TENNESSEE TECHNOLOGY 03/23/2005 2,106
CENTER - PROFESSIONAL
7 JUDGMENT
09D0024 AMERICAN RIVER COLLEGE - 06/01/2005 2,037
8 SFA PROGRAMS
060018 FOLLOW-UP REVIEW OF PJ AT 12/15/2005 1,966
9 ST. LOUIS UNIVERSITY
06E0008 TITLE 1 FUNDS ADMINISTERED 08/15/2006 1,960
BY ORLEANS PARISH SCHOOL
10 BOARD
05E0013 SFA AUDIT OF IVY TECH STATE 09/01/2005 1,947
11 COLLEGE
02E0020 REVIEW OF VIDH THIRD PARTY 06/25/2006 1,736
12 FIDUCIARY




Audit

Control
Number : Audit Days
Reference From Abbreviated Title From Resolution Due | Unresolved as
Number AARTS AARTS Date of 6/30/2010
06F0016 REVIEW OF ARKANSAS 08/22/2007 1,408
13 MIGRANT CHILD COUNT
02G0002 AUDIT OF NYSED READING 05/03/2007 1,335
14 FIRST PROGRAM
05G0033 ILLINOIS STATE BOARD OF 12»"07!20(_)7 1,119
15 EDUCATION
04G0012 AUDIT OF THE MS DEPT. OF ED 02/09/2008 1,056
EMERGENCY IMPACT AID
16 PROGRAM
06G0009 TEA'S COMPLIANCE WITH 03/14/2008 1,020
17 HERA R.EQUIREN[E_NTS
06G0010 LDE S COMPLIANCE WITH 03/21/2008 - 1,013
18 HERA REQUIREMENTS
02H0005 EDUTEC ADMINISTRATION OF 03/25/2008 1,009
19 THE PELL GRANT PROGRAM
05G0020 ALABAMA TEMPORARY 03/27/2008 1,007
20 EMERGENCY IMPACT AID
04G0015 STATE OF GA EMERGENCY 04/30/2008 974
IMPACT AID PROGRAM
21 CONTROLS AND COMPLI
05G0017 CAPELLA UNIVERSITY FSA 09/07/2008 845
22 AUDIT
05G0029 WILBERFORCE UNIVERStTY 09/21/2008 831
COMPLIANCE WITH SFA
23 PROGRAMS
02H0007 TCI ADMINISTRATION OF PELL 11/19/2008 772
24 GRANT AND FFEL PROGRAMS
04HO0011 PRDE ADMINISTRATION OF 11/20/2008 771
CONTRACTS AWARDED TO EIE
25 AND UPR




Audit

Control
Number Audit Days
Reference From Abbreviated Title From Resolution Due | Unresclved as
Number AARTS AARTS Date of 6/30/2010
05H0010 CITY OF DETROITS 01/18/2009 712
ADMINISTRATION OF TITLE 1
26 FUNDS NCLB
06H0002 GRAD USA ADMINISTRATION 01/21/2009 709
27 OF THE FIE EARMARK GRANT
07HO0017 ST. LOUIS PUBLIC SCHOOL 03/29/2009 639
28 DISTRICT COMPLIANCE
04H0017 PRDE ADMINISTRATION OF 04/09/2009 629
TITLE I SERVICES TO PRIVATE
29 SCHOOLS
02H0008 AUDIT OF TOURO COLLEGE T4 04/30/2009 608
INSTITUTIONAL & PROGRAM
30 ELIG.
05H0025 HARVEY PUBLIC SCHOOLS 05/25/2009 582
31 DISTRICT 152
09H0019 LAUSD FEDERAL INTEREST 06/02/2009 575
LIABILITY CALCULATION
32 REVIEW
A05HO0018 FSA EDIT RESOLUTION AT 07/21/2009 525
33 WALDEN UNIV MINNESOTA
34 A09H0020 CDE CASH ADVANCES 09/09/2009 478
A06HO0011 FISCAL CONTROLS IN 10/14/2009 442
ACCOUNTING FOR FEDERAL
35 FUNDS DALLAS ISD
A0410041 PRDE COMPLIANCE WITH 10/21/2009 435
36 TITLE 1 SES
AO0510013 SOUTHERN ILLINOIS 10/30/2009 426
37 UNIVERSITY EDWARDVILLE
A0210024 AUDIT OF NAEP CONTRACT- 11/28/2009 398
ETS INCURRED COSTS UNDER
38 ED02C0O0023




Audit

Control
Number Audit Days
Reference From Abbreviated Title From Resolution Due | Unresolved as
Number AARTS AARTS Date of 6/30/2010
A0510011 KENTUCKY HIGHER 11/28/2009 398
EDUCATION STUDENT LOAN
39 CORPORATION 9.5 SAP
A02I0034 TENNESSEE DEPT OF ED 11/28/2009 398
CONTROLS OVER STATE
40 ASSESSMENT SCORING
AO06H0017 REVIEW OF FISCAL CONTROLS 12/30/2009 365
41 AT HOUSTON ISD
A09I0012 WYOMING STATE ASSESSMENT 01/10/2010 355
42 SCORING
A0310006 SALLIE MAE SUBSIDIARY, 02/03/2010 331
NELLIE MAE'S SAP UNDER 9.5%
43 FLOOR
44 A0910009 TUI UNIVERSITY 02/05/2010 329
A0410042 VIDE PROPERTY AND 02/17/2010 317
INVENTORY MGMT
45 PROCEDURE
A06H0016 REVIEW OF TITLE IV AT 02/26/2010 308
46 COMMUNITY CARE COLLEGE
A0510016 ILLINOIS STATE BOARD OF 03/23/2010 280
EDUCATION'S OVERSIGHT OF
47 SUBRECIPIENTS
A0410043 AUDIT OF SEA CONTROLS 03/30/2010 273
OVER NO CHILD LEFT BEHIND
48 ASSESSMENT
A02J0006 NEW YORK RECOVERY ACT 05/10/2010 232
49 AUDIT
50 A04J0004 VIDE CAP REPORT 05/13/2010 229
A0910010 CENTER FOR CIVIC 05/20/2010 222
EDUCATION

51




Audit

Control
Number Audit Days
Reference From Abbreviated Title From Resolution Due | Unresolved as
Number AARTS AARTS Date of 6/30/2010
A04J0009 PUERTO RICO RECOVERY ACT 06/14/2010 198
52 AUDIT
A0430010 TENNESSEE RECOVERY ACT 06/15/2010 197

53

AUDIT
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Department Response to Draft Audit Report

June 1, 2012
MEMORANDUM
TO: Patrick J. Howard
Assistant Inspector General
FROM: Anthony W. Miller /s/
Deputy Secretary

Thomas P. Skelly /s/
Delegated to Perform Functions and Duties
of the Chief Financial Officer

SUBJECT: Response to Draft Audit Report, The Department’s External Audit Resolution
Process (ED-OIG/A19K0009)

Thank you for providing us with an opportunity to review and respond to the Office of Inspector
General’s (OIG) draft audit report, The Department’s External Audit Resolution Process.

In general, the Department agrees with the OIG’s overall conclusion that there have been long-
standing challenges related to the timeliness and effectiveness of the agency’s external audit
resolution process, and that targeted actions can and should be taken to improve this process. In
addition, we share many of the concerns identified in the draft audit report along with your
interest in continually improving audit follow-up, including the timeliness of resolution.

In the attached document, OCFO and ODS propose a series of actions to be implemented over
the short term that will address many of the specific recommendations in the draft report. And
while we concur with the draft report’s proposed recommendations, we believe that to address all
the root causes of the deficiencies in the audit resolution process, a more comprehensive set of
recommendations is needed if the Department is to fundamentally improve the effectiveness and
timeliness of audit resolution.

In our view, the issues of timely and effective audit resolution, along with audit quality and
related management and internal control issues, are inextricably intertwined. We are committed
to taking steps to improve the audit resolution process continually, recognizing that the
effectiveness of those steps to improve the timeliness of audit resolution will require addressing
components throughout all stages of the audit follow-up process.



The Deputy Secretary established a cross-agency team on March 13, 2012, to review the
agency’s audit resolution process and make recommendations to improve its efficiency,
timeliness, and effectiveness. The key deliverables that will be submitted to the Deputy
Secretary include: (a) three to five process improvement goals, (b) recommendations on specific
actions that should be taken to achieve those goals, and (¢) a timeline for implementing the
recommended changes. The data and analysis relied on by the Deputy Secretary in establishing
this cross-agency team are largely consistent with information in the draft report.

The Deputy Secretary’s office has been working with the OIG and other offices in the
Department, and looks forward to making progress in discussing audit quality, audit policy, and
audit resolution policy and practices.

Again, we appreciate the opportunity to review and comment on the draft report. Our specific
response to each recommendation follows in the attachment.



Attachment — OCFO and ODS’s Responses to Recommendations

FINDING 1- Improvements are Needed in the Department’s Audit Resolution
Processes to Ensure External OIG Audits are Timely Resolved

Recommendation 1.1 - OCFO should continue with the development and implementation of a
recurring training program for all Department staff involved in the audit resolution process.
Ensure training includes a review of OMB and Department requirements, individual
responsibilities, and differences between audit resolution and audit follow-up.

OCFO’s Response: OCFO agrees with this recommendation. With the support of the Office of
Management (OM), OCFO’s Post Audit Group (PAG) has developed several training modules
on audit follow-up, and for several years has offered limited audit training courses to Department
staff. These classroom courses provide an overview of auditing and audit follow-up, present
tools, and contain exercises that are designed to develop participant skills in audit resolution.

The courses have typically been attended by agency staff that play a role in resolving audits, and
an even larger number of staff interested in using audit data to monitor grants. Part of the
purpose of this training has been to enhance the technical skills and knowledge of other offices in
their work to support the Chief Financial Officer as the agency’s Audit Follow-up Official
(AFUO) responsible for oversight of audit resolution activities.

With ongoing contract support from the Office of Management (OM), PAG plans to continue to
offer these courses in the coming fiscal years and is actively looking for ways to enhance both
the course content and the level of access that agency staff have to training materials. For
example, PAG will soon post the course materials on OCFO’s website and at ConnectEd for
ongoing reference. In the coming year, contingent upon ongoing availability of funds to support
training in this area, PAG will also work with a contractor on the development of additional
courses to meet emerging needs among Department staff and managers, such as the use of audit
data by the Department’s program officers and grant management specialists in risk assessments
of grant applicants.

Recommendation 1.2 - OCFO should collaborate with OIG and key Principal Offices (POs) to
discuss ways to enhance OIG audit reports to better facilitate timely resolution.

OCFO’s Response: OCFO agrees with this recommendation. OCFO and all POs that have
responsibility for audit resolution and follow-up have long recognized the benefits of such
collaboration, and have already taken steps to facilitate more consistent and timely
communication between participating POs. One noteworthy example of this kind of
collaboration involves OCFO’s recent work with and outreach to program offices to establish
greater participation, more informed discussions, and better decision making through the
Department’s triage process. In particular, we believe that collaboration between OCFO, key
POs, and the OIG on enhancing OIG audit reports, so that they contain all the information
needed to resolve audits, including the analysis and evidence required to determine whether there
is a prima facie case for recovery of questioned costs, could substantially improve the timeliness
and quality of audit resolution.



Recommendation 1.3 - The Deputy Secretary should strengthen Department-wide
accountability for timely audit resolution by:

a. Requiring that performance standards focused on the timeliness of resolution be
included in the performance plan of all individuals involved in the audit resolution
process;

ODS’s Response: The recommendations to be submitted to the Deputy Secretary by the audit
review team will directly address this issue.

b. Requiring a performance indicator focused on the timeliness of audit resolution to be
included as part of individual PO Organizational Performance Reviews.

ODS’s Response: The recommendations to be submitted to the Deputy Secretary by the audit
review team will directly address this issue. While the performance with respect to the effective
and timely resolution of audits should be considered as part of the Department’s organizational
performance, the Deputy Secretary needs to better understand the potential range of options on
how best to accomplish this objective, and therefore at this time cannot commit to including as
part of individual PO Organizational Performance Reviews.

FINDING 2 -PAG Did Not Ensure the Department’s Audit Resolution Process
for External OIG Audits was Effective

Recommendation 2.1 — OCFO should develop and implement a process to periodically evaluate
the Department’s audit resolution process, to include PO performance in timely resolving audits
and the overall effectiveness and efficiency of the Department’s audit resolution operations.

Recommendation 2.2 - OCFO should convene quarterly meetings with PO officials to discuss
reasons for overdue audits and plans for resolution of the audits as quickly as possible.

Recommendation 2.3 — OCFO should develop and implement procedures to periodically report
on the adequacy of PO audit resolution documentation to ensure files are maintained and include
documentation of actions taken to resolve audit findings.

OCFO’s Response to Recommendations 2.1 through 2.3: The recommendations to be
submitted to the Deputy Secretary by the audit review team will directly address these issues.

Over the short term, apart from the recommendations to the Deputy Secretary, OCFO is also
planning to leverage the ongoing A-123 internal control review process to conduct limited
reviews of a sample of PO audit resolution procedures, audit resolution documentation, file
maintenance, and other process aspects of audit resolution to help ensure that adequate and
effective internal controls are maintained.

Recommendation 2.4 — OCFO should reassess the current policy on administrative stays to
determine whether it is needed.



Recommendation 2.5 — OCFO should ensure administrative stays are granted only in
accordance with established criteria.

Recommendation 2.6 — OCFO should require that documentation be submitted to support the
reasons given for the stay request, and that the documentation is reviewed and considered when
deciding on approval of the request.

Recommendation 2.7 — OCFO should track and periodically report on all audits on
administrative stay to Department management. The report should include the number of
administrative stays granted for each audit, the length of time each audit has been on
administrative stay, and the reasons given for the administrative stay.

OCFO’s Response to Recommendations 2.4 through 2.7: OCFO agrees with these
recommendations. OCFO is currently working within the agency to consider fully a plan to
announce that we will no longer accept requests for administrative stays from other offices.
OCFO also intends to issue a corresponding policy memorandum discontinuing the practice of
reviewing and granting administrative stays, and recommending instead that offices use the
AARTS comments field to document any noteworthy reasons for lateness of resolution that are
beyond their control, such as ongoing litigation on a related matter. We are studying the use of
stays and will make some expedited decisions on the matter.

Recommendation 2.8 — OCFO should ensure the required elements are included in the
semiannual report of unresolved audits in compliance with OMB Circular A-50.

OCFO’s Response: OCFO agrees with this recommendation. In prior years OCFO has not
issued such a report due to ongoing resource constraints. OCFO is currently working out the
resources and logistics necessary to develop and issue semiannual reports to the Agency head.
This report would provide information on the status of all unresolved OIG audit reports over six
months old, the reasons they are unresolved, and a timetable for resolution. It is our experience
that determining the reasons audits remain unresolved can be extremely challenging and labor
intensive. The report would also contain the number of reports or recommendations resolved
during the period; the amount of disallowed costs; and collections, offsets, write-offs, demands
for payment, and other monetary benefits resulting from audits. The reports will also include an
update on the status of previously reported unresolved audits.

Recommendation 2.9 — The Deputy Secretary should consider whether the AFUO and related
audit resolution oversight responsibilities should be relocated to an office within the Department
that is better positioned to effect change and compel accountability Department-wide.

ODS’s Response: ODS agrees with the OIG’s recommendation that the various options should
be considered, and the recommendations to be submitted to the Deputy Secretary by the audit
review team will help to ensure such consideration.





