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by

‘of Education‘(ED), Office of Inspector General (OIG). mhe

EXECUTIVE. SUMMARY  ° -

/

This is tﬁehtﬁfra_EEhi-aﬁnual regort issued by.thé Department
x.’

report” _prepared pursuant to the proV151ons of the’ Inspector

.

General Act of 1978 (P.L. 95-452),,summarlzes the act1V1t1es.
lanqnaocompllshments of the OIG during the period. April 1, 1981

A,
through September 30, 1981. Reportlng requlrements mandated -

» ¢

by the Act are. indexed to this report aln Appendlx 1.

. nghllghts of - our act1v1t1es and a *ompllshments for. tgzs‘

reportlng perlod follow- .
P . ’

o OIG issued 2, 707 - reports 'on ED operations, granthS
“ and contractors.‘ -These reports  questioned or
. recominended disallowances of '$78.7 milli'on of the $6.3

‘ . \billion audxt d. Federally performed audits cited twd’
. major areas Of deficiencies in adm;nlslratlon of ED

-  programs by State and local educatlon agencxes-

(1) Fa11ure to p'OV1de comparable serv1ces in Title I
(Elementary .and’ Secondary Education  Act)
schools. . | : ) © s 1 i '

s

(2) .I;nprope'r' use 'of lapsed funds to cover current

- - year pIOJECtS and expenditures (Vocational
Education). f.

2 . L
The 2,318 audits performed by .Independent Public,

Accountants primarily involved Student Financial
Assistance programs and continue - to show frequent
deficiencies in accounting, adminigtration and
regulatory compliance. These "audits questloned or
disallowed costs totaling $13 9 million.

‘o The Department intensified. efforts to‘>'glose
unresolved- audits. A total of 1,270 audit reports
were closed’ during the period, 209 more than were

closed in the: previous period. ,Program managers
.sustained and marked for recovery approrimately $28_

. million of °the $66.2 million in costs .questioned
. disallowed. A total of $2.3 million,was returne by

process. Additionally, other audit activity resulted
in potential cost avoidances of about §2.3 million.

State ,agencies on costs questioned during audits in’




t .# : . . . e *
- ‘ o ~The Department was unable to close all unresolved -
S ) . “audits’ over six- months old by September 30, as
’ required by the Supplemental Appropriations and
Res¢ission Act of 1980. As of -September 30, there
remained 1,804 unresolved audits over six months old
of which 542 involve questioned costs- of §$17.4
million. However, the Department- has "initiated a
{ major project to redice the backlog.

- 0 Sixteen internal .audits have been initiated and seven
L completed. These reviews identified significant
opportunities for cost avoidance or recurring savings t
. * in Depaytmerntal programs and activities. The QIG is-
also participating in fiye Government-wide audit and
. investigative projects initiated by the President's
Council on Integrity and Efficicncy. '
o B
o During the period, the OIG opened 108 investigative
- cases and closed 83, and, obtained -a total of 41 -

C ey

_~indictments and 16 convictions. U.S., Attorneys
accepted 43 cases for prosecution this period, - E
compared to ten in the prior™six month reporting £ .

period.. Fines and restitutions resulting from our
investigative efforts amounted to about $56,000 in
-this period. ¢ Y

o In. the course of reviewing proposed legislation and
regulations, the OIG issued a seven-day.report to the

. Secretary and Congréss, advisimf that proposed amend-

ments to the Federally Insured Student Loan program

. - could jeopardize ED's efforts to save or recover about
. $250 million in student 1loans and increase
opportunities for fraud -and abuse. The proposed

= amendments to the Federally Insured Student Loan '
- - program have been withdrawn.

: dsdhe detailed examples of .completed audits and investigations

- ‘ N
follow: . : , -

-4
- . - 4

~

[ 4

r
o Expenditures of $21.4 million in Title I ftvnds in
s ’ three States were questioned because the Title I
! schools .were not receiving comparable services. The .
- auditors recommended that the $21.4 million be -
.- refunded to ED. - " -

o Audits of "'Vocational Education programs in three K
i States disclosed that 1lapsed funds were improperly"
s -used to fund current year projects or expenditures.
- Auditors: recommended” that the States involved -refund
about $11 million to ED. : ~

1



-requlations governing =~ meéthods wused to compute

" cash ¢ retention cost the Federal govérnment $1.3 S

_one count of false statements and one count of aiding

An audit of a State Guarantee Agency disclosed that
the Department paid about $346;000 in excess:interest
because of diffeling interest: computation:methods,
allowed by current regulations. Projections of the
audit results . nationwide ' Indi¢ated ‘that' the
Department may have_ paid as much as $4 millioa in
excess interest over a’four year period. The auditors.
recommended ~ .that: the Department - revise ° its

interest as soon as possible- ‘ ) ) .

. . “ .
A review of g¢ash management practices by postsecondary .

schools in one region disclosed. that about $11.6 .
million in excess Federal cash was bging mairntained by ..
schools "administering Student Financial Assistance L
programs. .The auditors estimated that this excessive -

million in jnterest in 'this regiop alone in fiscal
year 1980. - Prcjecting these results nationwide
suggests that as much as $11.4 'million-in excess .~ ]
interest «costs mdy- be -involved. The auditors . H
recommended that ED institute a number of actions to ;
better control cashk held by schools .to administer
these assistance. programs. - 7 :
. e ST . ) .
The owner of a proprietary schoOl was the subject’of a -
seven count indictment by, a Federal grand jury. The -
indictment charged embg}éiement and mail fraud. The -
defendant's school obtained and spent approximately - -
$16,000 -in College Work Study funds fcr a non-existent s

- 4

work study program at the school. - \ ¢. .

? . oo e )
An individual was/seﬁtenced to one year incarceratijon E
(nine months suspended) and three years probation by a
Federal District/Court judge after pleading guilty to
a four count indictment. The subject-had f;au&ulentxy
obtained $5,000’'in Guaranteed Student Loans by using .
fictitious name$, social security numbers, and bjrth -
dates. //f v - . N~

ot

~
et

A,federal grand jury returned a one count ‘indictment

against a iormer school student loan offiicer for| °
forging a Guaranteed Student Loan check and.personally |
using the proceeds. The subject-will probably be !
‘ried in October 1981. . . \

I3

The président of a proprietary school pled guilty to

and. abetting ag part-of a sclieme’ to defraud the Pell
Grant program. The criminal -counts .related to 134 -
grants and , apprdximately $19,000 diverted to the -
defendant's perspnal use, The defendant was sentenced
to six months incarceration, 2% years probation, and
restitution of/the misapplied funds, -

iii 8 d .
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T "o A Federal grand jury returned indictments- om 27"

persons as a result of a joxnzlinvestlgat1on by 0IG .
* special 'agents, Fostal- -fhspectors, and Immigration .
. , . and Natur;i;igpien Service investigators. Those
R indicted non-resident .aliens who falslfled
appllcatxons for Pell Grants and Guaranteed Student s
gpans by claiming U.S. citizenship. v
6 il - . o >
- L ’ .
‘/l/’ -
-/,’
A
v N . ) A9 \ v
1 '
— t ) - v ~ v
g + < ’ . N -
' A : s
_ 5 . i
AN
¢ o N
N N oo
L= ¢ *
« i .
/ : ‘
. B s

iv




: s - . SECTION I . . .
AUDIT ACTIVITIES '
. ' . . .. . o ' .2

- A.  INTRODUCTION

[}

. Our aud1t act1v1t1es during this per1od cont1nued to showA

: tioned and sustained"and intensified efforts werd xmade‘ to
/ .

/ perform a greater number of 1nternal managgment type aud1ts.

\

-Several of these audits were completed in this per1od and pro-

' v1ded management with specific- recommendat1ons aimed at

> .
.

enhanc1ng the eff101ency and economy ‘in operating various

Departmental programs and act1v1t1es. The .results of our

- *‘audits are also shOW1ng some d1scernable patterns of common

EX

problems ~and weaknesses in the adminjstration of various
. . \\:/v' '

1mproved results. Mdarked increases were noted in costs ques-+

Educat1on programs. This  information will be used for

plann1ng~and allocat1ng resources_for'future audits.
v . \ ’ . . ;

» o . )
The Department is still having problems in resolving open

-faudéss:put is cont1nu1ng rts efforts to reverse pr1or trends.

We were espec1ally pleased to see a dramat1c decline in the
\

dollar value of unresolveg aud1t reports. This ‘decline repre-
. B . " - v "
sents a concerted effort on the part of the Department to meet

€ s

k the mandatp set forth by Congress in the Supplemental Appro-

-

pr1at1ons and ReSC1SS1on Act of "1980.

A e

e,

issued, costs audited; costs disallowed and, questioned, -and

h1ghl1ghts of s1gn1f1cant findings ‘and recommendat1ons. They

+

»\;/ also 1nclude data on the status ~f -unresolved audits, -and

1

2

The following sections include information on audit repcrts




-

updates on the status of s%gnificant recommendations included

‘in the previous semi~annua1 reports. Audit reports completed :l?}
by Federal auditors during the period are listed in Appendlx .

2_ . ‘ “', N B R ) ' . ) .., . T
) v : o Lo _-" - o« L % ‘
B.. ACCOMPLISHMENTS * B .

.

R . b - . -
P .
. . < =
S PR . . ’ Ly
Ld N N y - . b

For this six month period the\OIG issued 2,707 audit.reports
involv1ng audited costs’ of about $6 3 billion. Total ccsts \.’_ T
queséioned and disallowed amounted to about $78.17. million, and -

torepxesent Federal funds which were not spent in’ accordance,_ '

with legal requirements or the: terms of grant or contract pro- - o "

’ A

visions Costs sustained by program managers on aud1ts ,closed..

this period amounted to $27 .6 millien_or 41. 7 percent of costs‘

[P

questioned or* d1sa110wed in these repOrts. In addition, $2.3

million was returned to "ED by State agencies on audits in
process. - Other audit act1vity has als» resulted in potent1al

cost avoidance of $2 3 million. The reports also ineluded RS
recommendations directed toward compliance w1th Federai grant L o

'Q

.requarements, and nwnagement«improvements needed to ensure vr,,;.' .:f
that ED programs and activities are being efficiently and LT

economically administered o e

TN . S L o
. : 3 ' o S . I
. AlthGUgh the number  "of reports issued- during this period

— . P
P . o KeTa

- e o P

1ncreased only slightlyd costs d1sallowed and questioned more

than doubled, compared to the prev1ous reporting period o P;,,f;;%
*rising’rrom about $30 million to $78 7 m1llion. We were alsﬁ?frfai .o
-able to\complete a muéh larger number of ED- OIG 1n1t1ated"ﬁ“,‘ .
raudits duringithis period . 3Pr output 1ncreased from- 37 - LT

repotts 1ssued in the prior reporting period to 115 1ssued ; - LT

during this reporting period.
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With respect to costs/disallowed'and questioned, we .again

found, as’ in the Jlast reporting period, ‘that a large

percentage of costs questioned and disallowed related . to-

-

programs within the Office of Elementary and Secondary A ,'<;N
Education. Almost all of the d1sallowed and questioned costs

ca 1n these programs concerned the failure of State and local

) ?* educational entities to provide comparable serv1ces to Title I .

. and:Non-yitle I schools. .Similarly, audits in the Vocational
- - ' Education programs showed that a reCurring deficiency related
~to the 1ﬁ%roper use of lapSed funds. Our, anal§ses -of reports

3f prepared by* Independent Public Accountants continue to show a’

H

- high ratio of deficlencies in the Student Financial Assistance

. ©  programs. Most of the deficiencies related to the need for o
improvements~ by 1nst1tutions ip administering the Student

R

Financial Ass1stance programs and in complying w1th accounting
v T Y

and- other grant and loan requirements & o ,/f”
C . :

» . . A

. 1. - Sodurce of Audits | ,
NN DR . . . ’ o
PR ‘ % :
. A L4

The 2 707 :udit/;epo/ts'issued thisteriod represent both - \’{

those audit- completed by our own staff and those processed by’ R
i uS/which were completed by rotherx auditors. Audits processed ) o
‘/
;;/(/>’<£v by us 1nclude audits completed by other Federal auditors, o
7 . ‘State and ‘other non—Federal auditors- and Independent Public
S \‘N_ iccountants.. A schedulé showing the'soUrces of all reporté,, .
gff . o '1ssued and costs questioned and disallowed by Federal or/non—“ -

.
.

Federal audit groups follows-

= 3

Ve
i
[t)




. SOURCE OF AUDITS.ISSUED .

t- . - . ’ .
N ] R I - , ‘ . Average Cost -
.~ Number : ~_ Costs . Que . tioned/ !
. . ., of | Costs .. ~ Questioned/ . Disallowed: -
'-Sourcé of Audits | Reports Audited Disallowed * Per Audit
Federai'puditprs:, j 1 . TR .
7 ED-0IG ' 2 115 $1,727,777,000 $26,808,500 $233,117 . "o
.. Others - ‘123~ 1,417,073,000. 37,209,500 302,516
_State and Other ‘ _
: Non-Federal Auditors 151 297,267,000 785,800 5,203
" ¢Independent Public ’ . T ‘ . . .
s’“hAccountants . 2,318 - 2,838,488,000 13,907,200 -~ 5,999 -
. TOTALS . 2,707 . $6,280,605,000 78,711,000 *§ 29,076 A
‘ . R -
- s o ) i\l .

- ’ Most of the audit reports issued during the period were . é

.;performed by Ihdependent Public Accountants and in&qlved

e U L

financial and compllan;e\\YEV' S, of. Student .Financial

Assistance'programs. These audlts are requ d by Department . ' ,;
- regulatiens and represent 86 percent of the audi eports . f
L issued in. the last six months. A detailed discussion an

. 'analysls of the types of deficiencies d1sc!osed in these

\

&

§f o reports are, Qresented on page 5. Actual doller recoveries-are :
-_——d&seusseé-—kn—the—aud H‘:—rese]:utm écrions hrisreport--on

: page 43 : - . ' . ] -

S o | e ‘ | ‘ |
. " 2. Costs Disallowed and Questioned by Program Area . g .

Reports issued during this period include financial and
"compllance audits of grantee operations, economy and

eff1c1ency reviews of Depa;tmental programs and operatxons,

A .

et
CAJ.
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,and cpntraet audits.

A3

3. Audits Performed by Indepehdent Public Accountants

Audits by' Independent Public Accountants are ‘performed

e

in

" These reports,

accordance\ with guidelines established by the OIG which

\ ) 8
include standards esgpblished by the Comptroller General.

<

Fingncial Assistance programs, are reviewed, approved, and

qécepted on behalf of the Department by our Regional Audit

0

.
. ) . . s
N - .

the preponderance of which related to Student

A schedule of audits issued and costs
questioned and disallowed b&v major Departmental operating
components follows.

7
© SCHEDULE OF COSTS AUDITED
AND COSTS DISALLOWEDZQUESTIONED -
BY OPERATING COMPONENT .
: : 7 _ Costs’ % of. Cost
Operating ‘No. of COStSh Disallowed/ . Disallowed/
‘Component Reports - Audited Questioned Questioned
. Office of Postsecondary. . '
Education 2,353 $4,1¢5,324,000 $13,650,300 0.3
Office of Procurement . s .
and Assistance : .
Management 283 © ° 1,400,337,000 3,374,300 0.2
Office of Special
Education and _
Rehabilitative Services: 24 159,196,000 8,962,299;~‘_ 5.6
Office of Educational , - - T S
Research and . .
Improvement - ' 17 14,259,000 2,305,100 16.2
Office of Vocational 3
and Adult Education 16 344,019,000 27,318,800 7.9 :
Office of Elementary <
and Secondary . . ’ . .
vEdupat;on 14 197,470,000 23,100,300 11,7 )
TOTALS /, 2,707  $6,280,605,000 $78,711,000 1.3
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.approximately

-

Offices prior ﬁo release to ensure theyfméft‘OIG reporting

~ [y

J .
0IG auditors on the actual work pgrformed by . the -public

— — e -

standards. Quallty assutgnce rev1ews i/g/also performéd by

accountants. Téese ' reviews ‘/bave _been performed on
audits by public

,—percent of all.

/;

‘three

_accountants to ensure that the ‘Audit work meets auditing

-

standards established by the'Comptréiler General. During this
perlod, we recezved and processed 2 318 reports.prepared by
Independent Publlc Agcountants, wh1ch c1ted a total of 6,797

def1c1enc1es

> N

in thé Student ' Financial Assistance programsh

alone. The following schedule shows the typq&yof déficiencief

by maﬂor category.

——

A ha N i, [ —

—/—‘—ﬂ_—/’(‘n N * - - ‘
‘ DEFICIENCIES BY CATEGORY . /
Y B N ) . l
Type of Number of - T .
Deficiencies Deficiencies: - Percent
Adm1n1strat1ve . 1,906 28
Accounting: 1,768 ) : . 26
. Student Records’ 1,097 i 16
‘Regulatory Vlolatlons , 882 13
Program Award ' (
Processing 802 = 12
Abuse and Mlsmanagement _ 342 - - ._ 5
T,_QE'ALS ’ 6,797 100

‘_

As noted, administrative deficiehciesf consituted the most

frequently cited problem in these audit reports. “This

lack of written

category includes deficiencies such as:

*

operating procedures, ld%éiof written refund policies and/or

k. . o

regulatory non-compliance &nd other

miscellaneous problems.
@" -~

15

t
-
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' : $ .
AccounEing deficiencies represented the second . largest
category of deficiencies reported by 1ndependent accountants
and includes ‘items such’ as: cash balances on hand in excess

.
»

‘ <4
of need, inadequate accounéing controls, audit disagrees_with

‘the institutions' financial reports, etc.

-

LS

.Within the broad classification ‘of accqungﬁng deficiencies&

excess cash balances .on hand were:reported in 337 reports.
L -, © ‘ E ] \ Tom e B
Because of the high incidence‘of this particular deficiency

and the current emphafis on improving cash management

activ1t1es, ED~OIG performed an audit. to. determine the extent

of this problem. The: results of our review 1gd1cated that

3 e

nafionwide about $102 million in ‘excess cash may have ‘been

'held by 1nst1tutions in 1980. aDetails on the audit are'

~provided,on page 25.

(x93
i

4. Allocation of.Audit Resources
OUTCE

N

-

plan our audit act1v1ties to ensure proper balance in audit

'coyerage among the myriad programs and act1V1ties within the

Departmént; The following chart.depicts the use of direct

;audit time during this period by major ‘program categories.

. R
- ‘ e

~

-
-

9

Availability of audit resources requires that we carefully,

R




- | “special Programs**

\ /

'Education audits be conducted' in all 50 states,

UTILIZATION OF AUDIT STAFF IESOURCES BY MAJOR CMEGORY*

"m i 6 staff years

RARER ¥y Abian “ 17 staf years
PR AR DY 1 27 s o
“m “" 9 staff years
111 “ 7 staff years »;

-

Elementary and Secondary Education

Postsecondary Etjmﬁon"
Intemal Audit .

Coutract Audlt @

| “Tnvestigations and Smcul Pnuects

Rmev of lopom Produced by Oums

i"" “m 10 staﬂ years o F

i i nch(lgm represents one staff year

- ! &
* ﬁepmum osly direct audit time

*% includes locahonl and Aduit Eduntio Educafional Research and Improyament
Uouﬁtn! mummm, Spociﬂ tdscation and Bilingual Educalion :

v

\ /
)

One of the heaviest uses of resources, (17 staff years) was

attrlbutable to conductxng audits c1ass1f1ed under the Spec1a1

These. audlts 1ncluded reviews of act1V1t1es
»- :35
and programs related tO Vocat1ona1 and A&ult Educat1on,

Programs area.

and Improvemerﬁ: ' Vocat ional

wi -
Rehab111tat1on, Special Educatlon and B11§ngua1 _Fducation,

Educat10na1 Research

One reaso\{ for the heavy concentratlon of resources in this.

-area -<is that Public aw  94-482 provides that Vocational

the District

'!“ 4suffyears o . ' ‘) :

o™
3
L
. “n . ‘ .
.
~
.
T ' ‘ . !
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of Columbia and six territories b§ the end of_fiscal'year
1982. . R / 1.: -
T date a total of 19 audits have been completed I@ayiﬁg some
) ] . \n

%g'still to be accomplished. This is well behind the loriginal
f ) ’ ' ﬂx-. ~
time schedule established by the former Depa}tmentiof Health,

./ Bducation ‘and Welfare audit agency for completion' of these
A o ‘f ";' .

N apdits.' The original'plan called for‘cohpletion oﬁ atvleast

La

part'of the regu1red aud1t coverage thrOUgh

10 audits per year beginning October.1, 1977. E‘? s
4 - - , i
'Ouf audit plans for fiscaliyear 1982 allocates re%:urces to .
. conduct audits for most of the remaining States. ﬁe]%fso‘plan

oo to arrange for

*

!

.,71mplementat10n of OMB Clreular ' A-102, Attairhent‘ P,

::Additronally, we plan to use a'revised audit QUIG}

' attentlon on those areas of the Vbcational Educatidn program N

v

where Post pLoblems have existed in the" past. Despite thesef

efforts we are not very optxmistic that we can satisfy tbe

-

‘mandaceu audit requiﬁements by September 30 1982

A N >

v

N

’,,We have alsoiexpended considerable”time in conduct of audits .

K3

- in the Postsecondary area and in reviews' of internal

ooerations. This allocatlon of our resources has proV1ded a

-

good return on our investment. In add1t1on to the recover1es

xnof-costs guestloned and dlsallowed, audits in tnese»areas have -

e also prov1ded meaningful recommendations for 1mprovements and

e +
- \\

cost av01dance. Detailed examples of some of these audits asb’

discussed in the section entitled "Highlights of é;gniflcant
~, :

'Audits" of the report. g%

/

i .

/ 2
f gs:,
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o
i
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5. . Audit Output and Productivity Trends

w
A o 7 . ‘
As‘previoUsly.stated, our audit activities continue to show -
s ‘ "Thprovements. Th1s is reflected in the follow1ng table. wh1ch. N
compares mqjor audit output and product1thy data for the < -
.three sem1-annua1 reports issued to date.. ’ P R E;?
e ' ,ib ‘ S T
- ’ . - ' T ]
o L * COMPARATIVE SCHEDULE OF .
o : OUT?UT7PRODUCTIVITY MEASURES ) O
T (Dollars'in Millions) [
. ‘ S N . ( / 1‘ . . . <, Yy S
oM Y, i . R d . , R .
.~ Output/ : o S ' ; : o,
. -Productivity . © For the Six Month Periods 'Ending: Cumuative
- Measures . 9/30/80 — 3/31/81 9-81 Total:
Reports,Issqed . 1,718 . ' 2,761 A 2 707 . 7f186 i
. Costy Audited « Lk L% o $6,300 - $&,300
. Costs Questioned ’ *0 $ 30 $ - 78.7.° § 108.7
' 4 ' . * N .
~':Costs Sustalned on - . - S L ' o
Audits Closed s . 11.4 8 7.6 S . 27.6-: $° 46.6 L
pash-Recoveries $ 1.8 ' - 2.5 '\ $.7 0 2.8 $. 7.2 L
.-Potential L - - T L
Cost' Avoidance- . % $ 2.0 3 2.3 s 4.3 Jg' '
Administrative ' : e : R
Fines Imposed * LT . $ 3.0 $ .3.0 :
*Data not available. :
'C.  HIGHLIGHTS OF. SIGNIFICANT AUDITS. A L
During this six month perlod, audit reports 1sued by us: ;é l’f
covered a wide range of Departmental programs and activities

0 .
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" educatidnal 1nst1tutions, pr

. of ‘the Elementary and Secondary Education Act,

’ ) - P A »
. . »

~geographically dispersed

involving thousands oOf d‘verse,
T4
R ¢
entities. These ent1t1es 1nclude State ‘and local governments,_

it and non—profit organizations

~

and Departmental headguarters”and regional offices. Some of

.the more significant audit findings disclosed bygthese reviews

"are highlighted below. : : ' o
PR ‘ ‘G;d”,//”;/’/(ﬂ’ .-
ey # ' ‘ ¢
1. Elementary and Sec ary Education PR

Title I of the Elementarz and Secondary Education Act
. *

(as

" ‘amended) authorizes\Federal financial assistance for planning

and operating speC1al education programs for educationally

‘deprived children in .areas with high concentrations of-

a

children from low 1ncome families. The Department spends

about $4 gpillion annually to provide,, 'ritle I services to

*+

approximately six million public schoql ‘students.

funds are .used to supplement other programs and are ‘not

Title 1°

3

1ntended to supplant State’ and local funding.. States’are

requ;red to .ensure that Title I project areas receive servzces"
at :least

prov1ded with State and local funds that -are

»

comparable:to.the services being provided in schools serving

attendance areas not designated as Title I project areas.

During the period hpril'l‘ 1981 to September 30, 1981, |
issued 14 audit reports on programs adm1n1stered under Title I

The. audit

reports disallowed or questioned-tosts totalling about $23.1 -~

million.' As 1llustrated in three ‘of the four audits d&scussed

T

below, almost all of the

amount questioned/disallowedewas

- 11

Fd

<
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- . § . - -

attributable to non-compliance by  Local Educaé:ion«Agencies

:with the comparability requirements of~ the Title I

1egislation. The aud1t° disclosed tgit many4Tf%1e I schools

[

were not receivi i comparable _services and that‘ improved

procedures wefe nee

)

compliance with regu%atory requirements and useé of T1tle I

ded by State Educatian Agencies to ensure . :

<

funds for the purposes 1ntended
: : \

a. $21 4. Million Expended For Title I Progects at Non- Lt
Comparable Schools St ; . . :

-

AN - \‘ . »

(1) An audit 1n one 6t\te d1sclosed that $11. 2
\
mi/iion in Title I funds was expended by a Local

Education Agency at non—comparable schools fot various

'

l periods.' The'ghditors found that the Local aducation
Agency ubmitted comparability reports to the State
Education Agency which showed that many Title I project L

€

area. schools were - not receiving comparable services., *

. Along with these reporbs the wocal Education ‘Agency

submitced planned staff allocations and a rev1sed : .

comparability report xshowing that it had achieved
comparability. ‘The State Education Agency accepted thisg
data at face Value.‘ The auditogs concluded that had the -~

* State Education Agency eproperly monitofed the: Local .

’

Education Agency 1mpiementation "of its. planned staff .

allocations, it would “have found that many Title I oL
* . _ ' ' c o
‘project schools were not, in fact, receiving comparable co -

services, . - ' .
. vices. . . Y

4
'
o
¥,
Il
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The :auditorgﬂ recommended that the State refund $ll 2

IS

- milllon to ED and develop a system and procedures to

perlodlcally monitor the Local Education Agenc1es'
\ .

;1, ; ‘ compliance with, comparabiljty requ1rements and take

proper actions out11ned in-'thé T1t1e I regulatlons when a

[

v T local agency is not in con 11ance. - .

&

g, _ Department officials susta1ned the findings and

recommenﬂatlons and requesbed the State to refund §7 5

.

million to ED. The Department was barred by- the statute

v

-

$3.7 :'.illi‘cgn. C sy :
) “ ‘ ,.' g & B : % ‘-‘q' £

-"0

to Federal regulatlons*which st1pulate ‘that the State

Agency did not adequately review the Local Education

of: methods- used in maklng computatlons and/or .the

S

also accep%ed Staff assignment data-without the requlred

assignment ddtes. v

milllon to ED, and - adhere to Federal »regulatlons in

13, ”

. ok limitations from seiklng rfcovery of the addit1onal

(2) In an audit of another State, the aud1tors found*,‘
that $1 8 million in Title I>funds was eXpended at. 2?.

non-comparable-schools during a two'year period, contrary

Education Agency " must determine comparab111ty.‘

Spec1f1ca11y the aud1tors noted that the State Educatlonv
Agency s comparab111ty teports to determine the adequacy

» . é -
accuracy of the computatlons. The State Education Aéency

The auditors recommended///bat the ‘State:-'repay $1.8°




obtaining Endri verifying * reqqired comparability

- T .. . . o~ L 2o
.- statistics. Department officials- sustained the findings - -
~e ' -' -» - ’ Py . e "“"'
. and recommendations and reques d that the Staté .refund ‘
$1.8 miilion‘tO'ED. ’ \

i
i . .

]
I

(3) In still another report‘ the auditors found ) o

v

that one Statevexpended about $8.2 million at 281 T1tle I

progect schodls in which services provided by State funds g _ 15
'\‘were not cbmparable to services provided by the State in 7

non-com;arable schools. \SPGCIflClally thé auditors

ngted that the State did- not comply with Title I

‘regulations and that it had takeﬁ&no actions to rectify

.the lack of comparability at schools clearly identified Co .

Cin comparability reports as non-comparable. The auditors

congludpd that qomparability reports * contained
significant errors, and that corrections were needed-
before an accurate determination of amounts expended at

‘non-comparable schools could be made.

The auditors recommended that the State correct its

comparability report, coméute' the amount of .funds
; . SN oS

expended at non-comparable schools and repay the amount

S computed to'ED.

The Department , and *State‘ officials ‘have reached a »?

»

tentative - settlement agreeme which is -currently ‘ :

pending approval by the‘Department of Justice.

e

Rd
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b. Federal Share of Adm1n1strat1ve Cost Overcharges
Totalled About $320 000

An audﬁiain one étate disclosed that the State Department‘of

»

; . . \,
Education rece1ved revenues from ‘Service Center - users in

‘exCess of actual costs, - and meroperly b111ed Federally

- ~

supported "programs~ for unallouable equipment costs.

e

h 4

épec1f1cally, the auditors found that- the State.f

. o Charged Service Center users based in part on
. estimated ‘expenses which exceedel the costs

actually incurred; and

AN
e

e e e

acqu1s1t10n.A

The aud1tors determlned that the Federal share of th/,Serv1ce
Center s overcharges amounted to about $155 000 for excess

user charges and $165,000 for excess allowable deprec1atlon
exgenses. ’

-

)

'.

The aud1tors recommended that the State repay the- $320 000 and

establ1sh procedures to adjust charges to the~Center s users.\

if

The aud1tors"also . recommended that the: State utilize’

e
depreclatlon or use allowances to determ1ne the expenses for

equipment with . an acquisition cost of $300 or more and a

. &
useful life of more than one year.’

7

Departmental officials are .currently resolving the'findings'

and recommendations contained in this report.

v

o) Fully expended equlpment purchases in the year of

A
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Gt 2. Vocatiomal Education . - o 3 T
. The Vocational Education program is administereda at the e ]
T Federal level by the Offiqg of Vocational and Adult Education. ' . N
~ e
E The oVerall goal of the program>1s to prepare persons at . the ' N ‘i_,;é
o secbndary and - postsecondary level for . employment in . . e

occupations not requiring a four year college degree. “Federal

B
-

S .
grants are- prov1ded ta States to.

G - S b
- N -
-

o' Extend,‘fimprove and, - where necessary,. maintain
programs of vocational education,' v :
o Develop new programs of vocationai education,,
-0 Overcome- sex discrimination and sex stereotyping 1n

vocational education, programs- and

:\ o Provide par€-time employment for youths who need the .
1 . earnings from such employment to—«continue~4their_l- . o
[ vocational traijzning on a full—time basis,

H

~—

The 1ntent of the pro ram is that. all persons hiye access te
vocational training which is suited to their negeds and the
reqnirements of available job opportunitiesi ° Particular

emphas1s i's, placed oh meeting the needs of the disadvantaged

and handicapped through special programs and services that
. - f

will enable the participants to succeed in regular vofational

@

eggcation programs. The fiscal year 1981 appropriation for

-~ ?

3

a s x
vocational education was ‘about $862 million, including $518

million for basic grants to States.

During the last six .months, the OIG issued 16 -reports on

programs administered by the Office of Vocational and Adult

’,

- -

J -

o
Ut
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Educafion %Total costs questioned in these reports amounted
o
to approximately $27.3 mlllion. Of the 16 reports, 10 were
~7 .
1ssued on lhe Vocational Education program . and included

Aquestiened costs of approximately $25.7 million. ,

. ) - . , )“ . . - )
o a. $11 Million in Lapsed Federal [Funds Imprdperly Used

Y . .
- . -

One of the -major problems disclosed in some of our. recent
. reports is that \States are unable fo fully utllize funds
) ailocated to them by the Department for vocationai education
within the prescribed time period and that these unused fundsi
have not .always been returned Federal funding is made

avallable to the States for a 27 month period which includes a |

carryover period of one fiscal year.:- TherStates are required

to return to the Federal government any carryover funds not

obligated by the end of the carryover per.- 4 by the State and

its subgrantees. Examplesfof s?me of the more S1gn1f1cant

L

reports highlithing’this problem follow.

<, ¢
+

(D An apdit in one State disclosed that $3.7

. million of Federal funds remained uno liéated and
- . unexpended by September 30, 1979,  th #end._of the

carryover peeiod. This occurred -becquse the, final

financial status reports were not received rom the Local
Education Ageficies until after the' carryover period had

- ) ended. .Consequently, the State was unaware that all the

1978 funds had not been obligated within the required

[y
By

time period. | L




Ainappropriate

'practlce of making adjusting accounting entr1es to show‘

Department. - R .

‘have not been misspent or misused.
© . make

. utilize lapsed funds.

‘the Office of.General Counse!, - °~ = ' : »

To .avoid returning” unused)\ funds, the State made

adjusting entries in the accounting

records to charée fiscal year 1979 expenditures totalling

'$3.7 million to fiscal year 1978.

\

The auditors recommended that the State discontinue the

use of ptogram funds which have lapsed apd that’ the State
refund $3.7 million of flgcal year 1978 "funds to the

Program offlc1a1s have yet to make a final determ1nat10n

1t is their

view that the vocational education funds in this State

ccncern1ng these recommendat1ons.; However,

] . ) -
At iesuex;is the-
apparent unwritten policy which has allowed States to
it common practice to adjust accounting 1recogds

in order to

the close of the qcariyover period
. ok =

after
h %
This matter has been referred to

<
{ N

-
-

-

e

(2) In ancther audit, we f3¥md that a St?té claiméd
$6.2 million in Federal funds for 1977 and 1978 which had
not been eipended or obligated during the initial and .,

: ‘» Tt N N
carryover periods allowed. . The dolla¥s ovekclalmed in

this instance were class151ed -in the account1ng reco 0=AS.

hid e e e - — R _ —

as unallocated wh1ch accordlng to the State's accountlng

system, meant that the funds had not been obligated.

~ N
:

AP *
18 <7 i

{
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The auditore recommended that the State refund the $6.2

million which had not been p;operly*ebligated ér'expended
by the end of the carryover p;riod. Althougd prodram
officials 'have not yet made a final determination
concefning this recommendation, they are working closely
w1th Sta e officials to resolve ‘the, f1ndlngs in this

report. *

1

(3) In a third State, an audit dJdisclosed that

) Federal' funds should "be returned“ to the Department
ébecause the funds were obligeted subsequent to the
~statutory t1me 11m1tat10ny or retalned by State-or Local
Education Agencies even“t&ough they could not be legally
obligated or expended within <the prescribed time
limitation. This occurred because the StatefEducation
Agency had not effect1vely ‘managed Federal funds to

assure. they were obligated by the Local Education

Agenciescwithin the allowed time.

The.auditprs recommendeéd that°$1.1 million be refupded
and that the State Education Agency strengthen its
mon1tor1ng practlces to identify unused funds, ?rodram
officials ' are worklng with Stete off1c1als to resolve

these findings.

i

s
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b. Ineffective Program Administration ' Leads to
- . Disallowances and Questioned Costs of $13.4 Million

"%

rr

One of “the reports d1scussed above d1sclosed s1gn1f1cant

deficiencies in procedures and practices employed byfthe State

x,

Educatlon Agency 1n its administration of the program.

def1c1enc1es noted resulted 1n dlsallowed and questloned costs

of about $13.4° mllllon and related pr1mar1ly to the lack of

adequate qontrois to assure proper fund1ng decisions, .and lack

of effective -procedures and practices in awarding and
monitoring‘subgrants.
out that: ‘ f ‘

i

o - Awards'of $4.2 million were made to Local Education
Agencies to support the construction of regional
. X vocational education schools ‘without the State
Education Agency obta1n1ng annual applications that.
g . .addressed criceria on which to select construction
projects for funding. .Such criteria include: (1)
current and projected: manpower needs and job
~€pportunities, .particularly new and emerging
manpower needs, and (2) relative ability of .the
' Local Education Agency to provide resources
necessary to meet the1r vocational educatlon roeds. -
o Federal funds of $2.9 million were awarded to Local
Education Agencies without subjectlng the project
applications to the required rev1ews and approvals;

and .

o State officials made awards to Local Education
genc1es to procure the services of individuals
cutside of these Agenties, enabling the States to
by-pass compliance . requirements for amploying
personnel and consultants. . This practice resulted
in recommended .réfunds of $1.7
additional questloned costs of $3.7 million.

The report recommended that the State refund $5.8 million to
the -Federal government, promlde appropriate documentation or

>
support for. the $7.6 m11110n in questloned costs and take

-

20 29

million and

=z,
£y

r
1

Among other things, .the report pointed

Tne \

R




' needed actions to improve monitoring and administration of the

program, \ . i
&

Program offﬁaﬁals agreed with some of the findings presehted

in che report, and w111 be prov1d1ng comments on the rema1j;pg
. , N

flndlngs in the near future,

L]

3. Vocational Rehabilitation - . .

’

-thdind”for.vocatiohal repabilitation programs is provided oy
s formula and is de‘signed)% to assist physica]:ﬁ.y andurmentally
hand1o'pped individuals in becoming ga1nfu11y employed The
program is adm1n1stered at the Federal 1eve1 by tthe Office.of
Spec1a1 Edueat1on and Rehabil1tat1ge)Serv1ces. Federal funds

- d1str1buted under these grants may be used to support _up to 80~ .

\Eent of ’expend1tures made by - State Vocational 2
Rehabii;tat%onu Rgencies under‘ approved State plans.f" The _

Department prov1des about—$983 million annually in support of 22
_ \\ e
o \ i N PP

| Vocat1ona1 Rehab111tat1on programs. )

»
-

During the.last six months, the OIG issued 24 ‘reports

programs adm1n1stered by the Office of Spec1a1 Education and

stioned or d1sallowed

Rehab111tat1ve Serv1ces. Total costs q

-amounted to about $9 m1111on. Of the 2

AN

reports, nine were

1ssue?/on the Vocational Rehab111tat1on program and included

~—wquestloned or disallowed costs of about $7.2 m11110n. I




<t T

e

a. Unallowable Costs of $6 M111Lon Clalmed for Federal
F1nanc1al Participation ' - .

An audit of a general Vocational Reha;:::::Eﬁon program in oneaf

State was an ouggrowth of an' audit of . a Vocational

Rehabxlltatxon program for the b11nd conducted 1n'the same
State. :_ i : " :“\‘
~ 3 ‘a . . - . v "
s.sThe audit was restricted to the allowabllity, 1locab111ty and

- A"

yreasonableness of specrf1c costs totalling about $7.2 m1111on 54

N
'of wh1ch the Federal government's share was about $6 m1111on.

e
v
EX-A

Among other things, the auditors reported' imoroper useaof

f1sca1 .year 1978 funds for fiseal year 1979 grant projects,

“invalid obllgatlons of unused funds from a' pr1or year- ‘

unallowable d1rect costs ang rental costs, and the wr1te—off

.'~,’of nqn-expendable equlpment costs in 11eu of adepreciatlon

-

3

wrthout\obta1n1ng prior approval.
gk "

v

The auditors,fecommended refunds and/or.crediﬁs’of about $é

million. The Office of Specialfsduaagoh and 'Rehabilitative
Serv1ces and the State Agency generally concurred with: the

aud1t f1ndings and have agreed to refunds or adjustments of

-
~

about $5.5 million. . - rf, . : .

RS
'0 *

~~~""""'b, Unallowable Expenditures of $414,000 Claimed

¥

In a recently i5sued audit report we found that a State
Department of Educatien reimbursed a Rehabilitation Center for

unallowable expenditures totalling about $414,000. The

.

22 ’,'3,_1

-

g «
v
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auditors” determined that the Rehabilitation Center was

! improperly reimbursed for land and buildingv costs for a

) )

v facility which was not approved and did 'not benefit the

clients and for unallowable travel and promotioh costs. Other
A
unallowable expend1tures 1ncluded’items such as automobile “and

° — =

home furnishing expenses, and advances to !ind;vrduals and
organlzat1ons, nope of which benefited the ciientsu
- ~ '- ‘ r i

g .
The auditors recQFmended that the State agency refund the

$414, 000 and establlsh proper mon1tor1ng procedures. State e

-

officials 1nd1cated that they have taken actlon to establlsh

adequate m‘tagement and fistal control of the Center. In

-

addrtrpn, the State has - reimbursed ED for the' costs
- gquestioned. ¢ -

’ ] 7

4. Student Financial Assistance

o - f )

Student Flnanc1al Asslstance programs are adminzstered by the

i{\ Off1ce of Postsecondary Education and prov1de f1nanc1al aid to

v

-1nd1v1duals to obta1n education or trainlng beyond the hlgh- N
schbol level, F1nanc1al .aid prOV1ded to students in fiscal j
year 1981 represented about™$6.4 billlon in grants, direct

loans“ interest on loans, guarantee loans and earn1ngs through

workxstudy programs. L

« I
“, .

Durrng the six month period covered by thls repcrt, the 0OIG

1ssued 2,353 reportS«on Postseccndary Edantron, most of which
N ;ig % \
concerned administratlon of Student Financial Assistance
: v N
programs. Total costs questioned/d1sallowed in these reports

amounted to approximately $13 7 m1111on.




‘A, lefenent _Interest Comp tat1on "Methods Resulted in
Excess1ve Interest Payments~ . . .

— . e

F

Excessive = interest payments . were made by ED because
. ¢ . A\d - > * N - = - .‘L‘::‘\‘

regulatfons permitted interest to be charged either on the

-

average quarterly or on the average dally -balance an. loan

pr1nc1pal balances outstand1ng. During our aud1t of a State

guarantee agency, we. gound that lenders, who used the average
guarterlm me&hod, sold ;oans to the.Student Loan‘Markgtlng
ZAssociaticn, which usedfthe auerage'daily methbd during'the
f1rst half of a .quarter. SAs a result} aégregate.interest
.,1payments Trom ‘ED to lenders and the student Loan Marketlng
- Assbc1at10n dur1ng the quarter amounted to as much as. 150
7percent of the amount that would have*been pa1d.had‘both

éarties used the same computation method.

~ -

We est}mafed that ED paid about $346 000 in ercess‘intenest
dur1ng the per1od Aprll 1977 to September 1980 because of the

d1fferent 1nterest computatlon methods used by the lenders and

~—

e

’the Student Loan Marketing Assoc1at1on in th1s State.)r'We

,.estimated that as much as $4 million in excess payments may

whave been made natlonW1de from 1975 to 1979 because of the ,

37

dlfferent computation methods used.

[

‘We recqmmended that ED revise the interest billing methods'as

M r . . . N . ¥ )
.Program management officials agreed with our finding and

«recommendation and promised to take prompt corrective action.
B ¢

1
N

soon as possible to avoid the excessive interest payments.
. { .




b. Poor Cash Management Practices in Student Financial
- Aid Programs. Resylted 1in Unnecessary Interest Cost
ot 51.3 Million~ _ . . .

&

This ongoing audit disclosed that postsecondary schools in one |

LN

Region had excesSive Federal cash on hand. Using statistical~

. sampling, we estimated that schools in this Region in 1980 had

\\ﬁ\l 6 million in excess cash, resulting in $l 3 million in:

;

unnecessary ‘interest costs to the Federa' government. If the"
\ .

results of this. auditﬁreflect a nationw de condition, excess_

Acash for thesz{programs may have total ed an estimated“$102

million and nnecessary interest costs would have been

'Aincreased\to $ll 4amillion in 1980 In addition, schools also

’\'maintained excessive balances in their National Direct Student

Loan revolving funds which were financed through monthly cashbi

advances rather than the accepted letter-of—credit method.

uFurthermore, our' review of previously disclosed cash

L1

management. problems showed that ED program officials had

fp‘relied primarily on voluntary - doxrective action .by the

- schools, which generally was not adegate.

@

-We recommended that Enymanagement require that schools report

excess cash balances immediately -and return any excess cash.

~

As an alternative, we also recommended that ED consider.

£

'legislation to allow reuse of excess National Direct Student

- ) :
~ Loan funds returned to the Federal government, and to require

schools to pay interest on excess cash. We also rec?mmended

" that the Department denv‘advance fundipg to those schools that

_persist in.abusing ?ederal cash advances.




- Department officials generally agreed with our ﬁindings and ' . S

are considering our recommendations and other alternative
. \ 5 A

- actions to deal with the problems, . i .

. @ R i . B

c. - Abuse of the Student Financial Assistance Frogram by

" Two Proprietary Colleges Results in Termination and

C . Progosedfﬁines of §3 Million ‘ .

A}

A

‘An_ /ongoing' audit of two proprietary- technical .colleges B
g

*

:7'd1sclosed that both schools had seriously abused the Student
7Financial Assistance programs and the students intindedxteebe_
i:;helped. Generally the audits noted that misrepresentations in
,:reéruiting and enrolling students were used by the colleges to
c'f;maximige ’enrollment —and the owners' personal f1nanc1al
’,g?ﬁéﬁéfié;f As a result, about $4.8 million of Student Financial
‘TAszistance funds were wasted, _and’ l1ttle, if any, benefits

. .were provxded to the students. . Specifically,"the Aaudit"

f'disclosed that; o

Y

o College owners and their agents used deceptive

. ‘recruitment 'methods to 1lure students into the
Reglstered Medical Assistant course when employment
was restrict1ve or non-existent; ’

o ,fCoLlege owners mlsrepresented the colleges' dropout
"-rate to av01d overview by Ep officials;
o College owners effected an unauthorized tuition
. - increase which was  proliibited by  Federal
regulations; '
o The colleges utilized inadequate testing procedures'

- to admit to the Medical Assistant program students
who had 1little or no potential to complete the.
training, .

o  The" colleges charged the Pell Grant program for
’ students who erpped out before attending class-
\ N L

p~
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o The colleges did not verify student eligibility for
Student Financial Assistance.

[ .

e

-

As a result of our audit and related OIG investigation, the
Depar tment initiated_action to terminate the eligibility of

<

" the colleges to’ particivate in the ‘Student Financial

[}

b milllon ‘under authority of the 1980 Education Amendments Act
(Public Law 96— 374)

d.*‘Erroneous'Interest of $2!Million Paid by ED- s

b -
- - AN
&y - Yo

<,

\ A State guarantee agency failed to rémove from its. billing

-]

o

records all of thetGuaranteed,Studgnt Loan program loans.its

~ .

1lending “institutions sold to thel:Student Loan Marketing

'lenders, billed ED for about $2 million of dnterest for

' perzods after the loans were sold.

The abditors recommended that ihe agency expedite efforts to
" remove from its billing records loans sold to the Student boan
Marketing Association and ‘submit to. the Regional Office of
:; Student Financial .Assistance, its calculation of excess
interest baid b{ ED. We also recommmended that the agency

implement procedures and controls to ensure the timely. removal

from its billing records of all loans sold by its lenders to

o,

- &

-

the Association ‘

" B N s

27

A551stance proqrams and to fine the two schools a total of $§

Association; ~ As-a -result, the. agency, ‘on behalf of its.




"~ The State agency generally agreed»W1th our recommendations and
made bill1ng adjustments of about $1 2 mllllon. The agency . o ;
Wi;l also work cloeely with the Office of Student Financial . .

~ Assistance 'to resolve\ the additional bill&ng adjustments )

. AAneeded, and to implement a system to prevent recurrence of

* . o Q
thig problem. L. : : L -
N o , : ’\ T .
e. ED Overpaid State Agency $2 Million for Losses' on

Defaults of Guaranteed Student Loans
- N - .&-‘\.7- ) .

A recent audit disclosed that a State agéncy inaccurately’ -

s

. )

computed its reimbursement claims .on defaulted loans fof\9978

and 1979 by about Sz-mllllon. The computatlon, based on the .

.Q‘

relatloj;hlp between the net principal of loans outstanding .
and default cla1ms pa1d by ED,. was in érror because the

. agency's computer did not pr?v1de all the data neces§ary for -

g

the—computation. - L ‘ . .
. : . _ Col

i . A S

Although overpayments to the State agency werq,1h1t1ally noted

e

. by the Office of Student F1nanc1a1 A§51stance in ‘January and

February 1980, and acknowledged by the State agency, we-found

’ that Ythe State agency had not taken actlon on thlS matter:

durlng our audit in November 1980. . ) .

] » Y 3
. ) et N £
\ a2 A

S A
% N . ¥

At our, request tpe State agency began calculat1ng the amount
of overpayments and the Department has already rece1ved aC~\
1 .‘) . ‘l. @
check from the agency for $1 m1ﬂ11oq as prel1m1nary repayment

f;“““pendrng determ1nat1on of the actua; liab11%ty involved, ° a

..
\

L Oy . -
w{ 3;. - . T,‘r o
28 - \ « .
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We recommended that the agency complete and submit its

'\caiculation‘of overpayments as soon as possible. we also

recommended that the State agency implement measures to ensure "
that all data needed to calculate the amount of its claims be

included in the calculations.
. - v N

-

The State agency and ED\officiais agreed with our fingings and

are proceeding to implement our recommendations. L s .

‘v S Inhternal Audits - . . .

2
-

Internal audits of the Department's programs, operations and

management contlnue to be 'an. 0IG pr1or1ty. Dur1ng this

per1od the OIG 1n1t1ated 16 1nterna1 aud1ts and” 1ssued seven

f1nal reports on the 1nterna1 operat1ons ‘of the Department.
m\‘ - ) :

Results of three 1nternal audit reports issued are descrlbed

%
-

‘below.. o ...

. *n\ N &" :' »

Ca. ’Inadequate Controls Over Check Recelpts Result- in
; Potential for Abuse and Unnecessary Interest Costs '
of About szsoLoo T R e
The Department ism”responsihle for administering pSthdent T E

Financial Assistance programs with total outlays of over $6.4
~billion per year. 'The Depattment, through the Offlce of
‘Student Financial A531stance, manages aeveral prS;;Qms for

students enrolled at 1nst1tut10ns of /higher educ tion, In

— . - . }

operat1ngfthese programs, the headquarters office recelves

millions of dollars in grant and loan repayments, insurance A

,premiums. and  payment adjustments. During fiscal year 1980, "




m1lllon under five of its® programs. ‘ .

-
»

¥ ) ' * \

our review of the controls in use over remlttances showed that

N

they were 1nadequate to ensure that all funds were properly

)

"accounted & for, adequately 4Hsafeguarded, and deposited

promptly. ~ As a result of these “weaknesses, the potential for

eignificantly“ increased. : Add1t1onally, there were no

»‘assurances that all monles recelved were dep051ted or. that

.check‘ processing delays oalone cost the Government about

¥

g $550,00071n unnecéséary interest during,fiSCal year 1980.

N Control problems and deposit delays _were A primarily

attributable to oroanization'problems and the lack of clear

=

. gﬁneé of authority .and responsibility.: The report recommended

that‘an'integrated organization plan be developed to provide
adequate 1nternal controls over rece1v1ng, proceésing "and

;"
,ldeposztlng of checks.

-

A3

Assistant Secretary for ,Student’ Financial ASS1stance

<o’

‘. concurred w1th our recommendat1ons and adv1sed us that they

¢

_would work together to develop a plan to accompllsh the needed

" changes.

the Office reported rece1v1ng che¥ks amounting to over $50°

: fraud, ~waste, loss or misuse of Government ‘funds ‘was

program records were accurate. Furthermore, we estimate that

The Deputy Under Secretary for Manageheht and the , Acting

w




" be_g Inadequate Controls Over Interest Payments
¥$" . . -

»

. The Guaranteed ,8tudent Loan program encourages pr1vate lenders
o &

to make .loan cap1tal available to students attepding

‘

postsecondary educational institutions. To accomplish this, L
the Department subsidizes such loans by paying a fixed rate of - o

interest to lenders while students are in school and during a - ///’,{
. * w'. ’ ) . *r‘ N /-_Z
grace period following graduation or withdrawal. In addition,

. N . .' Lg
it pays a quarterly .allowance based on current Treasury bill

3

-

"rates on all outstand1ng loans to compensate lenders for the

d1fference Ain the fixed 1nterest rate chargeable to stpdents-
and current 1nterest rates. For fiscal year 1981, interest
. payments\ on student 1loans are \estlmated at $2 billion. .
| Payments, are typically :made quarterly based on‘ billings

. submitted by lenders.

our repoq£~ghowed'that the Department has not given sufficfznt
‘!*

management attention to establlsh1ng adequate procedures andr

Y

support systems to, assure that payments are accurate, t1mely

and -properly recorded. During fiscal year .1980, lenders ,
voluntarijly returned over $22 m1ll1on of erroneously 1ssued
checks/énd interest payments., In additlon, lender rev1ews
performed ‘by the Office of Student F1nancia1 Assistance

;dentyfled over $4.2 m1lllon of 1naccurate interest payments. ' .

o .
These erroneous payments and overpayments occurred because of

divided organizational responsibilities, deficient accounting
records and practices, inadequate computer support services,
lack of qualified ~~rsonnel and inadequate supervision of the

Y

payment process, | \




. -

i

The Acting Assistant. Secretary for Management/Controller and
the Acting Deputy Assistant Secretary for Student Financial
Assistance generally agfeed‘ with  the findirgs and

recommendations and indicated that corrective actions were -

being taken., S : L.

The Secietary, in a- Septembgr +22, 1981 memorandum t6 the = . ' w
S R 2T o . _ LT
Deputy ‘Under - Secretary fpfg% éﬁ&gement and the Assistant

u * s : RPN EF ' Coe

' .Secretary for Postsecondary Education, :called for agg‘essive

action to correct the deficiencies noted in the report. - g

c. .Eliﬁination of Exc Telephores and Reduction in
.Commercial .Long Distance Telephone Calls . Could .
Result in Annuag Savings of A§3ut $315,000 .
Fede{al -Property. Management ’R?éulations xindicafe‘ that . 'vfg
i o y ki s i

égengies should iimi:;Fhe_quantit ; of telephones to less than
one per émployee. Our'reﬁaeﬁiof tﬁe Departmeqt's~;e1epﬁ;ﬂe
seyvices’showed tha}_it ?vefaéed 1.4 telgphonés pef emp?oyee '
~and that one of its organizatiohal units averaged as many as

1.‘7./ We estimated that the .Department could reduce its annual

telephone expense by $265,000 if the quantity of teléphonés .
. . \\’\
were reduced to one per emplidyee ‘and that further savings of _ \\

$190 per year could be-achieydd for every additional telephone E

eliminated. _ ‘ ) < ‘ é
Y

: -

v We also found that the Department was not using the Federal

Teledommunigatiéns System to, the maximum extent possible.

Generally, long distance calls placed on the Federal system

cost half as much as those placed on the éommg;cial system.

a4

AN
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’
-

-, M 3

We concluded therefore that the Department could reduce 'its

ao;ual telephone expense b§ $50,000 if it maximized its‘use of

the Federal system.

We recommended that the Department conduct a comprehensive~

~

survey of its exisring telephone service to. identify and

specific, felephones which quantity

+

spec1f1ed in the regulatlons.

eliminate' exceed tpe
We also recommended that

N

spec1f1c controls be instituted to reduce the number of long

’
3

d1stance commercial calls.

*»

Degartment officials agreed with .our findings and

recommendat1ons and have 1n1t1ated corrective act1ons.
, 1[5 N
6. Contracts and'Discreéionéry Grants .

~

ED annually awards approximately 12,000 discretionary grants

and 1,300 contracts“totaling about $l.§=billion.' The awards

sare made to State and ‘local governments, educational

1nstltutlons and profxt and non—proflt organ1zatlons for a

varlety of educar1onal serv1ces. The Offlce of Procurement

(and Assistance Management has reSponsibility for . awarding

: L
variety of

discretionary grants and contracts. The OIG provides a

»
audit services to the

contract and grant

Departmént, 1nclud1ng audits of cost proposals and con’ract

olos1ng statements,

During: this reporting period, OIG issued 283 contract and

grant audit reports that questioned costs amounting'to'about
additional  potential cost

$3.4 million and identified

33 42
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a

7theiné§35£ment's procurement activities.

" from ED-0IG'S pre;awafa audits. .

“

avoidance of about $2.0 million.” These. audits continue to be

effecpive in idgg;ifxing"boténtial fraud, waste and abuse/in

'

a. Pre-Award Audits.

-
~.

Reports on audits of cost proposals are advisory in nature.

Al

However, fhey are(@w;remely important because they serve. to

-_agéisf the bepaftmeﬁb in final ﬂegotiations;with contractors

A by idghfiinng‘ areas - for po?épfial post“savings; The .

»

following are examples of cost avoidance or savings resulting

L4

(1) A contractor suBmitted(gfp:oposal of $485,000
"to provide tréin}ng workshops_and follow-up technical
assigtance to handiéapped individuals in the Midwest.

" Qur agdié disclésgd that the proposed costs of $485,000

wéfe overstated\by $112,000. Additionally, we could not’

éxbreés an opinion” on apprPximately $34,000 of the

propoéed costs., In‘additioﬁ; we were unable to exﬁress
"an opinion on the adequacy of the contractor's accounting

system to properly account for future costs chargeable to
the bént}ac?/pgSi:ffé:Z:quate records were not available
~at the time'of our ¥ w. .

The contractor also-grossly misrepresented the status of
- - 9

.the corporation at the time of the audit. One of the two
corporate owners withdrew from the corporation on July 1,

e
19§T’ﬁﬂﬂrjthe employees were terminated in mid-August

. <

34
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1981 The audit- d1sclosed gross- negllgence by the

" contractor in estimating charges 1nc1uded in the contract

pricing proposal. 1In add1t1on, the contractor may have

; received payments on prior ED contracts which were based
\'on fdictiticus or unsupported claims for fringe benefits

and labor overhead rates*

L}

We recommended that the Department not_—Enter~~into
¢ N
negotiations w1th, or award a contract to the contractor.

The Department agreed w1th our recommendatlon not to 5

awaro_ a “cc, tract to ,the contractor. These actions
resulted in’ a cost avoidance of _$485,000. We 'also

~

referred this matter to our Office of Investigations for -

[

appropriate action. - : .
!

(2) A contractor submitted a proposal of' about * ;{

ot

‘$274,600 for a project éntitfed "Stories Waiting To Be
Told." The purpose of the project was to‘researchithe
ethaic cultures of Italian and Polish Americans who)have
been negatively stereotyped, and to prepare‘\\a.motion
picturq based on the research. ED—OIG_raised several
concerns regarding the advisability of aQarding the
contfact and\recommended the Decpartment consider'tnese
concerns prior to award. After consideration of the-
issues raised by the 0IG, the Department decided against
the award of the contract resglting in a cost avoidance

of $774,000. ‘ ‘

14



(3) A contractor submitted a three year proposal of

1. -\

about $2.1 million to the Department to help defray the

cost of furnishing . recorded text books . to blind"

_elementary, secondary and postsecondary students. The””

aud1t d1sclosed that the contractor s unit price for each ) .
¥

‘: text book was overstated by $3, $4 and §5, for each of the .

o
. « . N .
‘. N - L )

three reSpective years. - ¢ IR :

3 . . s . .
. . 5 .

The Department negotiated a f1xed unit price contract

with indefinite quantlty at the lower unit price

resulting in the- Department purchasing more text books

for the total contract prices because of the lower cost

per textbook. The prbposed costs for ‘the 2nd and 3rd
~‘*years were not awarded “as options because _textbook —.'r}l*“

pricing details could'not be progected W1th any degree of
T —— ' ’ :

——_ N ‘

certainty. . o < L

bl . ACloseout Audits

ED-OIG performs -0or " processes closeocut audits of physically

completed contracts to assure that ‘costs claimed an3

re1mbursed under the contracts were reasonable, allocable and

allowable under Federal procurement regulations and contract 5

requlrements. Theseaaudits continue to disclose instances of . - .
_ocontractors claiming and being “reimbursed, for urallowable ' o

costs. ' Examples of some of these audits follow.

~ -

(ls we issued a report on a closeout audit of a $1

million Education Department contract for a natxonal

36 ' .
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evaluation survey of projects funded under Part A of the
Indian Education Act and an evaluation of the 1mpact of
> the program. The auditors found that $104, 000 of the‘

. ‘cost claimed by the contractor was ineligible an? another

$432 000 was not adaquately supported by the accounting

records, g . L ’

" . The Departmept‘ ' procurement office“‘is ' curiently

1 [y

N

negotiating settlement with' the contractor and ‘has

declined to negotiate or aWard furgher contracts to the

.

contractor. .

s

IS (2} - An audit of one state UniversitY‘s

adm1n1stration of - §5. 8 millioh in Education Department ‘

grants and contnﬁcts disclosed that accountlng ﬂand

- - ,, - - “

internal control proc ';res needed 1mprovement.

Specifigally, the audit d:scLosed that the yniversity:

-

(o} Used grant incame for unallowablenpurposes-'=

-0 Improperly transferred costs between Federal grants
’ and contracts to. eliminate cost overruns and to use
_ unexpended ‘grant funds; -and

.0 Did not provide“adequate'documentation to s!égort N
expenditures for travel, consulting, salaries "and \
wages, . subsequent period costs and other charges. - \

=

The auditors recommended a f1nanc1al recovety <of

$802 000. They also recommended that the University make
certain changes in its account1ng policies and strengthen

internal controls. ‘ l

- . i 1




AUDIT RESOLUTION

0

1980 Supplemental Appropriations and " Rescission - Act

requires. timely resolution of audit reports. This@requirement'

is set,forth in Section 305 of the Act and prcvides that:

. <
A9 LY

:"All unresolved audits currently pendlng within ° .
departments and agencies, ‘for which appropriations. -
are made under the' Act, shall be #esolved not later
than September 30, 1981. Any new audits, involving

. questioned .costs, arising.after the enactment of
this Act shall be resolved within six months." .

~

AN

'I'he Depar’tment' has not been able. to. close all ‘unresolved
audits over six months old in accordance with the requ1rements
j of the Act. As of September 30, 1981 there were st111 l 804 .
ﬁft unresolved aud1ts over six months old 542 of which involved

questloned and/or disallowed costs of $l7 4 million.

3.7_—,

.’/'\

',Asareported in our prior‘semi—annual report,'the Inspector
7General has worked -closely 'with the Secretary and Departmentalﬁx

>

7 f‘icials to address the aud1t resolution problem. These

7ef£orts are beginning to show positive results. For example,
‘during this reporting pPeriod the Department closed 1,270,
'reports as opposed.to 1, 061 in the prior period, an increase

’

of about io'percent; More importantly, the dollar value of

questioned and disallsyed costs in unresolVed audits over six
1months old declined significantly in this- period decreasing

from about $38- mllrion to $17 million.. While gains in these
¢

two areas have been encouraging, continued emphasis and
\ .

‘ efforts are needed by the Department to make meaningful




progress in resolving and closing out the renaining

outstanding audit reports over 'six months old. In this
* . ~ \ - c
regard, .the Department initiated. a major effort to train

+

regional personnel to assist in closing:the 1800 unresolved

audit‘reports over 'six months old during the. first quarter of

flSCél year 1982. We have been advised that this in1tiat1ve'

.has already regglted 1n olosure of about 550 of these reports.‘

St

»Details on audit resolution activity are discusSed in the

-3

following section.,

~

1. Auéit‘Resolutipn Activity - , .

The number of unresolved audit reports continues to increase.

»

~ ) ~ M

At the beginning of the‘prior reporting*period\there_were
! 1,565 unresolved ,audit reports. At the end ofxtthe prior
reporting period-there were 2, 535 unresolved aud1t reports, ‘a
62 percent 1norease. 'For this reporting period the number of
unresolvedraudit reports has-increased to 3,§6i, a 33 petcenE
. increase during the reportin§ lperiod and a 115 percent
inorease.during\the fiszal ‘year. During the last six months,
a total of 2, 707 audit reports were 1ssued COmpared to-2,761
reports in the previous six month period Of the 2,707
reports 1ssueq th1s period, 2,102 required or will require
corrective ~actioni by program managers. "iAudit resolution

5

activity for the period, by responsible action office, is

shown in the following‘table:




AUDIT RESOLUTION ACTIVITY : ¢
APRIL 1 1981 to September 30, 1981

, hetion
Unresolved Audits * Audits Unresolved -
o Audits on Issued Closed Audits on ‘ =
‘Action ‘ Hand at This Thisg’ Hand at <
Office . 47/1/81 " Period Period - 97/30/81 -
. ' . Postsecondary R ' ' S
© Bdueation . . .2,336 1,942 996. . 13,282, b
. ‘Procurgment = ‘ T - ‘ _
and Assistarnce A .
Management : 158 105 214 49
" ‘Elementary and ' :
Secondary ' i . Do
Education - 14 .12 17 ) PN
. Special Eduda~ . d :
- “tion and: K L -
" Rehabilitative ' " : : :
. . _Services 11 20 16 g " 15
- Vocational- and / . :
- - Adult-Education. ° 8 Co 14 13 9
-~ National RS ' . -
' Institute of ‘ 2 =
"Education 5. .- .6 . 10 1l
. Educational
Research and ) : ) o
Improvement - - 3 - .3 4 2 TV E
Improvemen = A
-TOTAL - 2,535 2,102 1,270 3,367 -

R
. i

-

The dzsparlty between the number of audit reports issued and
th@lnumber resolved 1s xllustrated in the follow;ng trend

Chart. “ - ) ’ . . ) ~ .
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Successf_ul completlon of the Department's audit resolutlon '

1n1tiative sh‘ould result in a reversal of the trends shovm

" above.
A profile of unresolved audits by ag:a group is given in' the

nF

,Eollowing dia'gram. o
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The 3;367 unresolved audits on hand involve questioned or
- disa11§wed costs amouhtihg to $67.8 million. Of this number,
“ 1,563 are under six months old aﬁdéinvo1éé dﬁsai}owéd and/o}
questioned costs of $50.4 million. ?Awﬁotal of 1,804 reports
are over six months old of which .542 fnyoléé'éisallowed and/or
‘ (
questioned costs.of $17.4 million. -
. \ ’ \0 Q (




2, Recovery of Disallowed or Questioned Costs

NN

VAYmafornhighlight of audit resolution involves the amount of
. ‘ ﬁunds recovered of the 1,270 audits closed during thlS

perlod, 556‘“had monetary findings totalling approximately
$66.2 million. , . S , !

’; In resolV1ng these -reports, program managers sustained about‘

$27 6. mllllon, or 42 percent ‘of the ‘total . recbmmended ‘for

recovery.ﬁ of the a unts sustained approximately $500 UOQUa;xf

had been recovered at the tlme of resolution. The $38 6

t

million not sustained by program managers had been allowed

~ because the auditees ‘subsequently provided supporting

documentation Qr program officials determined that sufficient

1nformation was not available to sustain the recommended'

AN e
N \’

recovery. ‘ ’ I -

Aside from the $27.6<,millionr in sustained, disallowed ar

N

questioned costs, an additionali$2 3™million was collected

: during this period from audits not yet resolved, br1nging the

total potential recoveries to almost $30 million.

E. STATUS OF PRIOR AUDIT RECOMMENDATIONS

@

+ The status of sfgnificant recommendations‘included in our last
semi-annual report which have not . been resolved covering the
period October 1, 1980 through March 3l 1981, is shown below.
Management has - ) generally been - responS1ve to our

- recommendations. However, the "matters reported below are

’complex,‘ involve large amounts of questioned costs, and

require action at the grantee -level.
’ 43

-

///




. '\7 B ) o= ~r . » . . ;-) \ . A ‘ d\ ~‘Xf:;‘l.
*. o ' - 1 J( ’ ‘ IS
Resolution and recoVery of ‘the funds for these audits is K

l,;;: continuing, and- will be monitored by the 0IG.: . : =
”‘"‘“‘1 . L SN -

1, Student ?inanc}al}ASsis;ance" o
- a. .College Work Study.and National Direct Student Loan
— Funds o§<§960L900fosuse3 (Page 5 Prior Report)

‘w_lAn audit of a,. University's College Work Study and National

s 7

’;f :*iDirect Student Loan £unds disclosed payments of $675 000 to .

'iineligible students ﬁor COIlege Work Study dnd improper use»of
iffunds from both programs for general operating expenses. The i
,2auditorsfrecommended that ‘the University repay ED $960, 000 for

p,oper expenditures.

™

K

T Program officials agreed with the recommendations.

i{f—’":’?*‘_'However,VED has not received a response £rom ‘the institution

siand no £inal decisions have been made on the amount of refunds
,\ ' -
'due ED.—
r - B ) a

- b. " "National Direct Student Loan Funds of §$381, 000
' 0verdrawn (Page 5 Prior Report)

*‘a

’rAudits at two colleges disclosed that the institutions had

drawn funds in excess of . their requirements and used ‘excess

-

Nationaerirect Student Loan funds for current operations or

investedrthe funds in,certigicates of deposits. The auditors ‘if
,reconmended repayment of $247,700 and§§l33,200 respectively L
from the institutions. , l ‘ L ‘ - . :gﬁtﬁ

-
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Status: " -The program ' officials agreed with *fthe_ ’ R

y

recommendations, and-are in the process of evaliuating comments ~

received from the institutions and preparing final letters of
x i

_determination., - Tl \ ‘ . oL ;g
2. Elementary and Secondary :Education ‘ ) «oA
Elementary;and Secongary Educat1on - T1tle I (Pages ’ “.',’é

8~ 10sPrxor Report) |- .
N Y '- - .. ‘ . . -‘ : N * ) o . ‘ -,7‘3..;
Beviewsiof épprorimateiy $100 milllion of program expenditures .- o

and administrative costs iﬁ-one tate disclosed that the State ., .-

had 1mproperlx\used T1tle I funds to prov1de general a1d to™

-

educat1on. The State also overst ted 597 Federal share of the .

Title I admin1strat1ve costs., v - y *

- -

‘In our audit reports of Decembe: 19 0 and March 1981, we

.
~

recommended that $15. 6 mllllon be returned to the Departmen*

==

~ and that the State .agencies involved improve the1r procedures

| e
for approv1ng and mon1tor1ng Title|I pro;ects. )
’ : — T x !
Status: The Department and State| officials have reached an :
= . : ~ . :

agreement on the amount of funds 4o be recovered. However,
gree X

final resolution of thgs/ﬁéfmer has| not been completed pendiog ' <E

-

approval of a proposed set lement agreement by the Departmeht

M 1
\\ 1 N > hd

. of Justice. " _ ‘

el

F. OTHER AUDIT ACTIVITIES _ .

Additional audit activitiesEﬁaving an impact on OIG operations ‘
@ T, ; (‘ . P i
during this period in¢lude our participation in implementing

~

o
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the single audit concept and our efforts to reduce the backlog - ;

LR

in.auditing closed contracts. . )

* » . ©

1. Single_Audit Concept

1Y

Our prior semi~annual report discussed efforts underway by the RS
OIG to fully implement the single audit requirements set forth

U
—

in Attachmenﬂfvp to the Offigemio£v~uanagement and Budget -
' Circular A-102.7 ./ SR T )

In tnis period we have select fely"ptoiidei guidance and
technical assistance to State Educ tion Agencies,iindependents~;: o
public accounting firms and State audit. orcanizations\which 7
are conducting pilot audits or developing auiit programs to

7°atisfy audit requirements. We_ have—a1S6 processed 527 au61\

Vreports which weré‘performed by Independent }dullc Accountants

) in accordance with the requirements of A-102. ?hese reports,
however, are not included in the totaloreports shown as issued

by u€ on page 4.

»

rReducing Backlogain Contract Audits

2.~ in Ci

The OIG currently has a backlog of approximately 1,000 *
%} ‘ contracts awaiting close~out audits before final payments can

. be made to contractors by the Department.- To help allevxate

this backlog, the 0I% entered into contracts with four Section
. ‘ - v -

8(a)"contractors to provide the audit services needed on &

approximately 100 of these contracts. These four contracts
were .issued in late September 1981 due to unavoidable delays

in fund availability and in obtaining and evaluating bids.”




"large backlog of contracts requiring audits.

?
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These actions, however, do not significantly decrease
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SECTION II

INVESTIGATION ACTIVITIES

~ -

A. INTRODUCTION

This section provides an overview ogx\;he investigation
activities during this reéoréing period;:;nd an u?déye of
signifiéangq‘cases previouély ' reported. It ’alsq includes
"statistical data pértéining‘ to investigations, gesults of

fnvestigations, and highlights of czses.

.

B. INVESTIGATION‘ACCOMPLISHMENTS

Investigative activities during this period showed sqme’

significant gains. . The. number of cases accepted for
. * LS . N N . “
prosecution by U.S. Attorneys-increased from 10 in the prior
six month period to 43 in this period. Cases-declined for

77 [V —

prosecufion remained relatively constant - 26 as cémpared to

22 in the ﬁf&or period. 1Indictments obtained rose to 41 in

this period compared to 5 in the prior period. Moderate gains

were also experienced in convictions/guilty pleas obtained,

rising from 12 in the prior éeriod to 16 in this period.




In addition, . tne defendant was fined a total of $1,000, six

defendants were requlred to make rest1tut10n in the amount of.

"~ $54,583 and seven were sentenced to incarceration, probation,
or pre-trial diversion. Eight "defendants are awaiting
sentencing. There werZ no cases pending prosecutive decision

at the end of this rep rting period.

Since the last reporting period, the number of cases under
aotive 1nvestlgation has increased by approximately 10
percent. Alsc dur1ng this report1ng period, the Offlce of
- Inspector’ General . has formulated and adopted p011C1es and

procedures regard1ng initiating investigations. A

A”prel?ﬁlnary 1nquiry is initiated and conducted when the
available 1nformation regardlng an allegatlon is insuff1C1ent'

to determine if a full-scale investigation is warranted.

Full-scale investigations are initiated in those instances in

which there is a reasonable indication that a violation has

occurred or 1is occurring. " The implementation of these

prooedures ensures that the Ofé"maximizes the efficient and
eﬁgective utilization of its 'inyestigatide resources vby
opening full-scale investigations only in cases of substance.
In reporting our activity, the term "cases" only applies to
full—ecale investigations. ~ Preliminary inquiries: are’ not

-included;

iy D e




1. Investigative Analyses
T N 7

*

. Summary data on the ?émber of cases opened, closed and act;ve

’ / .
for the period April 171981 throughSeptember—307 1981

Cases active"March‘BI, 1981. - 249 | ; ‘;%
Cases opened this period iuu -
Caseé closed thjs period . k b 83

Cases aCtive September 30, 1981 274 - A

The cases initiated have been analyzed to shov: ] i

[ program areas which generate cases;

o} patterns of alleged violations; and
B . g

o] major sources of. allegations.

During tbis repérpfng period,'sixty~five percenf of the 108
céées,opeﬁed involved Student Financial Assistance programs.
Of the remaining cases, twenty-two percent involved other

Education Department prograﬁs and thirteen percent involved

cases that were not program-specific (primarily employee

misconduct cases). Major types of. fraud in Student Financial

Assistance programs included falsification of ‘application

[P

documents for loans and grants, and misapplication of these
funds at institutions. Most cases involved alleged violations
. . H

of several criminal statutes. The following chart shows the
5

incidence of possible violations among the 108 cases initiated

during this reporting period:

;

{
-
N
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ALLEGED CRIMINAL VIOLATIONS ' .

-k

T . ' Number of Cases
Description o ‘ in Which Alleged

False statements _ - & AR ——

"fStudent financial aid |
. fraud . ' 42

- ‘ '
u,;Eraud using the U.S. Mails,
“telephone, telegraph or : '
_false ‘names. or addresses T A 39
f*Embezziement and, failure.
~ T to: account for. public
' :rfuadsv R 24
i:Ealse claims and demands S _—
“for:: paymen»gof public . ' : vl . (
und Lot - A 19 %&
on . 7 7
ofra public ) '
’and conflict of interesti ' -7
o . Fa
7
-
< ;

D e . e i

Allegationé\xhich lead. ‘to the initiation of 016 investigations
zfi;are receive fxom various sources., - Analysis, by source, of .

’ivcases initiated during this period discloses the following

fbreskGOan-




Sv mwewns -

" Intradepartmental ‘Refemls Institutional Refemals . |
 State Agency Refemls | -
: y
- Other .
Includes: .
© - Studwit Complaints
- U.S. Attorney Refarals.
+ Student Loan Lenders
- 016 Audit Refeirals -
- Congressional Referrals -
and others - .
N :

- e o e o = e —em e

2, Investigation Output and Productivity Trepds

Comparision of investigation accomplishments during "the. six
month period with the preceding two semi-annual reporting
periods disclosed some significant gains in several key areas. :

This is illustrated in the following comparative schedule.

61
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COMPARATIVE SCHEDULE OF INVESTIGATION .~~~ E
_——_—ﬁﬁfﬁﬁT/PRﬁﬁﬁﬁTIVITY MEASURES =
JPfﬁ%%é%%%éty fhe\gix Month PAriods Ending: - ié
Cases Opened Coa \\\“’/;20 1 }1os‘¢ 28 . -l
Cases Closed S : 124 : 83 _20? - g
Cases Referred for ~ A . A ; V??
_ Prosecution . 16 32 69 = 117 -
:7.c§ses’Accepted | 9 10 43- 62
,Casesineclined 7 22 26 55.
* Indictments 5 5 s - s1 B
‘ﬁ’rcagigctroas SR | 12 16 29 |

©Restitution and Fines §$585,000%%  $2,500  $55,000 $642,500

* OIG Start-up Perlod - Statlstlcal data not available.

7 **Represents ED funds recovered or negot1ated for repayment
‘durxng OIG Start-up Period.

Ed

c. ';HIGHLIGHTS OF sienf%ICANT'r&VEéTIGATIONS

o -

e

; Thé’followidg‘section'érovides examples of some of ,the more _ =
szqniflcant,gases referred to the U.S. Attorney or concluded . 1f§
during the period, an ﬁpdate of invest1gations included in the ,%
prior semi annual report, and a dzscusrlon of matters referred . ,&;
" to Depéxtmental officials for admin13trat1ve‘act10n. ) ,/ ‘ ;:?

= . / _ -
é . .
H .

()
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Cases Referred to .S+ Attorney

M

o The owner of a proprietary school was the subject ot
a seven count indictment by a Federal Grand Jury.

school—obtained and spend
approximately $16,000 in College Work Study funds
for a non-existent work study program at the school

o An individual = was T seritenced - to one year—
incarceration (9 months susg@nded) and three years
probation by a Federal District Coutt judge afcer
pleading guilty to a four count indictment. The
defendant had .fraudulently obtained $5,000 in
Guaranteed Student Loans by using fictitious names,
social security numbers, and birth dates.

o A Federal Grand Jury returned a one count indictment—
against a former school student lcan officer for
forging a Guaranteed .Student Loan check and
personally using the proceeds. The subject will
probably be tried in October 1981. . e

o In June 1981, an individual pled guilty in U.S.
District Court, to fraudulently obtaining a $2,500
Guaranteed Student Loan. The plea was accepted and
the subject was sentenced to three years probation
and ordered to make full restitution.

o) A former college financial aid officer was:indicted

‘by a Federal Grand Jury in August 1981, on 16 counts
of embezzlement and false statements. The financial
aid officer falsified approximately $4,700 in Pell
.Grant checks to students and then converted the
checks for personal use.

o The president of a proprietary school pled guilty tc
one count of false statements and. one count ¢
aiding and abetting as part of a scheme to defrauc
the Pell Grant program. The criminal counts relatea
to 134 Pell Grants and approximately $19,000
diverted to the defendant's personal use. The
defendant was sentenced to six months
incarceration, 2% years probation, and restitution
of the misapplied funds.

o An individual was 'sentenced in Federal District
Court, Tallahassee, Florida to two years probation
and directed to perform one hundred hours of public
service work.- The subject was convicted of forging
the signature of a college financial aid officer in
order to obtain a $2,500 Guaranteed- Student Loan.

. \\ I
i

{ §
N
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sheets was arrested by local authorities after -a
cooperative investigation with OIG special agents.

. The student was charged and later pled guilty to a
violation of a ‘local statute alleglng "Abuse of
Public Records."

¢ - A Federal Grand Jury returned indictments on 27
persons as a result of a joint/investigation by OIG

' -« gpecial agents, Postal Inspecgegg,‘and Immigration
- - and- Naturalization Service estigators. Those
indicted < were non-resident aliens who falsified

Loans by claiming U.S. c1t1zensh1p

o A Federal_Grand Jury in New York returned a four
count indictment charging an individual with bank
fraud. The defendant allegedly prepared fraudulent
Guaranteed Student Loan applications.

o] Two 1nd1v1duals were 1nd1cted by a Federal Grand
Jury in August 1981 for making false statements in
connect1on with the submission of College Work.Study
time cards. The individuals - falsely claimed
employment at a Department of Defense installation.

o In May 1981, an individual was convicted by a State
court on felony charges involving the.theft of U.S.
_property.. _The subject was,K convicted of falsifying
.placed in a diversion sentencing plan, under which
providing the defendant repays the funds and commits

previously been . declined in favor of State
prosecution. - -

2. ° Matters Referred for Administrative Action

In appropriate cases, ‘it' is the policy of the 1Inspector
~T———Geneéal to refer the results of investigations to the proper
Denartmental officials for necessary administrative or
personnel actions. Wnere disciplinary. action is believed
necessary, the Inspector General may recommend such action to

L 3

theljppropriatevofficials.

o A College Work Study student who falsified. time

app11cat10ns for Pell Grants and Guaranteed Student;

time sheets in the College Work Study program and-
the subject's :criminal record will be expunged .

no further offenses. - °‘Federal prosecution had
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/gmgloyee misconduct investigations iecpresznted the majority

of cases referred for administrative or personnel actien
within the Department. Tiﬁe and attendance abuse‘bonstitutes
the most frequent type of employee misconduct; Administrative
_sanctions for this type of misconduct have ranged .from

o

suspeﬁsion to reprimands. Two investigations referred for

personnel actLon are still pending management decisions on

vadmlnistratlve sanétiq\gl In. other ‘1nvestigat10ns, an

[y

‘employee who misused a Gover\\Ent\vehicle was terminated and a

R

.

program off101al who used franked Government envelopes in a E
\\ :“

\ =
private fund raising campaign was glven an off1c1al\repg\gand =

Thevresults'of several investigatione involving one of the

Department's gfent' programs was referred -to the. program ‘ R }

managers. The‘investigation substantiated allegetioné that -
local agencies in one state were improperly using grant funds

-for purposes not originally intended.

It was alsdo found that Departmental progia% officials were
aware of this misuse of funds as early as 1979. [The program
officials have _been officially reprimanded and the Local
Education Agencies inﬁolved have beeh denied further grants.
Necessary administrative action is Being pursued to initiate

LN

recovery of improperly expendea funds.
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3. Uupdate of Previously Reported investiggtionsm
Our last semi-annual report highlighted several

investigations which have since been concluded with the

following results:

v———4}————La—ﬂJuae——%QG%T—raa——e££ietai——forhﬁa——tocai——sehee%————————————
district received a one year sentence which was

. suspended on conditionggthat restitution of the

.- -embezzled Federal funds be made. The defendant
———admitted— drawfngwchecks~against—aécbunts"cuntalu;ug
Federal funds and using the money for personal

1

sentenced to serve 18 months in prison, three years':
probation, and repay $6,250 (one-half of illegally
obtained Guaranteed Student Loans). — — —— —  —-— ..

purposes. . ':,3

- o  An individual - 'was convicted on:- 20 ‘counts ' of E
 falsifying information -to obtain  multiple .
Guaranteed Student Loans. The defendant was %

2y “"".“u\i "
BT

o In July 19%1, an individual who had réceived a Pell

Grant by falsifying the school certification on a

* disbursement document pled guilty t0 a one count
criminal information. . ) S

4
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: : SECTION III . g

o . FRAUD CONTROL ACTIVITIES

' —="During thiéf reportingf period, the Secretary, based on

SRR SN - .

 recommendations and guidelines éubpiited by :the‘ilgépecébr

'i}ééngréi,‘fq;mgpra Commitee on Efaud, Waste andeismanagement.

The QIG also cbhéinued: the perfdrmance"qf féﬁlnerabflity.

asséésmehfs'and opepa;ién of the ED Compléint“téﬁfé;f In
agaitibn; projects were initiated wwhich will height%pr»

7¢ %e@ployees"kwarenesé of and théir rgsponsib}lity to repogf

. ihstances ‘of fraud, waste or mismanagemgnt ‘within the

~

Départment:

A. ~COMPLAINT CENTER ’ B

Since the Complaint Center was established on August 4, 1980,
we have received- a total of 158 complqints, including 52°
referred by the General Accounting Office. The chart below®

dépicts the types and numbers of complainté received and the

¢

current status of related inquiries.

T A LT
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Fa
STATUS OF 0IG HOTLINE COMPLAINTS RECEIVED N -

- -

: _ ‘Referred to: Closed by: . ,
Type of Number - . Program. Program Allegations Open -
Complaint Received OIG Office OIG Office Substantiated Cases

" Institutional . : : 5

Fraud/Misuse - . : NS
of Funds 45 28, 17 12 " 13 7 20 o
Grants,Contract ’ . ’ S
. Fraud®™ ' 27 17 10 7 5 2 15 ' :
" 'Misuse of Travel : s -
& Misc. ED ) - T
Expense Funds 15 10 5 3 3 2 -9 "y
.. Student Fraud 15 7 8 5 6 0 ~4 -
Other Employee R 4 . 4
*  Misconduct - 13 -6 7 Y2 "5
ED/Admini- .
;- . strative : 12 6 6 6 5
Time & Attendance . .
-~ - Abuse by ‘
- Employees . . 12. 12 0 5 0
. Personnel/EEO - 10 0o . 10 0 6
Other 9 3 .6 a3 "6
. - — — ¢ >~ —
TOTALS: 158 89 69 43, A9.
of ghe 92 complaints closed, 18 (approximately 20%) were ) .
- substantiated 'in whole or in part, resulting in some sort of

corrective action. Examples of some of the more Bignificant

complaints substantiated follow: 8 ., :
. o .

o An anonymous complaint alleged £hat an ED grantee %
was underpaying faculty . members. in order to N
L accumulate and use gra funds for unauthorized T
: purposes. In respons to this complaint, we ) f
conducted an audit and confirmed the allegation. T
The OIG recommended that, in addition to making . ' N

certain programmatic corrections and improvements, .
the school refund to the Department ‘over $150,000 in -7
misused grant funds. , ‘ - e

0 Another anonymous complaint alleged that an ED
grantee was making changes to the grant which were
not within the limits of the negotiated agreement. K

2 -
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- A review disclosed that there were excessive costs
particularly in the areas of unauthorized equipment
. p.:chases and attendance at conférences by grantee

- employees. As a ‘result, over $20,000 in
unauthorized’ expenditures were .documented and
disallowed.

B. SPECIAL PROJECTS

\1.~ Employee Awareness

.- ) Py
The Office of Fraud Control in OIG is continuing its efforts

to heighten Department employees’ awareness of their

=

responsibilities to prevent waste and m}smanagement. We have

issued the f@rs& in a series of Inspector ngéral Integrity

[

Guides.. The guide brovides brief descriptiongé of %¥D's
standards of conduct, actual ex ples of activivies by ED

employees which violated those Standards of conduct and the

disciplinary actions taken. ~

L]

To fgrgher inform employees in this area, we are also using a
video tap;, released u;der the auspiees of the President's
Council on Integrity and Efffciency.r The video tape entitled
"The Consent qQf the Governed, an Enduring Public Trust,"” is a
segieé of vignettes in which potential or actuaIrviolations of
Federal employee standards of cdndugt afe‘preéented; Between
_the vignettes, time is allowed for group discussion oa the
conbeé;s covered and for emplcyees to share tbgir ideas and

experiences.

3
.

e are also continuing our efforts to promote tne use of the

0IG hotline. Our latest efforg‘involved distributing pressure

-




sensitive telephone stickers to be placed on all Departmental
. . . g

telephones. The stickers will be a constant reminder to

employees of the availability of the OIG'hotline to register

complaints of fraud, waste or ‘mismanagement.

2. Committee on Fraud, Waste and Mismanagement

The Secretary of Education, in a memorandum dated August 11,
1981, established a Commiu(ee on Fraud, Waste and
Mismanagement. -"The memorandum emphasized the commitment and
¢ involvement of key officialc throughout ED to curb fraud,
Committee was established by the Secretary on the basis of

recommendations and guidelines submitted by the Inspe .tor

) . General.' E /[
7 ¢

The Committee was formed to provide leédership and coordinate
;T the Department's effoqt; to minimize the occurrence of fraud,
: waste and mismanagement. - It is cdmposed of *he Assistant
Secretaries and other principai action officials who can
recommend or take. action on fmqtters related to pol}cy,
planning, implementétion. and resource‘ requirements. This
initiative emphasizes the respensibility  that . each

and_ abuse beforé’fﬁey develop into majo}:problems.'

~ - ! . A R

The Committee has already met twice and has establlshed a - team

to conduct a pllot pro;ect asse551ng the 1ntErgal conurols of

a Departmental program. In addition, //pfgject plannlng beam

‘b

3

-,

waste and mismanagemenf in ED programs and operations. The

hgganizatiog{in ED has ,to identify potential areas of fraud -

f},‘




has been formed to identify other areas for projects within

. ghe Department.
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SECTION IV

OTHER MATTERS o _

The following are .several other matters which have affected

OIG operatjons during the reporting period.

" A. REVIEW OF LEGISLATION AND .REGULATIONS

Section 4ia)(2) of the Inspector. General Act of l9l8 (Public
Lau 95-452), requires Inspectors -General to review!existing
and-proposed 1egislation and-regulations relating.to programs
and operations of their Departments. These reviews are made
to determine the impact of sudh legislation and regulations on

the economy'and efficiency of programs and operations f1nanced

~ by the Department and on the prevention and detection of fraud

-and abuse in these programs_and operations. ' {

During the period from Kpril 1, lQBl'through September 30,

1981, we reviewed and provided comments where appropriate on

-twinty-five legislative proposals and seventy -four proposed

regulations affecting the Department and the OIG. We also

,issued a: seven day report under Section 5(d) of the Inspector

General Act on the potentially adverse effects of" proposed
amendments to the Federally Insured Student "Loan program.
Following are summaries of our comments on significant pieces

of legislation reviewed during this period.

~3
&
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&

8.1377 omnibus Reconejliation Bill - Proposed Amendments
to Federally Insured S&dent Loan Program

‘Pursuant to the. prov;Lions of Section 5(d) of the

Inspector General Act of 1978, we provided to the

Secretary and the COngress a report on June 26, 1981

. outlining our concerns over proposed amendments to the
“ﬁederaliy Insured Student Loan proiram statute approved

the previous week by the Senate Labor ‘and Human Resources

Commlttee and, Senate Budget Committee as part of the Omni-

bus Reconciliation bill. sPecifzcally, we reported that

the amendments: ) . N

o Could be interpreted as provzding an exclusive,:
but inadequate list of permissible grounds for
ED's rejectlon of default cla1ms afteér January 1,
1973;° .

g _ .
o Would provide a powerful incentive for lenders to
make loans exclusively to studénts at schools that

agree to perform free of charge all of the
lenders' Federally Insured Student Boan dutles-

o Could k: interpreted as rélieving lenders of all
respon51b111ty for misconduct by their school
representatives absent - "actual knowledge" of such
misconduct;

H

o Appeared to  require the Department to pay
Federally Insured Student Loan default claims
within 30 days of filing, thereby impairing ED's
ab111ty to avoid paying defective claims.

We advised the Secretary and the Congress that, in our
vgew, the proposed amendments posed a serious threat to
the Department's ability to prevent fraud and abuse in the
program and to’adninister it economically and efficiently.

We further advised that the proposed amendments. could

seriously Jjeopardize the success of some nf the




!
1
{
{

Department's long and costly efforts to save or recover
e

‘abproximately $250 million in Federally Insured Student

Loan payments. These efforts“were under taken because the

Department -had discovered fraud or abuse in the program by

‘certain lenders or their agents. The amendments have been

withdrawn.

S.807 Federal Assistance Improvement Act of 1981 and

5.45 Federal Assistance Reform Act of 1981

These b1lls would yimplify and coordinate the management
of Federal assistance programs and requ1rements. Tltle IX

of both bills prescrlbes a single 1ndependent f1nanc1a1

=~

" and compliance audit at least once every two years for

N

each State and 1local government and non-profit

organi. ation, and theiw subgrantees, receiving more than

$100,000 ‘in Federal assistance each year. h Entities
receiving less than $100 000 in Federal a551stance each
year would have to be aud1ted at least once every five
years. ;

Our major ooncerns}in this area relatéd to the language
used in section 202 of the bills to describe terms such as
;Financial and Compliance Andits,“ "Significant

Compliance Requirements," and "Independent Auditors."

Generally we felt that these terms were inadequately

*
déscribed. We therefore suggested changes to the

language, which we felt would helé strengthen and clarify

the type of audit and compliance coverage intended.

i
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3.

We also: expressed concern that as preeently drafted,
Section 204(e) (2) of each bill would permit independent
auditors to receive financial settlements for costs

incurred in performing unacceptable audits.\

~

H.R. 2580 To Amend the Federal Property and Administrative

Services Act of 1949

S
[

The purpose of the amendmerts was to reform contracting
procedures and contract supervision practices of the

Federal government, and for other purposes.

In-general, we supported the intent of the bill. However,

we had serious concerns'regarding the provision that at

' "least twenty percent of the negotiated contracts exceeding

L ——

$10,000 awarded each year must be audited. Current
Federal Procurement Regulations require this Office to
conduct pre-award audits of firm fixed;p:ice contracts

exceeding $100,000 and costrtype' contracts exceeding

$250,00 and to- perform close-out audits on contracts

exceeding $100,000Q before making final payment to the con-
tractor. Reduction of the threshhold to $10,000 would

impose a very heavy additional workloadr

We also expressed concerr regarding the provision which
authorizes the Administrator of the General Services
Administration in consultation with the General Services

Administration‘ Inspector Genecal to promulgate

,regu;atione prescribing a uniform system of contract

f
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audits. Since the project to establish a uniform system of

contract audits rs of mutual concern and interest to all

Inspectors General, we felt it essential that the progect
{Q

be addressed as a joint and cooperative effort among all;

Offlces of Inspectors General. .

B. PRESIDENT'S COUNCIL ON INTEGRITY AND EFFICIENCY

~

We are participating in a number of interagency projects

initiated by -the President's Council on Integrity and

Efficiency. These projeéts generally-involve Government-wide

audit or iniestigative efforts and are’ briefly deécribed

.

below. - »

%

. 0 Propertv Held by Contractors and Grantees
The purpose in furnishing Government-owned assets is
to facilitate. .economical, efficient and effective
performance on Government contracts gnd grants. Ques-

tions have been raised as to- whether legiSlative""

action is needed in assisting executive agencles in
the management of Government furnished property and
equipment.

0
4

o Imprest Fund/Agent Cashier Accounts )

The objective of this initiative is to test whether
each Federal Department and agency is admlnlsterlng
and controlling imprest funds prudently for the
purposes authorlzed by the Congress and in accordance
with applicable laws and regulations.

o CQmputer Makches

Past reviews have ohown that Federal employees-have
improperly ‘received Government assistance or have
delinquent debts due the Government. This project is
designed to identity Federal employees or retirees who
are erroneously or fraudulently receiving Government
payments and to identify Federal emplovees or retirees

indebted to the Government and to initiate appropriate

collection action.
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o Unliguidated. Obligations

Combined unliqiidated Federal obligations as reported

to the Treasury Department as of September 39, 1980

exceeded $443 billion. The purpose of this survey was -
" to obtain financial data on unliquidated constructjion

related activities. The datpglas to be used to seléct ]
specific Federal Departments for inclusion in the »
Government-wide review of unliquidated obligations.

- These Government-wide Inspector General initiatives should
provide the basis for making meaningful ‘recommendations in
administering and controlling Federal programs and activities
which are generally more susceptible to fraud, waste and

mismanagement.ﬁ

We_aré partic paﬁing in a project on Governmental standards of
;f' éonduct. This éroject‘is designed to identify and compare how
- standards Ff conduct for Federal empioyees have peép.geVéloped
by the v%rious Federal Departméhﬁs and agé;cies, and the

- extent to which}they have been adbp;ed. The project will also
focus on determining thé?moséigfféégive méansiof Educating

employees on their respépsibilities for complying with the

'standards, and the effegﬁi}epess of the standards in deterring
.fraud, waste and abuse. The 0IG Office of Fraud Control ‘is

- working closely with the Office of Government Ethics on this

project.

C. STAFFING : " )
The "OIG is working und;r a full time‘equivalent personnel
ceiling of '304 positions. Of the 304 authorized positions, //
288 were filled as of September 30, 1981 and allocated as
shown in the following comparative analysés of staffing for
this six month period and the prior six month periodﬂ.
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LOCATION AND NUMBER \

OF .ON BOQARD STAFF

Lo ' On Board -On Board .

Washington °, 3 - 3/31/81 9/30/81
Auditors ' 22 .22
Investigators . 19 ’ 18
Other Professionals - 20 21
Support - 14 15
'TQmAL Washington 75 76
- Field : '

_Auditors - - - 141 134 (7)
Investigators : 50 48 (2)
Other ProfeSsionals - 2 . (3)
Support. . 29 28 . (1)

TOTAL_Field A 225 212 13)
Total Staffing . . .
Auditors - . ' - 163 156 (7)
Investigators - 69 - 66 (3)
Other/ Professionals’ "~ 25 23y (2)
“Support - . S 43 - T 43 0
' TOTAL Staffing T, 300 288 (I2)

1

As’ indicated we béve,lost a total of 12 employees since our

) .o, .
last report, 1leaving us 16 positions below our presently

-

-authorized strength of 304.

1
[

- Sy

Although the Omnibus Education Reconciliation Act of 1981 pro-
7‘_Viée§ for anlincrease of 31 positions in‘ffscal year 1982 for
the 0IG, we are uncertain at this time what, if any, éffecgs
. thé.; additional cuts, proposed by " the President in

September 1981 will have on this authorized level of staffing.
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'D. ESTABLISHMENT OF OIG GOALS FOR FISCAL YEAR 1982

In order to more. effectively carry 'out our mission and
maximize the - ut1112at10n Ppf limited resources, we recently
1nst1tuted an annual plann1ng process and issued overall goals
for fiscal year 1982. ‘'These goals ‘will serve to focus our
resources on the most necessary act1V1t1es, thereby improving
the eff1C1ency of our -own 1nterna1 operation.

enhance our efforts to improve the effiC1ency and economy of

V’Department of Educat1on opelatlons and 11m1t the occurrence of‘

fraud and abuse. As such, the goals address \principal
concerns of the President, Congregs and theﬁﬁecretary. In
developing the goals, we incorporated yaj9r goals and

1

“priorities defined by the Secretary for the &ntire Department.

Sevsral of the Secretary's goals--such as (1) reducing costs.

=

to operate the Department and (2) reductlon in fraud, waste

vand, _marginal results--related spec1;1ca11y to the major

missions of the 0IG as spelled out in the Inspector General

ACt of 1978,

Among the mest significant goals established for the coming
R

year are the following:

0 aAn 1ncreased‘focus on return on investment. We will

focus con 1dent1fy1ng and conducting activities in -

those areas in which’ the potential for recovery is
sreatest.

0 Continued implementation: - of OMB Circular A-102,
Attachment P. This will enable us to rely more
heavily on non-Federal auditors to conduct
f£inancial and compliance audits, thereby freeing
OIZ auditors to concentrate more on economy and

efficiency reviews.

They will also

e
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0o An increase in the level of audit coverage in the
areas of internal management and administrative.
control. These are priority areas for the allocation
of our own resources. .

o Establishment of a comprehensive Department-wide
system for resolving audits. This system is designed
to ensdre prompt and effective response and corrective
action to audit reports and to reduce the current:
backlog of unresolved reports.

o] Intensificdation of ‘our vulnerability assessment and
proactive investiigation efforts. Vulnerability
assessments will systematically review Departmental
programs and activities to identify those which are
particularly vulnerable to fraud, waste and abuse. 'In:
concert with -these, proactive investigations will
seek out occurrences of fraud and abuse.

o Increasing_ the awareness of bepartment émployees
about the 0IG. This is in recognition of the fact:

. that employees are an important source of identifying
instances of wrongdoing.

The OIG goals were established és~part of an annual planning

rrocess which also includes the development of specific

objectives to implement the goals. The objecﬁiveg will‘be

incorporated into the perfojmance appraisal contracts of key

-

0IG staff and used as a basis for evaluating accomplishments.

.

The ihcorporation of these objectives in the fnnual

¥ - i
performance contracts will ensure that the goals receive -the
high level attention that they demand.

E. SUBPOENAS ISSULED

The Inspector Géneral\is authorized to issge administrative
subpognas to require thg production of information necessary
in the performancé of mandated responsibilities. During this
reporting period, two administrative subpoenas were issued and

»
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Office to keep informed of its activities within ED and to

fully complied with. Three administrative subpoenas were

issued during the prior reporting per1od.

5&

F. GENERAL ACCOUNTING OFFICE REPORTS

‘The 0IG is the‘main control ;Lint for handling U.S. GeneraI';
Accounting Office (GAO) reports to ensure’ that (1) reports are:ff
properly distributed to responsibile o£f1c1als, (2) replies are .
made timely and accurately reflect the official position of “

~ the Department, and (3) actions promised Ain response to the

reports_ are tracked to completion. Additlonally, the 01G

maintains continuous liafson with the General Accounting

-
minimize any potential overlap in audit coverage.

During this period, we processed fifteen GAO reports for
comment or action in ED. Of these, eight were draft reperts
and seven were published reports.

&

"G. REFUSAL OF INFORMATION

.

Section 5(a) (5) of the Act requires -the Inspector General to

include in this repért a summary of any report made to the

;ﬁecretary whenever information or assistance is unreasonably
- %

';efused or not provided.

. L
The 0IG has received support from top Departmental management

and has not been unreasonably refused or denied information or

- agsistance,

*

e

LY

774




APPENDIX 1 o
Page 1 of "1 " T
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REPORTING REQUIREMENTS ¢ ‘ .

The‘spgpific reporting requirements as prescribed in the Inspector ' .
General Act of 1978 are listed‘'below. . _ oL

> . .

<

SOURCE _— " LOCATION IN REPORT

INSPECTOR GENERAL ACT -
Section 4(a) (2) -- Review of . Sectfon‘IV, Part A, Pagé 65 i
Legislation and .Regulations . \

. 4 y *
Secpion 5(a) (1) -- Significant » Section I,.Part C, Page 10
Problems, Abuses, and " Section II, Part C, Page 54
peficiencies : ' ' < e
Section 5(a) (2) -- Recommenda- Sedtion_I, Part C, Page'lb .
tions with Respect to . : . .
Significant Protlems, Abuses ¢ . ;
_-and Deficiencies . i \ : e i
Section 5(a) (3y -~ Prior . Section I, Part E, Pdge 43 . ’
' significan;iéecommendations N ) *
‘Not Yet Implemented . ® ~
" section 5(a) (4) -- Matters Section I1I, Part B, Bage ‘49
Referred to. Prosecutive : ' ' .o
‘Authorities : . . -3
< . -
Section 5(a) (5) and™M6(b) (2) -~ Séction IV, Part G, Page 74 T
Summary of Tnstances Where ~ ' ‘ Ca
.Information was Refused . _ L=
Section 5(a) (6) -- Listing of Appendix 2, Page 76 ' i

- -

Audit Reports

+ . . . =
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APPENDIX 2
- Pade 1 of 6

Fedzral Audits of Educaticn D¢ artment Programs
. Joril 1, 1981 thropgh September 30, 1981

x

Section 5(aj(6) of the Inspector General Act requires a liéting of each

- audit report completed by OIG during the reporting period. A total of
. 238 audit reports were completed by Federal auditors, 90 with audit

findings and 148 without findings. These reports are listed below:

A. Audit Reports With Findings

: . Date -

Number Auditee and State Isgued
'01-11001 So Central Community College, CT 06/81
01-11002 Emerscon College, MA ; ~ 05/81

01-14005 Massachusetts Board of Bié%er Education, MA 03/81 -
01-14008 Boston State‘College, Ma . 03/81
01-14009 Massachusetts Department of Education, MA : 09/81
01-19950 Contract Research Corp., MA . ) 08/81
(62-11200 ‘Wew York State Higher Ed. Serv, Corp., NY ‘ 05/81

02-11205 New York State Higher Ed. Svc. Corp., NY ‘ 3 08/81 -
02-11210 New York State Higher ®d. Svc. Corp.., NY 08/81
«02-11212 . New York State Higher .d. Svec. Corp., NY . . 08/81
02-11351  New York School of Computer Technology, NY 04/81
02-11352 Eartern Schoql fpr Physic s, NY 06/81

02-11353 t.arien State Academy of Mair Fashion and .
Cosmetology, NJ o 09/81
02-14009 - Puesto Rico Education Department, PR. 07/81
02-14011 New Jersey Départment of Labor and Industry, NJ 07/81
02-Y4012 Puerto Rico Depa.tment of Social Services, PR 07/81
02-14013 . Commonvwealth of Puerto Rico,.PR . ‘ 08/81
03-10004 Delaware Department of Public Instruction; DE 06/81
03-10005 West Virginia Department-of Education, WV - 07/81
03-10100, Lincoln County Board of Fducation, WV 09/81
03-11200 ¢ Fashion Academy of Fittsburgh, PA ‘ 05/81
03-11451 ° Marywood College, PA ' 09/81
03-13001 U.S. Department of/Education - Region IXI, PA 04/81
03-14003 Virginia State Boar<' of Education, VA 03/81
03-14004 - Marylend State Department of Education MD 03/81
{ 03-14005 Virginia State Board of Education, VA ‘ 04/81
03-14006 Pennsylvania Department of Education, pa 07/81
04-10101 SE Center for Deaf BlinG Children, AL 09/81
04-10103 . Tennessee Department of Educatiog, TN ) 05/81
04-11300 Paine College, GA 08/81
04-14001 F1k3 Memorial Center, AL ‘ 04/81
04-14003 South Carolina Board of Educacion, SC 04/81
04-14004 “ Bxodus Ince, GA B 06/81
24-140G5 South Carolina Commissict for the Blind, SC ’ 04/81
04~14006 Florida,Department of Education; FL ,06/81
04-14007 Knoxville College, TM . } ‘04/81
-.04-14008" Nielsen Electronics Institute, SC 04/81
04-14009 Mississipp. Department of Education, MS - 04/81
0510103  Indiana Department of Public Tnstruction, IN 09/81
76 \
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05-11300 University of Wi_consin-Milwaukee, WI - 08/81
05-13585 Indiana Department of Public Instruction, IN 09/81 |
05-14201 U.S. Department of Education - Region V, IL 03/81 |
05-14202 State Board of Vocational & Technical Education, IN 09/81
05-14205 Cleveland Metro General Hospital Sch of Nursing, OH 04/81
G5--14 350 . Advance Schools Irc., IL 03/81
05-19600 Ohio University,.on . 06/81
) 06-10100. Oklahoma State Department of Vocational and .
¢ . Technical Education, OK . 04/81
06-10550 Texas State Commission for the Blind, TX 07/81
06-10551 Louisiana Dept of Health and Human Services, LA 05/81 .
- 06-10553 Louisiana Dept of Health and Human Services, LA — 08/81 -
06-11003 Huston Tillotson College, TX . 05/81-
06-11004 Paul Quinn College, TX . - 05,81
06-13002 Rehabilitation Services Administration-Region VI, TX 08/81
06-13672 Southwest Texds State University, TX 04/81
07~03329 Westiaghouse Learning Corporation, IA 06/81
} 07-11320 * Grand Island Beauty School, NE - 09/81
© 07-11302  Grand Island School of Business Inc., NE 09/81
08-10550 . Utah State Board of Education, UT/ 06/81
08-14001 _~ Utah State Board of Bducation, UT 04/81
08-14002 T University of penver, co - ‘ 04/81
08-14003 Utah State Board of Education, U 06/81
09-10100 California State Department of Education, ca 09/81
09-10101 Southwest Region Deaf i3iind Ce ter, CA -05/81
- . 09-10105 California State Department o Education, ca 08/81
09-10450 Califo:inia State Department o Education, ca ne/8l
10-10100 Washingtun state Commission for Vocational
Education, WA I 07/81
____-}0-=10550 Oregon Commission for the Blind, OR N 04/81
: 11-13001 Office of Student Financial Assistancgﬁz U.S.
- Departmer* of ®ducation, p.cC. 09/81
11~-13004 Office of Financial Management - U.S. Department -of
: .Education, p.Cc. — ~ - 09/81
N 12-13001 Technical Assistance Consortium to Improve College, .
Services, TN ) 06/81
12-13006 Office for Handicapped Individuals - y.s. Department
' of Education, D.C. 08/81
12-13397 “ational Sscholarship Service and Fund for Negro .
. Students, NY : 09/81
12-13442 - Educational Film Canter, Va 06/81
12-13534 ; George Peabcdy coliege, TN , 06/81
12-13535 ' George Peabody’College, TN Ga/81
12-13673 Cenver for Educational Development, TX 05/81
12~13766 - Blue Hills Home Corporation, MO 07/81
R 12-13842 State Higher Education Executive Officers Assoc, CO 0:/81
T 12-14067 Communication Technology Corporation, NJ 08/81
12~-14118 American Vocational Association Inc., VA . 05/81
12-14110 Roy Littlejohn Associates Inc., D.C. 05/81
- 12-14129 Pennsylvania State University, pA - 08/81
12~14132 RMC ‘Research Corporation, vA | . * 08/81
12-14143 Delta Research Corporation, va 09/81
77 ) )
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12-14208
©12-14214

12-14312
12-14314
12-14406

——

12-14254

»
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I ’ 5

' Illinois State University, IL

University of Wisconsin - Stevens Point, WI
0334 AssociateSGInc., X

University of Kan KS

University of Kans Medical Center, KS

05/81
05/81
06/81
04/81
04/81

California State University, Fullerton Foundation, CA 05/81

A
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B. Audit Reports Without Findings

Number

02-11206
02-11207
02-11208
02-11209
02-11211
02-11214
02-11216
02-13001
03-11201
03-11202
04~11500
05-01702
05-11202
05-11206
05-11207
05-11208
05-11209
05-11210
05-11212
05-11213
05-13001

05~13003

05-14356
C5-14360
05-14362
05-17350

06-11452
06-11551
06-14002
06-140C 3
09-10106
11-13017

2.12320
12 -13321
12-13322
12-13323
12-13398
12-13399
12-13400
12-13401
12-13403
12-13443

12-13444

12-13445
12-13538
12-13582

Auditee and State

Long Island College Hospital, NY

New York University, NY '

C se Irving Memorial Hospital NY

assboro State College, NJ

Riverv1ew Hospital, NJ

Memorial Hospital—Albany, NY

Rntgers-The State University of New Jersey, NJ

Rehabilitation Services Administration, NY

Lears International Schopl, Inc., D.C.’

Georgetown School of Science and Arts, D.C.

Alabama Institute of Business, AL

State Community College, IL

John Wesley College, MI _

Northern Michigan University, MI

Loyola University, IL .

University of.'Minnesota, MN

Western Michigan University, MI

University *of Dayton, OH—

Ohio State University, OH

Colyer Hall, IL

Review of Regioral Office for Vocational Education
Region V --U.S. Department of Education

Review of Salary Overpayment, U.S. Department of
wducation

Rend Lake College, IL

Southern State Community College, OH

Moler-Hollywcod Beauty College, OH

Wisconsin Board of Vocational, Technical and Adult
Bducation, WI -

East Texas State UniverSity, TX

‘Southern University System, LA’

Oklahoma Capitol Improvement Authority, OK

Mental Health-Mental Retardation Center-

California State Department of Education, CA

National Conference of State on Building Codes
Standards, DiC.

Eugene O'Neill Memorial Theatre Center, CT

Morgan Blashfield; Inc., MA .

Education Developrent Center, Inc., MA

Sducation Development Center, Inc., MA

Adelphi University, NY '

Recording for. the Blind, NY

Center for Resource Management, NY

Community Service Society, NY ’

Modern Language Association of America, NY

JIK Center for-the Performing Arts, D.C.

Pennsylvania Department of Education, PA

Market Dimensions, Inc., VA

Auhurn University . at Montgomery, AT, :

Behavioral Research and Action in Social Serv1ces
Foundation, Inc., IL - .
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Mustin, TX

Date

Issued

05/81
05/81
05/81
06/81
06/81
07/81
09/81
04/81
02/81
09/81
06/81
11/79
02/81
‘06/81
06/81
06/81
07/81
07/81
07/81
58/81

04/81

05/8%
03/81
03/81
03/81

09/81
06/81
09/81
05/81
05/81
09/81

06/81
04/81
07/81
09/81
09/81
06/81
08/81
08/81
08/81
09/81
07/81
07/81
09/81
07/81




APPENDIX 2
Page 5 of 6
12-13583 High Scope Educational Research Foundation, MI 07/81
12-13676 Center for Educational Development, TX 08/81
12-13767 Independence Missouri Public School District, MO 06/81
12-13768 _Blue Hills Home Corporation, MO 07/81
12-13769 Blue Hills Home Corporation, MO 08/81:
12~-13771 Kemp and Young, Inc., KS 09/81 .
12-13882 Awareness House Training Development 8ystem, CA 05/81 .
12-13883. KCET Community Television of SOuthern California, CA 06/81
12-13884 °° University of Southern California, CA 08/81
12-13e85 E.H. White and Company, CA 09/81 -
12-13959 . NW Region Educatinal LabOratory, OR 06/81 - o
12-13960 Nero and Associates, Inc., OR - 06/81 S
12-13961 Franklin Pierce School District 402, WA 09/81 o
12-13966 Oregon State System of Higher Education, OR /// 08/81
12-13968 NW Region Educational Laboratory, OR ' 08/81
12-13969 © NW Region Educationzl Laboratory,, CR ~08/81
\12~-13970 1% Region/gducational Laboratory,aOR - 08/81
12-13971 NW RegioniEducational Laboratory, OR 08/81
- 12-13972 NW Region Educational Laboratory, COR 08/81 -
12-13973 NW Region Rducational Laboratory, OR 08/81 g
12-19974 -~ NW-Region:-Educational Laboratory, OR - 08/81--_ T
2 12-13976 Cashmefe School District 222, WA - . 09/81, ¥
- 2.12~14000 - Kurzweil Computer Products, Inc., MT 05/81 S
12--14001 School lof Public Health, Harvard University, 06/81 -
'12-14002 Bolt, Beranek & Newman, Inc.’, MA - 08/81
- * 12-14057 _ Catholic University of Puerto Rico, PR 04/81 :
© . 12~14058 - University of Puerto Rico, PR. 04/81 -
12-14059 Syracuse University, NY 04/81 =
12-14060 Inter-American University of Puerto Rico, PR 04/81 -
12-14061 - Educational Testing Service, NJ . 05/81
=° 12-14062 - . Educational Testing Service, NJ 05/81
. 12-14063 . Educational Testing Service, NJ 05/81
12-14064 ' Educatimnal Testing Service, NJ 06/81
. 12-14065 AUniver81ty of Puerto Rico-Mayaguez Campus, PR 06/81 ’
~ . 12-14066 Eduational Testing Service; NJ | 06/81 .
) 12-14068 Educational Testing Service, NJ 08/81 )
.. 12-14115 . Drexel University, PA 04/81
‘- v 12-14116°  Computer Network Corporation, D.C. "04/81
. 12-14117 American Institute for Research, D.C. 05/81
12-14120 Pinkerton Computer COnsultants, PA 05/81
12-14121 ICF Incorporated, D.C. \ 06/81
- 12~74122 . RMC Research Corporation, VA 06/81
12-14123 Creative Mailing Consultants of America, MD 06/81
12-14124 Pennsylvania State University, PA 06/81 .
12-14125 American University, D.C. ' 06/81
12-14126 Applied Management,Sciences, MD . 07/81
12-14127 National Academy of Sciences, D.C. 08/81 X
12-14128 Penngylvania State University, PA c8/81
12-14130 Nonpublic Education Services, Inc., MD 08/81
12-14131 American Institute for Research, D.C. 08/81
12-14133 League of Cities Conference: of Mayors, D.C. 08/81
- )2-14134 . Biospherics, Inc., MD 09/81
- 12-14135 Killalea Associates, Inc., VA 08/81
12-14136 ° Kappa Systems, Inc.," VA , 09/81

%,,
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12-14137
12-14138
12-14139
12-14140
12-14141
12-14142
12-14158
12-14159
12-14160
12-14161
12-14162
12-14163
12-14207
12--14208
. 12-14209
12-14210
12-14211
12-14212
12-14213
12-14216
12-14217
12-14218
12-14253
12-14255
12-14256
12-14257
12-14258
12-14259
12+-14260
12-14313
12-14315
12-14 316
12-14 355
12-14408
12-14409
12-14410

12-14411
12-14412
12-14413

12-14414
12-14415 -

12~14416
12-14417
12~14418
12~14419
12-14420
12-14421
12-14454
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Middlesex Research Center, D.C.

American Institute for Research, D.C."
American Institute for Research, Db.C. -
L Miranda and Associates, MD ' '

-~ University of Maryland, MD

American Institute for Research, D.C.

Florida State University, FL

NTS Research Corporation, NC

University of Miami, FL

National Conference of State Legislatures, <O
University of Alabama in Birmingham, A&
University of Kentucky Research Foundation, KY
Ohio State University Resecarch Foundation, on
Tl1linois State University, IL

Loyola University of Chicago, Il

Ohio State University Research Foundation, OH
University of Minnesota, MN

- Southern Illinois University, IL

Illinois Institute of ‘Technology, IL

Ohio State University Research Foundation, OH
University of Minnesota, MN -

Naticnal Opinion Research Center, IL

" Powell Associates, Inc., TX ’
University of Oklahoma Health Science Center, OK

University of Texas Health Science Center, TX
Texas Technical University, TX

Powell Associates, Inc., TX

University of .Arkansas, AR N§\\
Kirschner Associates, NM

Kansas' Neurological Institute, KS

University of Kansas, KS

University of Nebraska-Lincoln, NB

University of Colorado, CO ‘

System Development Corporation, CT

California State University Foundation, CA

~alifornia State University Foundation-Long

Beach, Ca T
Palc Alto Medical Research Fgﬁ%dation, ca
Stanford University, CA i
California State University, CA
Rand Corporation, CA )
Northern Arizona University, Az
Del. Green Association, Inc., CA
California State University, CA
Humboldt State University, Ca
San Francisco State University, CA
Juarez and Assqciates, Inc., CA
SRI Internationdl, CA. y

University Qf shington, wWa

81

09/81
09/81
09/81
09/81
" 09/81
09/81
04/81
06/81
06/81.

06/81

07/81
09/81
04/81
05/81
04/81
04/81
04/81 -
04/81

05/81 -
08/81
08/81
08/81
05/81
05/81
06/81
06/81
06/81"
07/81
09/81-
04/81

06/81. -

06/81
04/81
05/81
06/81

06/81
06/81
07/81
08/81
08/81
u8/81
08/81
08/81.
08/81
08/81
08/81
.09/81
09/81
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