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Slide 2: Presentation Outline

· Accounting Procedures
·   Grantee Reporting Responsibilities
·   Internal Controls
·   Recent Findings 
·   Questions
Notes: This presentation will address:

·  Grant Accounting requirements as defined in EDGAR, specifically the General Administrative Responsibilities for fiscal control and fund accounting procedures.
· Selected topics from the Federal Cost Principles regarding grant expenditures.
·  Various reporting responsibilities in annual budget reports, the audit and monitoring process’ and requirements for supporting documentation.
· A review of the internal controls to consider in managing risk.
·  A review of recent findings as noted in ED monitoring site visits.
·  Suggestions for success.
There should be plenty of time to address your questions this morning either during or at the end of the presentation. 
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 Slide 3: Current Version of EDGAR
Education Department General Administrative Regulations
(EDGAR website link) http://www2.ed.gov/policy/fund/reg/edgarReg/edgar.pdf 

Notes: The EDGAR print edition is no longer available. 

This is an important reference source for all ED grant recipients and I will be referring to EDGAR in this presentation.

The current version of EDGAR, 2008,  is available online at the url provided on this slide.
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Slide 4: Direct Grant Programs General Administrative Responsibilities

· Financial Control and Fund Accounting Procedures  34 CFR  75.702,  74.20 – 74.27, and 80.20 – 80.26

·   Obligation of funds during the grant period  34 CFR  74.28 and 80.23
·   Financial reporting  34 CFR  74.52 and 80.41
·   Records related to grant funds 34 CFR  75.730 , 74.53, and 80.42
·   Records related to compliance 34 CFR  75.731 
·   Written procedures 34 CFR  74.21 
·   Accounting records supported by source documentation  34 CFR  74.21 and 80.20

Notes: Part 75 of EDGAR addresses Direct Grant Programs and defines administrative and financial responsibilities of a grantee. Part 74 addresses Colleges & Universities, Not for Profit, and For-Profit entities and Part 80 addresses State and Local Governments

·  EDGAR requires the use of fiscal control and fund accounting procedures that insure proper disbursement of and accounting for Federal funds.
·  Grantee may use grant funds only for obligations made during the grant period.
·  Requirements for annual financial reporting found in 74.52 and 80.41
·  Grantee must keep records that fully show amount of funds under the grant; how funds are used; total cost of project; the share of program cost provided from other sources; records to facilitate an effective audit.   Also keep records to document compliance with program requirements. 75.730 , 74.53, and 80.42
·  Control over and accountability for assets must include adequate safeguards to assure they are used solely for authorized purposes. 74.21 and 80.20
·  Written procedures must address effective cash management, reasonableness , allocability, and allowability of costs in accordance with Federal cost principles and the terms of the grant. 74.21 and 80.20
·  Documentation supporting accounting records must provide a clear audit trail. 74.21 and 80.20
·  Systems must provide accurate, current, and complete disclosure of financial results in accordance with reporting requirements in  74.52 and 80.41
We recommend you review the Post-Award Requirements sections of EDGAR addressing standards for financial management systems in its entirety on a regular basis to ensure compliance and protect your award.           
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Slide 5: Federal Cost Principles
· 2 CFR 220
(A-21)     Colleges and Universities
· 2 CFR 225(A-87)
     States and Local Governments
· 2 CFR 230
(A-122)   Non-Profit Organizations
· Selected Criteria for Allowability
· Allocable
· Necessary
· Reasonable
· Treated Consistently as Direct or Indirect
· Adequately Documented
Notes: Grant expenditures must be in compliance with the Federal Cost Principles

To have clarity on the criteria for the allowability of expenditures charged to a grant, recipients must be familiar with the requirements of the Federal Cost Principles applicable to the grant.
Slide 6: Grantee Reporting Responsibilities

· ED Form 524, Budget  Information
· Annual A-133 Audits
· ED Monitoring
· Documentation
Notes: Recipients have reporting responsibilities in three key areas:

-  Provision of annual budget information;

-  The A-133 audit process; and

·   The ED program office’s monitoring process.
Documentation is an important element in each of these areas.
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Slide 7: ED Form 524 - Data Elements
· Personnel
· Fringe Benefits
· Travel
· Equipment
· Supplies
· Contractual
· Construction
· Other
· Indirect Costs
· Training Stipends
Notes: Grant recipients must submit annual budget information to the Department on ED form 524.  

The form requires budget information for each of the categories noted on this slide, first for funds received from Ed and again for matching non-Federal funds received from other entities.

Recipients requesting reimbursement for indirect costs must provide additional information addressing indirect cost rates.

We will discuss documentation requirements in a few minutes. During the process of developing the budget data it is helpful to consider the types of documentation that will be needed to support requirements in this area.

EDGAR 74.25 requires prior approvals including changes in scope or objectives of project or program, changes in Key Personnel, and certain transfers of funds.
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Slide 8: The A-133 Audit Scope

· Entire Operations of the Auditee
· Financial Statements
· Schedule of Expenditures of Federal Awards
· Review and Test of Internal Controls
Notes: The audit shall cover the entire operations of the auditee; or, at the option of the auditee, such audit shall include a series of audits that cover departments, agencies, and other organizational units which expended or otherwise administered Federal awards during such fiscal year.

The audit shall encompass the financial statements and schedule of expenditures of Federal awards for each such department, agency, and other organizational unit, which shall be considered to be a non-Federal entity. 

The auditor shall determine whether the financial statements of the auditee are presented fairly in all material respects in conformity with generally accepted accounting principles. 

The financial statements and schedule of expenditures of Federal awards shall be for the same fiscal year.

The auditor shall perform testing of internal control over major programs to support a low assessed level of control risk for compliance requirements for each major program 
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Slide 9: Auditee Responsibilities
·   Identify All Federal Awards 
·   Maintain Internal Control
· Maintain Compliance
·   Prepare Financial Statements
·   Ensure audits are properly performed
·   Take corrective action on audit findings 
Notes: -  Identify, in its accounts, all Federal awards received and expended and the Federal programs under which they were received. Federal program and award identification shall include, as applicable, the Catalog of Federal Domestic Assistance (CFDA)  title and number, award number and year, name of the Federal agency, and name of the pass-through entity. 

-  Maintain internal control over Federal programs that provides reasonable assurance that the auditee is managing Federal awards in compliance with laws, regulations, and the provisions of contracts or grant agreements that could have a material effect on each of its Federal programs. 

-  Comply with laws, regulations, and the provisions of contracts or grant agreements related to each of its Federal programs. 

-  Prepare appropriate financial statements, including the schedule of expenditures of Federal awards 

-  Ensure that the audits required by this part are properly performed and submitted when due. 

-  Follow up and take corrective action on audit findings, including preparation of a summary schedule of prior audit findings and a corrective action plan.
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Slide 10: ED Monitoring Objectives

· Review the Adequacy of  Internal Controls
· Review Program Fiscal Compliance
· Evaluate the Risk of Erroneous Payments
· Detection of Fraud
Notes: To support the overall monitoring process the review of fiscal components has four key objectives highlighted on this slide.

Federal laws and regulations require the Department to monitor program performance.

OMB Circular A-123 and The Federal Managers Financial Integrity Act of 1982 requires Federal agencies to maintain a system of internal controls that provide reasonable assurance that

Obligations and costs comply with laws

Revenues and expenditures are properly recorded

Assets are safeguarded

This Act makes establishing and maintaining sound internal controls in programs a legal responsibility

The Improper Payments Elimination and Recovery Act requires that Federal agencies conduct risk assessments to determine if program funds are being delivered and administered in a manner that complies with the congressional appropriation.
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Slide 11: Purpose of Internal Controls Review

· Time limitations for site reviews
· Limited scope of monitoring reviews
· Control environment insight 
· Supports focus on risk based monitoring
Notes: A monitoring review is different from an audit.

An audit engagement devotes more time to applying a full range of testing techniques such as Document Analysis, Interviews, Confirmations, Observations, Physical Examinations, Questionnaires, and Transaction Testing.

The audit process may take weeks or months to complete.

The monitoring process more typically takes days or weeks.

In monitoring fiscal components, the Department may place greater emphasis on the review of the internal control processes to ensure that the entity being reviewed is taking reasonably adequate steps to manage risk in the administration of program financial resources.
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Slide 12: Documentation
· EDGAR Requirements
· Generally Accepted Accounting Principles (GAAP)
· Government Auditing Standards
Notes: The requirement to maintain adequate documentation supporting the expenditure of Federal funds is widely established.

EDGAR Parts 74.21 (b) (7), 75.730, 80.20, and 80.42 require grantees to keep records that fully show:

· The amount of funds under the grant
·   How the grantee uses the funds;
·   The total cost of the project;
·   The share of that cost provided from other sources; and
·   Other records to facilitate an effective audit
GAAP  standards for recognizing an event as an accounting transaction require that it must be verifiable with adequate supporting documentation.

Government auditing standards mandate the examination of supporting documentation in the audit process.

The absence of supporting documentation may result in audit findings and disallowance of program expenditures.
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Slide 13: Internal Controls Overview

· What are internal controls?
· The three objectives of internal control 


- Effectiveness and Efficiency of operations



- Reliability of reporting 



- Compliance with applicable laws and regulations


· Management’s responsibility of internal control


- Developing and maintaining internal control activities

Notes: Internal controls, in the broadest sense, includes the plan of the entity and the methods and procedures adopted by management to meet entity goals.  

EDGAR 74.21 and 80.20 establish internal control requirements in grants.

Internal control also addresses the steps an organization adopts to: 

Encourage adherence to entity policies and procedures; 

Promote operational efficiency and effectiveness;  Safeguard assets; and

Ensure the reliability of data (management reports and accounting systems) 

Internal controls encompass both internal administrative controls and internal accounting controls. 

Internal control includes processes for planning, organizing, directing, controlling, and reporting on entity operations.

The three objectives of internal control are: (1) Effectiveness and efficiency of operations,  (2) Reliability of reporting (3) Compliance with applicable laws and regulations.  Safeguarding of assets is a subset of all of these objectives. 

Example: Budget narrative matches balance in G5
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Slide 14: Five Standards of Effective Internal Control

1. Control Environment
2. Risk Assessment
3. Control Activities
4. Information and Communication

5.   Monitoring

(Five Standards of Effective Internal Control Pyramid chart displayed) 
Notes:
1. Foundation. Organization sets a positive and supportive attitude toward internal control. Everyone understands the concept and their role in the process.
2. Risk Assessment is a continual activity.  1st establish goals and objectives and expected outcomes. Identify and assess the risks, both internal and external, that may be barriers to achievement of objectives.
3. Control activities help ensure accomplishment of objectives.  I will discuss this further in a few minutes.
4. Information is recorded and communicated to everyone who needs it. Information systems have adequate controls to ensure sensitive information is safeguarded.  PII concerns are addressed.
5. Monitoring should assess the quality of the performance of controls over time and ensure that the findings of audits and other reviews are promptly resolved.
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Slide 15: The Control Environment

· Comprises the foundation for the other internal control components
· Establishes how the organization functions
· Emphasizes integrity and ethical values
· Determines how trustworthy the people and the records are
· Demonstrates a commitment to competence
Notes:
Control Environment:  All employees understand the definition and importance of an internal control system, understand the individual and organizational responsibilities, and are conscientious about implementing and maintaining internal control systems and safeguarding resources.

Key environmental factors include: The entity has well documented policies and procedures.
Integrity and Ethics:  Acting with integrity and following the organizations’ ethics standards.  Report any misconduct to the appropriate officials. 

Commitment to Competence:  Emphasis on performance measurement and training support. Does everyone know the goals and objectives in the grant application?

Management Philosophy and Operating Style:  Managers define and communicate performance expectations.

Organizational Structure and Authority:  Lines of authority and reporting are well defined. Human Capital Policies are well documented and understood.
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Slide 16: Risk Assessment Process

· Determine the program objectives
· Decide what could go wrong (the risks)
· Determine the likelihood and the impact of each risk
· Assess level of risks
· Develop a plan to address the risks
Notes: Internal control should provide for an assessment of the risks the entity faces externally and internally.

The most important point on this slide is the need to determine objectives.  Without objectives, you cannot really determine the risks.  After all, the risks are mirror images of the objectives. 
Program Objectives/Monitoring Objectives/Entity Strategic Objectives – Are objectives consistent with purpose of the program defined in the original application?  Will the program serve the population identified in the application?
Analyze the internal and external risks that may be barriers to achieving goals and objectives – 
What are the factors that may impact the timeline for activities identified in the grant?  Does the grantee have a reliable process to track equipment and supplies used in the program?   Does the grantee have a reliable process for maintaining personal or professional development activity records at the school level?   Can the grantee find  qualified teacher, principal, or other key personnel placements in the area identified by the grant?   If a teacher is placed in a high risk (violence) environment does the institution have a plan to prepare and support the teacher?   What are the risks if the program partners separate?    Loss of Project Director?    Loss of documents? 
Is there a plan to address the sustainability of the program after the Federal grant expires?
After identifying risks we consider the likelihood of occurrence and the potential impact if the risk is realized.
This information is used to establish a level of risk:  High – Medium – Low
This approach is used to determine what entities will be monitored in the current cycle and to prioritize the focus of the monitoring engagement.
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Slide 17: Control Activities

· Plans, policies, procedures, techniques, and mechanisms used to ensure management directives are carried out and objectives are achieved
· An integral part of an organization’s accountability for stewardship of government resources and achieving effective results
· Occur at all levels and functions of the organization
Notes: Once risks are identified  and assessed, we need to review what controls are in place to reduce those risks.  These are called control activities.  If risks are identified and no controls are established, the entity is by implication assuming the consequences if those risks do occur.
Control activities include a wide range of diverse activities such as approvals, authorizations, verifications, reconciliations, performance reviews, security, and correction and maintenance of related records that provide evidence of execution of these activities as well as the appropriate documentation.
GAO has identified six activities that experience has shown to be the most critical:
1. Documentation of transactions and internal control.  
2. Accurate and timely recording of transactions and events.  
3. Proper execution of transactions and events.        
4. Segregation of duties.  
5. Adequate supervision – qualified and continuous.      
6. Security
A simple example of these control activities is top-level reviews of actual performance.  Recent audit and monitoring reports identified weaknesses in such activities as communicating with schools, complying with statutory requirements, and contract monitoring.  
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Slide 18: Types of Control Activities

· Preventative Controls – Deter risks from being realized
· Detective Controls – Identify risks that are realized
· Corrective Controls – Detect if risk is realized and reacts
Notes: A key element of the monitoring site visit is a review of the controls the entity has in place to mitigate risks.  
A reliable control environment goes a long way towards providing reasonable assurance that you are maintaining program integrity.
Our recommendations for improving the effectiveness of controls are intended to assist the entity in improving and maintaining program integrity and the quality of services to students.
Our review of internal controls covers the following types of controls:
Preventative controls deter risks from being realized.
    Examples – documented policies and procedures, a process for approvals and  
    authorizations, segregation of duties, physical control over custody of assets, strategic & 
    operations plans, firewalls, access controls, and file security.
Detective controls identify risks that are realized.
    Examples – an effective monitoring process, reconciliations, reviews, analyses, physical
    inventories, virus scans, alarm systems, surveillance cameras, verifications, and audits.  
    Periodic  review of funds balance in G5 to ensure timely draw downs
Corrective controls detect if risk is realized and reacts.
    Examples – A control within the procurement system that would not allow a 
    transaction to be processed without proper approval.  A HR system that provides data
    confirming compliance with internal controls over payroll processing.
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Slide 19: Information and Communication

· Information Management
· Data Protection
· Information Security
Notes:

Information Management
- Information is managed and shared in a manner that enables employees to 
   effectively carry out their responsibilities.
- Managed to meet the criteria of Timely, Accurate, and Useful
- Communicates effectively with ED (Cooperative Agreement), Partners (MOU), 
   Suppliers, and Contractors
 
Data Protection
· The entity implements backup and data recovery procedures.  Does the entity
  have copies of grant applications and performance reports?
- Processes provide for locking up important records.
 
Information Security
- Observance of password protection procedures.
- Limits access to data based on security and privacy requirements.
- Addresses PII concerns.
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Slide 20: Monitoring
Internal control monitoring should:
· Assess the quality of performance over time 
· Ensure that control activities are having the desired impact
Notes: After control activities have been in place for a reasonable time monitoring reviews should provide assurance they are functioning, being applied consistently, and have the desired impact.
Monitoring happens thru the audit and monitoring process.  The findings of audits and other reviews are promptly resolved.
Managers and supervisors have an ongoing responsibility to ensure that control activities are functioning effectively and are not excessive.
All staff have the opportunity to observe the effectiveness of controls and to share feedback and recommendations for improvement with managers and supervisors.
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Slide 21: Summary of Recent Findings

· Procurement and Disbursement Controls
·   Personnel Costs – Allocability and Control
·   Controls Over Equipment and Supplies
·   Audits 
Notes: These were key areas of focus in the review of fiscal performance.
I will spend a few minutes discussing specific findings most often noted in each area and included in the Department’s monitoring reports 
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Slide 22: Procurement and Disbursement Controls

· Inadequate controls over purchase orders
· Inadequate controls over processing and payment of vendor invoices 
· Inadequate controls over contracts with vendors and service providers
Notes: These are the areas where we most frequently noted findings in the review of procurement and disbursement controls.
Purchase orders not issued and approved timely.
 Invoices not approved in accordance with procedure or without adequate supporting information.
Contracts lacked clearly stated deliverables.
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Slide 23: Personnel Costs – Allocability and Control
· Inadequate controls over distribution and processing of payroll expenses
· Weak Internal Control Environment
· Non-Compliance with Federal Cost Principles
Notes: Weak controls over the distribution of payroll expenses to program and non-program activities.  
Inadequate documentation to support expense distribution.  Charges to payroll expense must be actual, not budget amount.
Lack of management/supervisory approvals.  Activity reports must account for the total activity of the individual and be signed by the employee and a supervisor or manager having first-hand knowledge of employee activities.
Entity staff not familiar with documented policies and procedures.
Staff not held accountable for non-compliance with policy.
Charges for employee benefits must be based on actual expenditures incurred for the period, not budget amount.
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Slide 24: Controls Over Equipment and Supplies

· Accurate equipment and supplies records not maintained on a current basis 
· Lack of adequate controls to account for location and custody of equipment and supplies
· Inadequate process for conducting regular physical inventory of equipment and supplies
Notes: These are the areas where we most frequently noted findings in the review of equipment and SUPPLIES:
Equipment – tangible personal property, useful life over 1 year, acquisition cost $5K or more.  Could be under $5K.  34 CFR 80.32
Supplies – Non-consumable items, useful life over 1 year, acquisition cost below capitalization threshold.  
Frequent lack of compliance with procedures resulting in inaccurate records and the absence of effective controls to prevent loss, damage, and theft.
 Lack of adequate controls to account for location and custody could indicate potential weaknesses in controls over PII.    Grantees may be purchasing equipment and supplies to support grant activities. Controls within those entities need to address challenges i.e. grant funds might be allocated in one area, but may be in the same building as activities which will not be receiving grant funds.
Physical inventory process was generally inadequate.  Should be performed at least every 2 years.
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Slide 25: Audits and Resolution of Findings

· Corrective action plans to address audit findings in the A-133 single audit reports were either unavailable for review, inadequately prepared, or not timely
· Management and internal control letters addressing A-133 and financial statement audit reports were unavailable for review
· Inadequate corrective action plans
Notes: These are the areas where we most frequently noted findings in our review of audits and corrective action plans
Discuss
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Slide 26: Elements of Corrective Action Plans

· Audit or Monitoring Report Finding
· Specific Corrective Action Steps
· Target Date of Completion of Each Action Step
· Name of Individual Responsible
· Current Status
Notes: These are important elements to consider in developing a corrective action plan.
·  List each finding in the report
·  Next to each finding describe the specific corrective action steps that will be completed to address the condition or weakness identified in the finding
·  Provide the name and contact number for the individual responsible
·  Identify the target date of completion for each element and step of the CAP
·  The status element can include a notation that a step has been completed, is on track for timely completion, or discuss the reasons why a target in the CAP timeline was missed.
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Slide 27: FY-2011/2012  Monitoring Plan

Criteria for review:
· Analysis of risk based factors
· Recent audit findings
· Findings from recent monitoring reports
· Random selection
· High Risk/Special Conditions
Notes: Monitoring review priorities are established according to the criteria displayed on this slide.  Priorities for monitoring fiscal components are determined concurrent with programmatic considerations.  
Priorities for reviewing fiscal components will be based on the risk factors I addressed in the monitoring objectives earlier in the presentation.  
Risk determinations will be based primarily on:
  - Reviews of recent auditors reports (A-133, OIG, GAO, D&B) 
  - PO monitoring reports developed during prior review cycles 
  - Reports developed by the Department’s Risk Management Group
  - Other risk factors (Predictive Modeling)
Random selection is also an important factor in determining entities to be reviewed
A high risk designation with special conditions may require monitoring.
Monitoring of fiscal components may be conducted concurrent with or independent of the review of programmatic performance, either on site or remotely
The monitoring schedule is under continuous development as is the Department’s process for risk assessment.
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Slide 28: Suggestions

· Be in compliance with grant requirements and applicable guidelines in EDGAR and the Cost Principles
· All recipient entities should review and maintain an effective system of Internal Controls
· Recipients should conduct continuous monitoring
· Ensure timely completion of corrective actions
Notes: The entities internal control process should provide reasonable assurance of compliance with all applicable laws and regulations that are relevant to the grant.
Effective control systems must have a strong control environment -
    Everyone understands the meaning of I/C
    Everyone understands their role in the I/C process
Risk assessment is a continuous process and is linked to the organization’s goals and objectives.
Control activities are regularly reviewed for effectiveness.  Are they having the intended impact?
Internal monitoring assures compliance with policies and procedures and verifies the effectiveness of control activities.
External monitoring confirms that entities are in compliance with policies, procedures, program requirements, and all applicable laws and regulations.
Timely completion of corrective actions supports effective risk management.
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James Evans U.S. Department of Education
550 12th Street SW
Room 6125
Washington, DC 20202 4110

202 245 8145

James.Evans@ed.gov
