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The Honorable William J. Bennett 
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Dear Mr. Secretary: 

This report discusses the results of our review of the Department of Education’s financial 
management structure and systems. The purposes of our review were to assess the adequacy 
of financial management system support to managers in carrying out program and 
administrative operations, to identify major system weaknesses, and to evaluate Education’s 
actions to address identified weaknesses. We determined that additional actions are needed 
to more effectively focus management attention on financial management system 
improvement actions. 

The report contains recommendations to you in chapter 4. The head of a federal agency is 
I, required by 31 U.S.C. 720 to submit a written statement on actions taken on these ,,,, ,,,, ,,,m ~,,,,,~,,,,,ll,l 888 8’8, 

recommendations to the Senate Committee on Governmental Affairs and the House 
Committee on Government Operations not later than 60 days after the date of the report and 
to the House and Senate Committees on Appropriations with the agency’s first request for 
appropriations made more than 60 days after the date of the report. 

We are sending copies of this report to the Director, Office of Management and Budget, and 
to the Chairmen, Senate Committee on Governmental Affairs and House Committee on 
Government Operations. We will also make copies available to others upon request. 

Sincerely yours, 

Frederick D. Wolf 
Director 
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I$xecutive Summary 

Purpose Each year, the Department of Education gives or lends about $16 billion 
of taxpayer money to schools, individual students, states, and local edu- 
cation agencies. The Secretary of the Department is responsible for 
these funds and, in some cases, their eventual repayment. Thus, the 
Department must have effective systems of accounting and internal con- 
trol with which to monitor these funds and ensure that they are 
awarded according to regulations, 

/ 

This report describes the Department of Education’s financial manage- 
ment environment and effectiveness as well as the reliability of its 
accounting and internal control systems. 

Background The Department of Education was established in 19179 as a cabinet-level 
agency to foster educational opportunities for all individuals, to support 
state and local efforts to meet education needs, and :to improve the qual- 
ity of education through research. To meet the greater part of these 
goals, the Department acts as a financial holding company by providing 
funds to states, local education organizations, schools, and private orga- 
nizations which carry out day-to-day education programs. The Depart- 
ment also provides funds to individuals to defray education costs. The 
Department funds these operations through grants, contracts, direct 
loans, and loan guarantees. 

esults in Brief Key accounting and related internal control systems operated by the 
/ Department of Education and its fund-receiving schools have serious 
I accounting and internal control weaknesses. As a result, (1) billions of 

dollars in appropriated funds and other financial resources are not ade- 
quately protected from fraud, waste, and mismanagement, and (2) the 
Department’s financial reports are unreliable and are not derived from 
its accounting system. 

I$-incipal Findings 

Fbor Loan Records Hinder Loan records for the Department of Education’s $2,6 billion Higher Edu- 
&ales cation Facilities and College Housing loan portfolios were inadequate. 

Specifically, for 49 randomly selected loans of a st&istically valid sam- %,I ple of loans GAO selected for review, 5 loan files could not be located, and 
almost all files reviewed were missing key documents. For example, 11 
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of the 44 files were missing their most essential papers-the loan agree- 
ments. In light of the administration’s proposal to sell federally held 
loans to the public, the Department retained a private financial market 
consultant for advice. The consultant found that the Department’s loan 
files were substandard and estimated that it could cost up to $75 million 
to bring the loan files up to commercial standards in order to sell them 
to the public. (See chapter 2.) 

y Accounting 
Insufficient 

The Department lacks adequate accounting for and control over prop- 
erty, much of which is held and used by contractors and grantees. The 
Department’s property systems do not record automated data process- 
ing equipment, regional office property, and property in which the gov- 
ernment has a financial interest that is held and used by contractors and 
grantees. As a result, the Department does not know the value and loca- 
tion of all the property it owns and, consequently, cannot manage it nor 
protect it from fraud, waste, and mismanagement. (See chapter 2.) 

Accou ting Weaknesses 

\ 

The Department of Education relies on accounting systems run by 
Result n Erroneous Grant schools to disburse $2.9 billion annually under its Pell Grant Program. 
Disbur ements GAO'S review disclosed weaknesses in the schools’ accounting systems 

which result in hundreds of millions of dollars in erroneous disburse- 
ments each year. For example, a recent GAO report pointed out that erro- 
neous payments by schools totaled about $600 million over a 2-year 
period. The key control the Department has over the schools’ accounting 
systems is biennial audits performed by states, the Department’s Inspec- 
tor General, and independent public accounting firms. Th#epartment 

, does not, however, adequately ensure that accounting systkm weak- 
nesses identified by these audits are corrected. Thus, the system weak- 
nesses and related erroneous grant payments persist. (See chapters 2 
and 3.) 

General Ledger Inadequate Education’s general ledger system, which should be used to manage its 
financial operations and be the source of the agency’s financial state- 
ments, contains unreliable data because of inadequate and iinefficient 
computer systems which support the general ledger and subsidiary 
accounting systems. For example, Education’s general ledgbr showed 
outstanding loan balances of $271 million for one college hbusing pro- 
gram while the balance in the subsidiary account for that program 
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totaled only $2 m illion, The difference arose because the accounting sys- 
tem  cannot correctly transfer computerized information from  the sub- 
sidiary account to the general ledger. Because it did not have confidence 
in the reliability of the information in the accounting system, the 
Department estimated the value of much of its assets when reporting its 
financial condition. (See chapter 2.) 

I 

Ifecommendations 
/ 
j 

GAO recommends that the Secretary of Education ensure the adequate 
design of an overall financial management system. The design should 
address current problems with both the general ledger and subsidiary 
accounting systems and should include goals, priorities, and m ilestone 
dates for component system projects. (See chapter 4.) 

I 
/ 

fjgency Comments In a written response to a draft of this report and in further discussion 
with GAO, Education cited a number of actions that had been accom- 
plished or planned in response to the draft report. Because of the 
detailed nature of Education’s comments, they are included in the 
appropriate sections of this report. (See appendix II for Education’s spe- 
cific comments.) 

I ;,,’ 
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/ 
3@ckground The Department of Education was established in 1979 as a cabinet-level 

agency to foster educational opportunities for all individuals, to support 
state and local efforts to meet education needs, and to improve the qual- 
ity of education through research. Education fulfills these responsibili- 
ties through five broad program areas: (1) grants to states and local 
education agencies to fund educational programs, (2) financial assis- 
tance to individual students, (3) financial assistance to higher educa- 
tional facilities, (4) educational research, and (6) financial support for 
the operation of special educational institutions. 

Education manages several specific programs that are designed to 
implement these broad program areas. They fall into three categories: 
(1) grants and contracts, (2) direct loans, and (3) guaranteed loans. Spe- 
cifically, Education provides grants to states and local education agen- 
cies to fund education programs such as those for adult education, 
grants and contracts to private organizations to study education issues, 
and grants to individual students to help defray education costs. Direct 
loans are provided to students to help pay postsecondary education 
costs and to colleges and universities for building construction and reno- 
vation programs. Under loan guarantees, Education repays loans made 
by private lenders to students to pay for education costs if the students/ 
borrowers default. It also pays lenders for program administrative costs 
and for certain interest costs on behalf of the students/borrowers. 

The Department is headed by the Secretary of Education who is sup 
ported by an Under Secretary. Several staff offices assist the Secretary 
in developing overall policy and management guidance. Six principal 
operating components (POCS) work through contractors, grantees, post- 
secondary education institutions, state and local governments, and pri- 
vate financial institutions to carry out day-to-day operations of 
Education’s programs. Education operates 10 regional offices through- 
out the country to represent the Secretary and to carry out Education’s 
programs at the state and local level. Education had a staff of 4,177 as 
of fiscal year 1986, and the fiscal year 1986 approdriation request was 
about $19 billion. More detailed descriptions of Education’s programs, 
financial management systems, and organizational $tructure are pre- 
sented in appendix I. 

We have previously reported that many agencies, including Education, 
urgently need to upgrade their financial management systems. This 
report describes Education’s accounting and related internal control sys- 
tems, assesses the effectiveness of certain system&and discusses Educa- 
tion’s efforts to correct system and control problems. This report also 
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points out that Education’s systems do not fully meet the Comptroller 
General’s accounting principles and standards, do not provide managers 
with reliable information, and do not operate to adequately protect 
agency resources from fraud, waste, and mismanagement. Finally, the 
report includes recommendations to the Secretary of Education on 
actions top management needs to take to be assured that accounting sys- 
tom and internal control problems are expeditiously corrected. 

Education does not directly carry out most day-to-day program and 
administrative operations for its grant and contract, direct loan, and 
loan guarantee programs. These activities are primarily carried out by 
representatives which are under agreement with Education, including 
state and local education agencies, contractors and grantees, and more 
than 7,000 postsecondary education institutions. Education functions as 
a financial holding company. Specifically, it promulgates program poli- 
cies and regulations, reviews and approves representatives’ program 
and administrative plans, provides funds to representatives, oversees 
representatives’ operations, and receives and reviews representatives’ 
summary financial reports on the results of program and administrative 
operations. 

Decerkralized and 
Comgjlex 

Education’s financial internal control and accounting systems parallel 
the decentralized structure of its program and administrative opera- 
tions. Education maintains overall summary-level financial internal con- 
trols and accounting systems for its appropriated funds and other 
financial resources, but it depends on similar controls and ‘accounting 
systems operated by its representatives to ensure that funds and other 
resources are used in accordance with the laws which established its 
programs and that its resources are protected from fraud,mwaste, and 
mismanagement. Overall, Education does not directly maimain internal 
control and accounting systems for day-to-day program and administra- 
tive operations and for use of its appropriated funds and other financial 
resources. Education primarily depends on audits of reprebentatives’ 
operations to ensure that use of its appropriated funds anjf other finan- 
cial resources is proper. 

Education operates 30 accounting and related internal control systems 
to (1) record and control appropriated funds and other financial 
resources provided to its representatives, (2) record summary financial 
information on the financial results of program and administrative oper- 
ations reported to it by its representatives, (3) prepare finbncial reports 
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for use by managers to monitor the operations of its representatives, 
and (4) prepare summary financial reports on the results of program  
and administrative operations and the status of appropriated funds and 
financial resources required by individuals and organizations outside 
Education. Detailed financial information on the use of appropriated 
funds and other financial resources which is recorded in Education’s 
accounting systems relates primarily to payroll costs for its employees 
and personal property used by Education’s organizational components. 
These costs are only a small part of Education’s annual spending author- 
ity. For example, in fiscal year 1986, the President’s budget request 
included about $19 billion for Education, and, of this amount, about 
$312 m illion was requested for internal department operations. 

In contrast, Education’s representatives controlled, through their 
accounting and internal control systems, day-to-day use of most of the 
$19 billion in spending authority requested by the President for Educa- 
tion’s programs in fiscal year 1986. Of this total, about $9.3 billion was 
requested for grants to state and local education agencies to fund pro- 
grams such as vocational, handicapped, and special education programs, 
For these grant programs, Education determ ines the amount of funds 
for each grant based on a statutory formula or grant proposal; provides 
funds to the grantees and records the aggregate amount of the grant 
award in its accounting records; and accepts, reviews, and records sum- 
mary financial information on fund use which is periodically submitted 
by grantees. Grantees, on the other hand, authorize and determ ine the 
use and amount of actual expenditures and are responsible for ensuring 
that expenditures are proper. 

Similarly, about $8.8 billion in requested fiscal year I.986 spending 
authority was earmarked for financial assistance grants for needy stu- 
dents. This total included about $6.1 billion in grants and about $3.7 b 
billion in interest subsidy costs and compensation for defaulted loans 
under Education’s guaranteed student loan program . The postsecondary 
education’institutions participating in these programs-more then 7,000 
schools-ensure that students eligible for grants an4 loan guarantees 
are enrolled in eligible education programs, ensure that students main- 
tain satisfactory academic progress, authorize grants, compute grant 
amounts, and maintain detailed program  accountings records. Private 
lenders authorize and make guaranteed loans, determ ine interest sub- 
sidy costs, collect loan principal and interest payments, and bill Educa- 
tion for interest subsidy costs. Education’s accounting systems record 
summary financial information on funds provided to schools and private 
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lenders, on expenditures made by the schools, and on costs incurred by 
lenders. 

The chief control Education has over the day-to-day financial operations 
of its representatives-particularly postsecondary educational institu- 
tions-is biennial independent audits performed by organizations such 
as states, Education’s Inspector General (IG), and public accounting 
firms. Education depends on these audits to disclose improper expendi- 
tures and costs as well as weaknesses in representatives’ accounting and 
internal control systems. 

Accounting system standards have been published in GAO'S Policy and 
Procedures Manual for Guidance of Federal Agencies, titles 2 through 7, 
for all agencies to follow. These standards require that agency account- 
ing systems be an integral part of the agency’s total financial manage- 
ment system and provide sufficient discipline, effective internal 
controls, and reliable and useful information. The standards also call for 
the accounting systems to produce financial statements on agency oper- 
ations &9 a whole. This type of reporting has proven a noteworthy suc- 
cess in materially upgrading the level of financial management 
wherever it has been used in both the public and private sectors. By 
calling for the financial statements, the standards reinforce the require- 
ment for basic year-end accounting by management to disclose (1) its 
stewardship of resources entrusted to it and (2) its performance for the 
period. 

I 

Objectives, Scope, and The objectives of our review were to (1) identify and describe Educa- 

Methoidology tion’s financial management systems, (2) determine if these systems 
support reliable reports on the results of financial operations, (3) deter- 
mine if these systems effectively account for and control the depart- 
ment’s funds and other resources, (4) identify any major system 
weaknesses, and (6) examine Education’s actions to correct system 
weaknesses. Financial management is a term that encompasses the 
activities of budget formulation, accounting and budget execution, plan- 
ning and programming, and audits and evaluations. The principal focus 
of this report is on accounting and budget execution. However, the four 
financial management activities are largely inseparable. Thus our dis- 
cussions about accounting systems will at times refer to other financial 
management activities. 

We conducted our review between September 1986 and October 1986 in 
accordance with generally accepted government auditing standards. 
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Work was performed at Education’s headquarters in Washington, D.C., 
as well as at a contractor’s data processing center in Norfolk, Virginia. 
In addition, work was performed at contractor and grantee locations 
including the Federal Reserve Bank, Richmond, Virginia; National Cap- 
tioning Institute, Falls Church, Virginia; Reading Is Fundamental, Wash- 
ington, D.C.; and Group Operations, Inc., Washington, DC. 

To identify and describe Education’s financial management system, we 
reviewed policies pertaining to Education’s programs and organization; 
agency descriptions of financial management systems; and previous 
reports by GAO, Education’s Inspector General, consultants, and Educa- 

,,I1~~~h tion pursuant to the Federal Managers’ Financial Integrity Act (JTMFIA). 
We also spoke extensively with Education officials and with program , 
data processing, and financial management representatives. 

To evaluate accounting system operations, we selected six accounting 
systems that support program  and financial management functions. The 
accounting systems selected were those supporting the following pro- 
grams: Higher Education Facilitiesand College Housing Loan, Pell Grant, 

,, Grant Management, Personal Property Management, Property Inven- 
tory, and Education’s general ledger accounting systems. 

We chose these systems because they accounted for, controlled, and 
reported on selected types of financial resources managed by Educa- 
tion-that is, direct loans, grant payments, and personal property. In 
addition, we selected Education’s general ledger sy$tem for review to 
enable us to determ ine whether Education’s financial statements flow 
from  its accounting system. We examined the system designs to detect 
possible weaknesses, reviewed the results of earlier evaluations of the 
systems, and tested the reliability of system information by comparing 
data among systems, conducting physical inventor&s, and observing 1 
system operations. 

To examine Education’s efforts to correct system weaknesses previously 
identified in GAO reports, Education’s FMFIA report+ and findings of 
other audit organizations, we reviewed the previoubly reported prob- 
lems, Education’s goals for correcting the problems~, the audit resolution 
systems, and Education’s data processing improvement plan. We also 
discussed Education’s corrective actions with agency officials. 
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We$hesses in Accounting Systems Aff& 
~o&pun Delivery and Resource Control 

. 

Key accounting systems operated by Education and many of its contrac- 
tors and grantees do not effectively account for and control billions of 
dollars in appropriated funds and other resources. Specifically, in the 
systems we reviewed, we found that 

records supporting $2.6 billion in Higher Education Facilities and Col- 
lege Housing loans require costly improvements and, in some cases, com- 
plete reconstitution of the loan files to prepare them for planned sale to 
the public; 
the Department lacks effective accountability and control over millions 
of dollars in personal property and cannot adequately protect the prop 
erty from fraudulent use, waste, and mismanagement; 
Pell Grant accounting and control weaknesses affect $2.9 billion in fiscal 
year 1985 annual postsecondary student financial aid and result in mil- 
lions of dollars in erroneous payments; 
management needs are not supported by Education’s accounting and 
reporting systems for contracts and grants and, as a result, additional 
costs are incurred to manually prepare required reports; snd 
the Department cannot produce financial statements supported by reli- 
able accounting systems under general ledger control. 

Top management at Education is aware of most of its accounting system 
problems; however, as discussed in chapter 3, it does not have effective 
processes in place to ensure that problems are prioritized and corrected 
promptly. Correcting accounting system problems will require a strong 
management commitment. 

High& Education 
Facilities and College 
Housing Loans Not 
Adec&ately Controlled , I 

The Department lacks effective accountability and internal controls 
over its Higher Education Facilities and College Housing loan portfolios 
which total about $2.6 billion, As a result, a consultant to Education 
estimated that it may cost Education $76 million to review the loan port- 
folio and bring it up to market standards to prepare it for sale to private 
investors under the administration’s pilot loan sale proposals for fiscal 
years 1987 and 1988, 

Education maintains the individual loan files for the Higher Education 
Facilities and College Housing loans. These files include the loan agree- 
ments between the government and its borrowers and, accordingly, 
serve as the documentary evidence of Education’s loan a&et& Educa- 
tion maintains summary loan financial records, while the~Federa1 
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Chapter 2 
Weaknesses in Accounting Systems Affect 
Program Delivery and Resource Control 

1 

Reserve Bank in Richmond, Virginia, under an agreement with Educa- 
tion, collects loan principal and interest payments and maintains 
detailed loan accounting records. 

We tested the completeness of Education’s individual loan records by 
attempting to locate and review records for randomly selected borrow- 
ers drawn from the detailed accounting records maintained by the Fed- 
eral Reserve Bank in Richmond, Virginia. Specifically, we attempted to 
locate and review files for 49 borrowers randomly selected from about 
3,000 borrowers listed in the detailed accounting records. To substanti- 
ate Education’s loan assets, Education’s individual loan files on each 
borrower should include the loan agreement, borrower financial state- 
ments, legal documents related to the trust, and the loan amortization 
schedule. 

We could not locate any records for 6 loans, or 10 percent of the loans, 
and most of the located records were missing key documents. Of the 44 
selected loan records that we could locate, 

. 11, or 25 percent, were missing the loan agreements; 

. 43, or 98 percent, were missing the borrower financial statements; 

. 30, or 68 percent, were missing the legal documents related to the trusts; 
and 

l 26, or 67 percent, were missing the amortization schedules. 

In addition to the missing documents being indicative of internal control 
breakdowns, the incomplete loan records will prove costly as Education 
proceeds with the planned sale of certain college housing loans under 
the President’s proposed program of loan asset sales to the public. In 
September 1986, we reported1 that a private financ al consultant 
retained by Education to advise it on sale structure 1 and strategies, b 
found that the college housing loan files were in a substandard condition 
and estimated that the cost of reviewing loan files dnd bringing them up 
to commercial financial market standards could be bs high as $75 mil- 
lion This work would have to be done to allow Education to sell its loans 
without recourse to the government-that is, without any government 
promises to compensate for possible future losses. qenerally, market 
standards require that private lenders maintain the types of documents 
that we found missing. 

‘Iam Asset Sales: OMB Policies Will Result in Program Objectives Not Ueing Fully Achieved (GAO/ 
F’MD8679 Se - - , ptember 26,1086). 
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lJnder the sale plan we reviewed, Education womd offer for sale to the 
public $2.1 billion of its $2.2 billion in College Housing loans while it 
would hold $89 million in these loans that are in default. Education 
would also continue to hold more than $300 million in Higher Education 
Facilities loans. 

Education began a program in early 1987 offering borrowers the oppor- 
tunity to prepay their loans at a discount. As of the end of August 1987, 
borrowers had prepaid Higher Education Facilities and College Housing 
loans with outstanding principal balances totaling $792 million out of 
the $2.6 billion in loans held by Education at the start of the borrower 
prepayment programs. The borrowers’ loan prepayments received by 
Education totaled $499 million. Under the plan to sell these loans to the 
public, Education planned to receive about $589 million in net sale pro- 
ceeds. Also, in discussions about our draft report, Education advised us 
that as of October 9, 1987, it had collected over $130 million by selling 
loans with outstanding unpaid principal balances of $237 million to 
third parties. Education commented that it still held 1,914 outstanding 
loans which included 150 loans in default and that it planned to sell all 
loans, including those in default, by the end of fiscal year 1990. 

Education also advised us that it is working with its private financial 
adviser to prepare the files for the Higher Education Facilities and Col- 
lege Housing loans that have not been prepaid by borrowers for sale to 
the public. Education stated that because of the results of its borrower 
prepayment program, use of a sampling methodology for rating the 
loans, and in-house work already performed to prepare the loan files, 
final costs to dispose of the Higher Education Facilities and College 
Housing loan portfolios will be a fraction of the $76 million in loan pre- 
paration costs estimated by its consultant. Education has incurred about 
$386,000 in costs to sell $237 million in loans to the public. The sale of 
the remaining loans held by Education, which could involve as much as 
$1.6 billion, will require Education to update loan documentation and 
obtain credit ratings for the loans. A reliable figure for the actual costs 
to prepare these loans for sale will be known if and when the sales are 
consummated. The preparation costs will be higher than ‘if Education 
maintained adequate and updated documentation of its loan portfolio. 
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Lbck of Accountability Education’s personal property includes computer equipment, office 

and Control Over 
P$monal Property 

equipment such as typewriters and calculators, and specially designed 
electronic equipment such as video recording equipment and video moni- 
tors. Much of the property Education owns, or has a financial interest in, 
is held and used by contractors and grantees. 

Education lacks adequate accountability and internal control over 
expensive personal property. We found that Education does not operate 
suitable accounting systems for personal property and, as a result, Edu- 
cation does not know where all the Department’s property is located, its 
value, and how it is used. Consequently, managers do not know the total 
dollar value of the property owned by Education and have no means of 
safeguarding these assets from fraud, waste, and mismanagement. 

Education’s Personal Property Management and Prdperty Inventory 
systems were designed to account for, control, and report on the Depart- 
ment’s entire investment in government equipment, ‘which is referred to 
as personal property. These systems include records of property (except 
for automated data processing (ADP) property), bascld on an October 
1986 inventory, that Education holds and uses in its Washington, D.C., 
headquarters. The systems were also designed to account for certain 
government-owned property in the possession of contractors, but Edu- 
cation officials told us that the 160 records pertaining to contractor-held 
property are incomplete. In addition, the information is incomplete in 
the systems pertaining to ADP equipment, property in Education’s 10 
regional offices, and property in the possession of grantees in which the 
government has a financial interest, 

Our review showed that Education lacks accountability for and control 
over government-owned property held and used by its contractors. For 
example, Education’s records showed one contractot with property val- & 
ued at $8,900; however, the contractor’s financial rEtcords, which were 
audited independently by a public accounting firm, feported about $4.1 
million in government-owned property. Our visits tcj other contractors 
found similar disparities between Education’s recor& and the amount of 
property that contractors held and used. We visited :one contractor who 
had held for 6 months two checks totaling $2,000 f&m the proceeds of 
the sale of government property. A portion of the p oceeds should have 
been turned over to the government based on its ori inal share of the 
cost of the property. The contractor explained that i: he checks were held 
pending the completion of a financial audit by a putilic accounting firm. 
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Also, contrary to Education’s contract requirements, the contractors we 
visited did not label government-owned property in their possession as 
government property, and property records did not identify government 
property. Instead, the property we examined was labeled as contractor- 
owned, and the contractors’ property records did not distinguish 
government-owned property from contractor-owned property. Educa- 
tion acted in 1986 to improve its accountability over personal property 
and, for example, it inventoried property in its Washington, DC., head- 
quarters. However, property in the hands of contractors may be subject 
to greater risks than that at Education’s headquarters and no effort has 
been made to improve accountability and controls over this property. 

The Department’s Inspector General has also pointed to problems with 
personal property management at Education. A December 1984 IG report 
to the Deputy Under Secretary for Management pointed out that Educa- 
tion did not account for its share of property being acquired by grantees 
with federal funds and that overall personal property management was 
ineffective. Another IG report, issued in May 1986, reported the omission 
of $2 1 million of equipment from government records of government- 
owned equipment being used by contractors. In July 1985, the IG 
reported that at one storage facility for typewriters, calculators, and 
other equipment, there were no inventory records and no records show- 
ing that items had been added or taken from available stock. 

In addition, Education’s December 1986 FMFIA report to the President 
and the Congress stated that its accounting systems for personal prop- 
erty did not conform to the Comptroller General’s accounting principles 
and standards, Specifically, the report stated that Education did not 
adequately account for ADP equipment, property in its regional offices, 
and contractor-held property. 

In discussions about our draft report, Education advised us that it has 
recently entered into a cross-servicing agreement with the Department 
of Agriculture to use its Personal Property Accounting System for prop- 
erty used within Education. Education’s decision to use the Department 
of Agriculture’s Personal Property Accounting System is ia step in the 
right direction towards establishing accountability and control over per- 
sonal property used within Education. Whether the use of this system 
will actually impose effective accountability for and control over per- 
sonal property used within Education cannot be determined until after 
the new system has been implemented and is operational. 
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With respect to contractor-held property, Education acknowledged that 
it is responsible for maintaining accounting control over this property 
and advised us that it is implementing a new Contracts and Grants Man- 
agement System which, in conjunction with the Department of Agricul- 
ture’s Personal Property Accounting System, should track and control 
all property held by contractors, Implementing these systems will be a 
major undertaking because millions of dollars of property in the hands 
of contractors will have to be identified and recorded in the new system. 
This property has not been recorded previously by Education. Whether 
these system initiatives will actually solve Education’s personal prop- 
erty accounting system problems cannot be determined until after the 
new systems have been implemented and are operating. 

With regard to grantee-held property, title to property purchased under 
a grant vests with the grantee but the property is subject to government 
disposition requirements. For example, the government can direct the 
grantee to make the property available to another government grantee, 
or if the grantee sells the property, the government shares in the net 
sales proceeds in proportion to the government’s shire of the purchase 
price of the property. Education officials commented that they do not 
believe that the Department has a legal requirement to maintain 
accountability for grantee-held property. We believe that Education 
should maintain summary financial and accountability control for the 
government’s financial interest in grantee-held property. 

eak Controls Over “, P 11 Grant Program 
Rhsult in Erroneous 
Pbyments and Impede 
Cbllection of 
Overpayments 

Education, through its Pell Grant Application Processing System, deter- 
mines students’ eligibility to participate in the program based on stu- 
dent- and school-supplied eligibility information. In addition, 
Education’s Pell Grant Regular Disbursement System (1) advances funds 
to postsecondary education institutions based on historic program costs b 
and (2) reimburses institutions for administrative costs based on the 
schools’ expenditure reports. The Department relies primarily on subsid- 
iary accounting systems run by postsecondary education institutions to 
authorize, compute, and disburse payments to students under its finan- 
cial aid programs. It is the schools’ responsibility to @sure that pay- 
ments are made to eligible students in proper amounts. Consequently, 
Education relies on subsidiary accounting systems operated by post- 
secondary education institutions to ensure the propriety of Pell Grant 
payments to individual students. Many of these systems include long- 
standing weaknesses which result in millions of dolldrs in erroneous stu- 
dent financial aid payments annually. In addition, the Pell Grant 
Disbursement System does not provide adequate internal accounting 
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con trols to  ensu re  th a t al l  g ran t ove rpaymen ts a re  i den tifie d , reco rded , 
a n d  col lected. 

E d u c a tio n  m a d e  a b o u t $ 2 .9  b i l l ion in  P e ll G ran t awards  in  f iscal year  
1 9 8 6  to  2 .9  m i l l ion students a t a b o u t 7 ,6 0 0  pa r t ic ipat ing pos tsecondary  
educa tio n  institutions. G ran t funds  a re  d isbursed  pr imar i ly  th rough  th e  
accoun tin g  system s run  by  each  inst i tut ion wh ich  has  ag reed  to  ac t as  
a n  a g e n t fo r  E d u c a tio n . In  add i tio n , E d u c a tio n  itself d isburses s o m e  
funds  th rough  its A lte rna te  D isbu rsemen t S ystem . 

ous  P e ll G r a n t E d u c a tio n  prov ides  pos tsecondary  educa tio n  inst i tut ions with cash  
advances  to  m a k e  p a y m e n ts to  students a n d  re imburses  th e  schoo ls  fo r  
admin is trat ive costs. T h e  schoo ls  a re  requ i red  to  es tab l ish  a n d  ope ra te  
subs id iary  accoun tin g  system s th a t a u thor ize,  c o m p u te , a n d  issue stu- 
d e n t financ ia l  a id  p a y m e n ts in  accord  with federa l  r equ i remen ts w h e n  
they  ac t as  rep resen ta tives fo r  E d u c a tio n  in  car ry ing o u t day- to -day  
prov is ions o f s tudent  financ ia l  a id . These  requ i remen ts m a n d a te  th a t 
these  system s ope ra te  to  reasonab ly  ensu re  th a t financ ia l  a id  p a y m e n ts 
a re  m a d e  on ly  to  e l ig ib le  ind iv iduals  in  p rope r  a m o u n ts. To  d o  this, sys- 
te m s  ope ra te d  by  th e  schoo ls  shou ld  ensu re  th a t, a m o n g  o the r  th ings , 
s tudent -suppl ied el igibi l i ty inform a tio n  is accura te  a n d  comp le te , finan -  
c ial  a id  p a y m e n ts a re  c o m p u te d  in  accord  with E d u c a tio n ’s requ i re -  
m e n ts, a n d  financ ia l  a id  funds  a re  used  on ly  fo r  a u thor ized  pu rposes . 

Requ i red  b ienn ia l  aud i ts o f schoo l  ope ra tions  a re  a  p r imary  m e a n s  by  
wh ich  E d u c a tio n  ensures  comp l iance  with P e ll G ran t P rog ram requ i re -  
m e n ts. A b o u t 3 ,7 0 0  o f these  aud i ts a re  d o n e  each  year  by  E d u c a tio n ’s IG , 
state aud i tors, a n d  i n d e p e n d e n t pub l ic  accoun ta n ts w h o  prov ide  the i r  
aud i t repor ts to  th e  IG . Rienn ia l  aud i ts o f schoo l  p r o g r a m a n d  accoun tin g  
ope ra tions  repea ted ly  d isc lose weaknesses  in  these  ope ra tions  th a t have  
resul ted in  hund reds  o f m i l l ions o f do l lars  in  e r roneous  p a y m e n ts to  stu- 
d e n ts a n d  m isuse o f funds  by  th e  schools.  

W e  ana lyzed  aud i t resul ts o f schoo l  ope ra tions  th a t covered  th e  P e ll 
G ran t P rog ram fo r  th e  per iod  O ctober  1 9 8 3  th rough  June  1 9 8 6 . These  
aud i t resul ts covered  3 2 6  pos tsecondary  educa tiona l  inst j i tut ions a n d  
revea led  m o r e  th a n  3 ,4 0 0  e r roneous  p a y m e n ts a n d  acco  tin g  d e f ic ien- 

‘rt” c ies T h e  e r roneous  p a y m e n ts inc luded imprope r  p a y m e  ts to  students 
a n d  imprope r  use  o f funds  by  schoo ls  a n d  students. A s a ~  resul t  o f these  
aud i ts, th e  Depa r tm e n t col lected a lmos t $ 1 1 .2  m i l l ion frdm  th e  schools.  
O veral l ,  aud i ts o f schoo l  ope ra tions  resul ted in  m i l l ions o f do l lars  o f d is-  
a l l owed  a n d  ques tio n e d  costs. For  examp le , th e  IG  repor te d  th a t th e  
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1,644 reviews completed by various audit groups during the 6-month 
period ended September 30,1986, recommended disallowance of costs 
totaling about $42.7 m illion and questioned additional costs totaling 
about $21.7 m illion. Of these amounts, Education collected about $15.1 
m illion from  schools during this same period. 

Our analysis of the results of IG and public accounting firm  audits of 
school operations reported during fiscal years 1984 through 1986 
showed the following continuing problem  areas: 

excess balances of federal cash advances being held by schools, 
awards of student financial aid to ineligible students by schools, 
claims for reimbursement for costs improperly classified by schools and 
administrative costs for student financial aid programs, and 
inadequate school accounting systems for day-to-day operations of stu- 
dent financial aid programs. 

For example, audit reports issued by a public accounting firm  in Novem- 
ber 1980, October 1981, and October 1986 covering one school’s opera- 
tions repeatedly reported the same accounting system deficiencies. 
Specifically, the reports pointed out that the school 

did not use its accounting system to monitor balances of advanced fed- 
eral cash resulting in excessive balances of cash advances, 
did not reconcile student financial aid payment information recorded in 
its accounting and program  administrative records with the result that 
payment errors went undetected, and 
did not include information in its accounting records to substantiate that 
students actually received awarded financial aid payments. 

All three audit reports recommended that the schoo! (1) use its account- 
ing system to monitor cash balances, (2) reconcile it4 accounting and 
administrative records, and (3) expand its accounti 

ll 
g records to sub- 

stantiate that students actually received financial ai, payments. 

Education will not know whether a school has actually implemented 
nonmonetary audit recommendations related to fin+cial management 
until the next biennial audit of school operations is completed. Educa- 
tion, aa discussed in chapter 3, does not have an audit tracking system 
that provides assurance that financial management hudit recommenda- 
tions are implemented by the schools. Consequently, Education must 
wait at least 2 years to determ ine whether financial management system 
audit recommendations have been implemented. 
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In a September 1986 report? , we stated that Education’s actions to 
reduce postsecondary education institution errors in financial assistance 
awards to students were not effective and pointed out that erroneous 
grant awards totaled about $600 million over a 2-year period. 

In discussions on a draft of this report, Education advised us that the 
biennial audits are a valuable means for ensuring school compliance 
with Pell Grant Program requirements and that implementation of 
pledged corrective actions for prior audit findings is verified by Educa- 
tion’s Office of Postsecondary Education when it conducts program 
reviews at schools. Education also advised us that, subsequent to our 
review, it has instituted a program of monetary fines to penalize schools 
with repeated failures to implement pledged corrective a&ions for audit 
findings. The effectiveness of Education’s new system of monetary fines 
to encourage schools to promptly implement pledged corrective action 
for audit findings will have to be assessed after the system is in place 
and operating for a reasonable period of time. 

of Pell Grant 
ayments Impeded 

Education’s accounting systems for the Pell Grant Program do not re- 
cord and report information needed by managers to (1) preclude award- 
ing more money to a student who is already indebted to the program for 
a previous overpayment, (2) monitor Pell Grant accounts receivable 
from students who lose their eligibility, and (3) collect accounts due to 
the greatest extent possible. For example, under the disbursement sys- 
tems run by the schools, if students do not complete the course work for 
which grants were awarded, the schools set up detailed accounts receiv- 
able records and try to collect the amounts owed. Consequently, Educa- 
tion believes that it does not need to record accounts receivable by 
individual student. 

However, because Education does not record accounts receivable by stu- 
dent, students who incur a debt at one school can transfer to another 
without repaying the debt, apply for Pell Grants at the seicond school, 
and receive the grants. The Department does not have any accounting 
control over Pell Grant Program accounts receivable and consequently 
cannot ensure that Pell Grants are not awarded to stude$s who are 
indebted to the program. The Department only records adcounts receiva- 
ble by individual student when schools have abandoned collection 

2Pell Grant Validation Imposes Some Costs and Does Not Greatly Reduce Award Errors: New Strate- 
es Needed (GAOPEMD-=-10 ‘3~ ,h ptember 27,1%X5). 
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e ffo r ts a n d  have  tu rned  over  th e  accoun ts to  th e  Depa r tm e n t fo r  
col lect ion. 

A n o the r  examp le  o f P e ll G ran t in ternal  con trol d e f ic iencies is th a t unde r  
th e  d i sbu rsemen t system  m a n a g e d  by  th e  Depa r tm e n t, b o th  th e  student  
a n d  th e  schoo l  a re  “o n  the i r  hono r” to  n o tify th e  Depa r tm e n t if th e  stu- 
d e n t does  n o t fin ish  th e  courses  fo r  wh ich  a  g ran t h a d  b e e n  a w a r d e d . 
T h e  Depa r tm e n t has  n o  o the r  m e th o d  fo r  learn ing  w h e the r  students 
w h o  we re  a w a r d e d  g ran ts comp le te d  the i r  courses  o r  w h e the r  they  
d r o p p e d  from  schoo l  a n d  thus  m u s t repay  s o m e  or  al l  o f th e  a m o u n ts 
they  we re  g ran te d . 

E d u c a tio n ’s D e c e m b e r  1 9 8 6  repor t to  th e  P res iden t a n d  th e  Congress  
unde r  sect ion 4  o f FMFIA acknow ledged  th a t it does  n o t have  a d e q u a te  
con trol over  P e ll G ran t accoun ts receivable.  Spec i fically, th e  repor t 
stated th a t its P e ll G ran t accoun tin g  system s d o  n o t record  a n d  track 
accoun ts rece ivab le  d u e  from  g ran t recipients.  

In  d iscuss ions a b o u t ou r  d ra ft repor t, E d u c a tio n  adv ised  us  th a t b e fo re  
1  th e  E d u c a tio n  A m e n d m e n ts o f 1 9 8 6  b e c a m e  law, if a  student  was  over -  
1  pa id  P e ll G ran t funds  a t o n e  school ,  h e  o r  she  was  on ly  p rec luded  from  

rece iv ing fu r the r  P e ll G ran t funds  a t th a t school .  T h e  E d u c a tio n  A m e n d -  
m e n ts o f 1 9 8 6 , howeve r , p rec lude  students from  rece iv ing P e ll G ran t 
funds  a t any  schoo l  if they  we re  overpa id  P e ll G ran t funds  a t any  o the r  
school .  S u b s e q u e n t to  ou r  rev iew, E d u c a tio n  issued regu la tions  wh ich  
prohib i t  a l l  schoo ls  from  mak ing  P e ll G ran t p a y m e n ts to  students w h o  
have  rece ived ove rpaymen ts o f P e ll G ran t funds  a t any  a n d  al l  insti tu- 
tions  prev ious ly  a tte n d e d . For  t ransfer students, schoo ls  a re  requ i red  to  
p rov ide  cert i f ied financ ia l  t ranscr ipts to  th e  schoo l  to  wh ich  a  student  is 
t ransferr ing. In  add i tio n , knowing ly  mak ing  a  fa lse  cert i f icat ion o f stu- 
d e n t course  transcripts, wh ich  a re  used  in  con junc tio n  with th e  financ ia l  ’ 
a id  transcr ipts to  i den tify P e ll ove rpaymen ts, is subj iect  to  a  fin e  o f 
$ 1 0 ,0 0 0 , imp r i sonmen t fo r  u p  to  6  years,  o r  b o th . T h e  e ffec t iveness o f 
financ ia l  t ranscr ipts a n d  crim inal  sanc tions  fo r  fa lse  course  transcr ipts 
in  reduc ing  unpa id  P e ll G ran t ove rpaymen ts wi l l  have  to  b e  d e te rm ined  
a fte r  these  n e w  system s have  b e e n  in  p lace  fo r  a  reasonab le  per iod  o f 
tim e . 
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C h a p te r 2  
W e a k n e s s e s  i n  A c c o u n ti n g  S y s te m s  A ffe c t 
P r o g ra m  D e l i v e ry  a n d  R e s o u rc e  C o n tro l  

C o n tta c t a n d  G ra n t 
A c c o b n ti n g  S y s te m s  
D o  N b t S u p p o rt 
M a n a g e m e n t N e e d s  

T h e  a c c o u n ti n g  s y s te m s  fo r d i s c re ti o n a ry  g ra n ts  a n d  c o n tra c ts  a w a rd s  
d o  n o t p ro v i d e  m a n a g e rs  w i th  th e  i n fo rm a ti o n  n e e d e d  to  m a n a g e , c o n - 
tro l , a n d  re p o rt o n  th e  m o re  th a n  $ 1  b i l l i o n  i n  c o n tra c t a n d  g ra n t a w a rd s  
m a d e  e a c h  y e a r. M o re  s p e c i fi c a l l y , th e  s y s te m  c a n n o t p ro v i d e  m a n a g e rs  
w i th  th e  i n fo rm a ti o n  n e e d e d  to  d e te rm i n e  w h e th e r o r n o t to  a w a rd  s p e - 
c i fi c  c o n tra c ts  a n d  g ra n ts  a n d  to  re s p o n d  to  i n fo rm a ti o n  re q u e s ts  fro m  
i n s i d e  a n d  o u ts i d e  E d u c a ti o n  o n  c o n tra c t a n d  g ra n t a w a rd s  m a d e . A s  a  
re s u l t, a d d i ti o n a l  c o s ts  a re  i n c u rre d  to  m a n u a l l y  p re p a re  re q u i re d  
re p o rts . 

E d u c a ti o n  a w a rd s  tw o  ty p e s  o f g ra n ts -fo rm u l a  a n d  d i s c re ti o n a ry - 
a n d  a l s o  a w a rd s  c o n tra c ts . F o r fo rm u l a  g ra n ts , E d u c a ti o n  m u s t, b y  l a w , 
a w a rd  th e  g ra n ts  i f a  g ra n t a p p l i c a ti o n  i s  re c e i v e d  fro m  a n  e n ti tl e d  
o rg a n i z a ti o n . F u rth e r, th e  a m o u n t o f th e  g ra n t a w a rd  m u s t b e  b a s e d  o n  
a  fo rm u l a  i n c l u d e d  i n  th e  l a w  th a t a u th o r i z e s  th e  g ra n t p ro g ra m . F o r 
d i s c re ti o n a ry  g ra n t p ro g ra m s , E d u c a ti o n  h a s  th e  a u th o r i ty  to  e v a l u a te  
a n d  a c c e p t o r re j e c t a  g ra n t a p p l i c a ti o n . If E d u c a ti o n  e l e c ts  to  a w a rd  a  
d i s c re ti o n a ry  g ra n t, i t e s ta b l i s h e s  th e  g ra n t a m o u n t th ro u g h  n e g o ti a - 
ti o n s  w i th  th e  g ra n t a p p l i c a n t. S i m i l a r l y , E d u c a ti o n  h a s  d i s c re ti o n  i n  
a p p ro v i n g  c o n tra c t a p p l i c a ti o n s , a n d  i t n e g o ti a te s  c o n tra c t a m o u n ts  
w i th  th e  a p p l i c a n ts . S i n c e  1 9 7 9 , E d u c a ti o n  h a s  a w a rd e d  a n  a v e ra g e  o f 
a b o u t $ 1  b i l l i o n  a n n u a l l y  i n  d i s c re ti o n a ry  g ra n ts , a b o u t $ 1 7 6  m i l l i o n  
a n n u a l l y  i n  c o n tra c ts , a n d  a b o u t $ 8  b i l l i o n  a n n u a l l y  i n  fo rm u l a  g ra n ts . 

R e s p o n s i b i l i ty  fo r i s s u i n g  c o n tra c ts  a n d  g ra n ts  i s  s h a re d  a m o n g  E d u c a - 
ti o n ’s  p r i n c i p a l  o p e ra ti n g  c o m p o n e n ts  (W C S ) a n d  th e  O ffi c e  o f C o n tra c ts  
a n d  G ra n ts . T h e  W C S  re c e i v e  a n d  re v i e w  c o n tra c t a n d  d i s c re ti o n a ry  
g ra n t a p p l i c a ti o n s , s e l e c t th e  c o n tra c ts  a n d  g ra n ts  to  b e  a w a rd e d , a n d  
s e t te c h n i c a l  re q u i re m e n ts  a n d  m o n e ta ry  n e g o ti a ti n g  ta rg e ts  fo r s e l e c te d  
c o n tra c ts  a n d  d i s c re ti o n a ry  g ra n ts . T h e  O ffi c e  o f C o n tra c ts  a n d  G ra m s , 
a s  a n  a g e n t fo r th e  p o ts , n e g o ti a te s  c o n tra c ts  a n d  d i s c re ti o n a ry  g ra n ts  
w i th  a p p l i c a n ts , a w a rd s  th e  c o n tra c ts  a n d  g ra n ts , m a i n ta i n s  d e ta i l e d  
c o n tra c t a n d  d i s c re ti o n a ry  g ra n t a c c o u n ti n g  re c o rd s , a n d  :re p o rts  s u m - 
m a ry  fi n a n c i a l  i n fo rm a ti o n  o n  c o n tra c t a n d  g ra n t a w a rd s ’ to  E d u c a ti o n ’s  
g e n e ra l  l e d g e r s y s te m . 

A  1 9 8 6  re v i e w  o f s y s te m  o p e ra ti o n s  b y  a  c o n s u l ta n t e n g a ’ e d  b y  E d u c a - 
ti o n  d i s c l o s e d  th a t i ts  c o n tra c t a n d  g ra n t a c c o u n ti n g  P  s y s t m s  a re  s l o w  
a n d  re c o rd  a n d  re p o rt i n a c c u ra te  i n fo rm a ti o n . A s  a  re s u l t, fi n a n c i a l  
re p o rts  p ro d u c e d  b y  th e  s y s te m s  m u s t b e  m a n u a l l y  re v i e p e d  to  i d e n ti fy  
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and correct errors before the reports can be used. In addition, the con- 
sultant reported that certain reports the system was designed to pro- 
duce cannot be prepared by the system because of operating problems. 
As a result, these reports must be manually prepared. 

Specifically, the consultant reported that the system cannot respond to 
routine requests for information, For example, the system could not pro- 
vide information requested by the Secretary of Education on contracts 
and grants that had been awarded to fund certain types of education 
projects. The needed information was obtained by simply asking con- 
tract and grant personnel if they remembered whether such projects had 
been funded. In another instance, a congressional request for a list of 
education research contract and grant awards could not be satisfied by 
the system. The list had to be manually prepared-a job which took 2 
weeks to accomplish. In a third case, the system could not produce lists 
of contracts and grants awarded for education technology projects 
which were needed to develop future expenditure plans. The lists were 
manually prepared for a period of several months on two separate 
occasions. 

Education’s December 1983 report to the President and the Congress 
under section 4 of FMFIA acknowledged that its system for contracts and 
grants cannot meet managers’ information needs. The report stated that 
the systems used by the Office of Contracts and Grants were inadequate 
and could not respond to managers’ changing information needs. 

In commenting on a draft of this report, Education advised us that it has 
designed a new contracts and grants accounting system and plans to 
implement this system during fiscal year 1988. Education believes that 
the new system will provide more flexibility and responsiveness than b 
the current system. We believe that the new system is a step in the right 
direction, Whether this system will actually solve Education’s problems 
with its current contracts and grants system will have to be determ ined 

I after the new system has been implemented and is operational. 
I 
/ 1 

Gkneral Ledger Education’s statements of financial condition-the principal financial 

S$stem Cannot 
reports of a federal agency-do not flow from  and aFe not supported by 

Produce Awditable 
its accounting system (its general ledger and supporting subsidiary 
accounting systems) as required by the Comptroller beneral’s account- 

Financial S tatements ing principles and standards. As a result, Education officials cannot 
attest to the reliability of the information in the general ledger system 
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and its supporting accounting systems. In our review, we found the fol- 
lowing problems with the general ledger system. 

. The general ledger system cannot accept much of the transaction infor- 
mation from  the subsidiary accounting system for the Department’s $2.6 
billion Higher Education Facilities and College Housing Loan programs 
due to the incompatibility of the systems. 

l The general ledger account for personal property was not supported by 
its subsidiary accounting systems for personal property. Specifically, 
our review showed that as of September 30,1986, the general ledger 
reported personal property of $27 m illion held and used by Department 
contractors, while the subsidiary accounting system records for per- 
sonal property held and used by Department contractors reported 
$46 m illion. In addition, for personal property used within the Depart- 
ment, subsidiary records were incomplete and could not be reviewed. 

. The Department continues to have problems in preparing reliable finan- 
cial reports on accounts and loans receivable due from  the public. Spe- 
cifically, a recent GAO report3 stated that the Department’s general 
ledger system does not record information on receivables such as collec- 
tions, accrued interest, and insurance prem iums. 

The Comptroller General’s principles and standards, as published in 
GAO'S Policy and Procedures Manual for Guidance of Federal Agencies, 
specify that agency financial statements shall result from  an accounting 
and budgeting system that is an integral part of its total financial man- 
agement system and one that contains sufficient discipline, effective 
internal controls, and reliable data. These principles and standards pro- 
vide that agency financial statements include comparative financial 
data from  the immediate prior year, if applicable, and that data from  
both years be reported in a consistent format. 

An accounting system which complies with these standards comprises a 
number of interrelated component subsidiary systems. These include a 
general ledger system and a number of other financial systems that 
account for and control specific assets and liabilities Andy authorize the 
use of, account for, and control the agency’s appropriateti funds and 
other resources. Taken as a whole, the accounting system authorizes, 
records, classifies, and reports financial data related to revenues, 
expenses, assets, liabilities, and government equity. 

%ebt Collection: Rillions Are Owed While Collection and Accounting Problems Are Ilnresolved 
(GAO/Am 39 - - , May WlS86). 
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The general ledger system should maintain summary information for all 
financial resources, administratively control appropriated funds, and 
produce summary financial reports which should provide the necessary 
information for preparing statements of financial condition. The general 
ledger system should draw information from the financial systems that 
authorize, record, process, and report individual financial transactions. 
Consequently, the information presented in an agency’s general ledger 
and other subsidiary financial systems should be traceable to its state- 
ments of financial condition. 

As far back as December 1984, Education’s reports to the President and 
the Congress pursuant to FMFIA acknowledged that a major weakness in 
its accounting system was the inability of its general ledger system to 
accept and record information from its subsidiary accounting systems. 
As a result, the information in the general ledger cannot be reconciled 
with and substantiated by information in subsidiary systems. The 
Department also reported this weakness in its December 1986 and 1986 
FMFYA reports. For example, in December 1986 Education reported that 
its general ledger system 

l could not accept and record all relevant payroll expenses and liabilities, 
such as accumulated leave, from its subsidiary payroll accounting 
system; 

. did not reconcile with its subsidiary accounting system for receivables 
which accounts for and controls about $10 billion in receivables; 

l did not reconcile with its subsidiary accounting system interest pay- 
ments made to private lending institutions which total about $2.4 billion 
a year under the Guaranteed Student Loan program; and 

l cash balances did not agree with cash balances for the Department as 
recorded in Treasury’s accounting system. (These two balances should 
agree.) b 

The inability of Education’s general ledger system to accept all transac- 
tion information from its subsidiary accounting systems and to be recon- 
ciled with these systems has resulted in managers relying on estimates 
and records other than the general ledger to prepare the annual state- 
ments. Education officials told us that none of the information in Educa- 
tion’s statement of financial condition is drawn from the general ledger. 

The Department of the Treasury publishes, in its “Bulletin” for the first 
quarter of each fiscal year, statements of financial condition and 
detailed supporting schedules for all federal agencies. The statements 
present the status of agencies’ appropriated funds, assets (such as 
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accounts receivable), liabilities (such as accounts payable), and govern- 
ment equity (such as investments of the U.S. government). The “Bulle- 
tin” also includes detailed supporting schedules of accounts and loans 
receivable. Each agency furnishes Treasury with the data that is pub- 
lished. Our current review confirmed that the information on Educa- 
tion’s September 30, 1986, statement of financial condition submitted to 
Treasury did not flow from  and was not supported by its general ledger. 

Education advised us that it has been aware of weaknesses in its 
accounting system and has already taken action to improve the situa- 
tion Specifically, Education has implemented a new payment system 
which should improve the reliability of payment information flowing 
into its general ledger. Education has also modified the magnetic tape it 
receives from  the Federal Reserve Bank in Richmond, Virginia, so that 
information on the Higher Education Facilities and College Housing loan 
programs can be entered into the general ledger. Other systems that feed 
information into the general ledger are also being reviewed and revised. 
Education also advised us that it is reconciling its current general ledger 
records with Treasury records and source documentation. In addition to 
these initiatives, Education has a project underway to reblace its cur- 
rent general ledger system. 

Agency Comments and In written comments and discussions on a draft of this report, Education 

Our ‘fhm luation 
/ 

provided updated information on the results of loan prepayment activ- 
ity, further explanation of the costs associated with selling other out- 
standing loans, and actions taken to improve accountability over 
personal property and to correct weaknesses in its accounting system. 
We included this information in the appropriate sectionsmof this chapter. 
(See appendix II for Education’s specific comments.) 
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Education’s financial management problems are generally known and 
acknowledged by its managers. Their efforts to correct these problems, 
however, need to be improved. Specifically, action needs to be taken by 
top managers to more effectively communicate their emphasis on and 
expectations for implementing financial management improvements. 
Also, Education’s ADP planning process-particularly for major financial 
management system projects-needs to be strengthened to provide 
information needed to ensure that projects are funded and implemented 
on a priority basis. Finally, better follow-up is needed of contractor and 
grantee actions taken in response to audit findings and recommenda- 
tions to ensure that promised corrective actions relating to accounting 
and internal control systems are actually implemented. 

E ucation’s Annual 
Pl ns Do Not Give 
A equate Priority to 
Fi ancial Management 
P oblems 

i 

Education continues to experience problems in articulating top mana- 
gers’ emphasis on and expectations for implementing financial manage- 
ment improvements. A private management consultant pointed out this 
problem in a report in 1978 (when Education was part of the Depart- 
ment of Health, Education, and Welfare) and in another report in 1983. 
The consultant reported that Education’s combined planning and budget 
formulation process did not clearly articulate top managers’ goals, objec- 
tives, and priorities and that, as a result, Education had not acted to 
correct known problems, including financial management system 
deficiencies. 

Currently, the Secretary’s annual goals and priorities statement is used 
to communicate goals, objectives, and priorities to operating managers. 
This statement initiates Education’s annual planning and budget formu- 
lation effort which includes developing the ADP plan and budget request. 
The Secretary’s annual goals and performance priorities statements, b 
however, focus on specific program goals and priorities but only gener- 
ally discuss goals and priorities for financial management improve- 
ments-particularly internal department financial management 
improvements. These problems are discussed in general terms under 
headings such as debt collection and management improvements, but are 
not translated into detailed short- and long-range action plans specifying 
objectives, priorities, and timetables for achieving them. 

In addition, the Secretary’s statements omit certain droblems. For exam- 
ple, the Secretary’s goals and priorities statements fdr 1983 through 
1986 did not focus on the need to improve the Department’s accountabil- 
ity for and control over personal property even though these problems 
have been reported by the IG since at least July 1984 and have been 
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acknowledged by the Department in its 1984 to 1986 reports to the Pres- 
ident and the Congress under FMFLA. 

Our analysis of the 1983,1984, and 1986 statements (a statement was 
not issued for 1986) showed that for fiscal years 1983 and 1984, the 
goals for management improvements focused on the operations of con- 
tractors and grantees but did not address known problems with Educa- 
tion’s internal financial management operations. In contrast, the fiscal 
year 1986 statement included a financial management goal and perform- 
ance priority for Department management improvements focusing on 
internal operations to ensure that responsibilities are carried out as 
effectively and as efficiently as possible. The 1986 statement called for 
a separate effort to ensure that internal management improvements 
would be initiated. Thus, the Deputy Under Secretary for Management 
requested that the heads of all the Department’s organizational compo- 
nents provide written comments on the Department’s internal manage- 
ment problems and potential corrective actions. The Deputy Under 
Secretary received the requested written comments early in calendar 
year 1986. The written comments covered financial management, 
administrative, and program issues; however, specific short- and long- 
term action plans have not yet been developed based on the comments 
received. 

The private consultant recognized that Education’s top management I 
needed to establish specific goals and objectives for program and finan- 
cial management improvements. Consequently, in 1978 and 1983 
reports, the consultant recommended that Education’s planning and 
budget formulation approaches be improved to more clearly establish 
program and financial management goals, objectives, and priorities; 
communicate goals, objectives, and priorities to managers; develop and 
implement action plans; and assess the implementation of action plans. I, 
The consultant reported in 1978 and 1983 that (1) the Secretary’s priori- 
ties are personal and not the result of a systematic review of agency 
needs leading to institutionally derived priorities and (2) communication 
in the agency depends substantially on informal meetings from which 
results are not adequately documented and transmitted to affected 
parties. 

In response to the consultant’s 1983 report, Education initiated a strate- 
gic planning process to prepare departmentwide short- liLnd long-range 
goals. However, the 2- to 3-year timetable set for implementing the stra- 
tegic planning process was not followed. The process was not reinitiated 
after 1983, and the planned principal product of strategic planning, the 
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planning and fiscal guidance memorandum for fiscal years 1983 to 1987, 
was never issued. Prior to fiscal year 1987, Education’s only depart- 
mentwide short- and long-range plan was its ADP plan which included 
system designs and improvement projects for financial management sys- 
terns as well as other GDP projects. 

In discussions on a draft of this report, Education advised us that it pre- 
pared and submitted a S-year financial management improvement plan 
with its fiscal year 1987 budget request pursuant to Office of Manage- 
ment and Budget (OMB) circular A-127, “Financial Management Sys- 
tems.” The plan presented detailed short- and long-range action plans 
for financial management systems specifying objectives, priorities, and 
timetables for achieving them. We agree that the Department’s financial 
management improvement plans in response to OMB circular A-127, pre- 
pared for the first time after our audit work was completed, will provide 
the needed details on financial management system improvement 
projects not presented in the Secretary’s annual goals and performance 
priorities statements. 

Automated Data 
Processing 

provement Plans 

Education’s ADP improvement plans are prepared and updated annually 
to support its budget request for ADP which is included in Education’s 
part of the President’s annual budget request. The plans include projects 
for accounting systems design and improvement projects for systems 
operated by Education, and other ADP-related projects such as the acqui- 
sition of electronic mail systems and word processing equipment. The 
ADP plans, however, do not fully describe all projects, show milestone 
dates for all projects, or present the relative priority of projects. Also, 
the rationale supporting decisions to fund certain projects and not to 
fund other projects is not documented. As a result, Education’s ADP plan- 
ning process and resulting ADP plans cannot be evaluated to determine b 
whether ADP projects-particularly projects for accounting system rede- 
sign-are funded in priority order. 

The Department uses a three-track process to develop its annual plans 
and budget request. One track produces the Department’s program plans 
and related budget request, another produces the budget request for sal- 
aries and expenses, and a third track develops the ADP plan and related 
budget request. After the three individual budget requests are finalized, 
they are combined into a departmentwide request that is submitted to 
the Office of Management and Budget, the President, and ultimately the 
Congress. 
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W e  rev iewed E d u c a tio n ’s A D P  p lan  a n d  re la ted b u d g e t reques t d a te d  
N o v e m b e r  1 8 , 1 9 8 6 , wh ich  s h o w e d  f iscal year  1 9 8 6  ac tua l  A D P  expend i -  
tu res  a n d  f iscal years  1 9 8 6  a n d  1 9 8 7  b u d g e t reques ts a n d  inc luded fund -  
ing  fo r  pro jects th a t a re  a l ready  unde rway  a n d  p roposed  n e w  init iatives. 
W e  fo u n d  th a t th e  A D P  p lan  a n d  b u d g e t reques t 

inc luded financ ia l  m a n a g e m e n t inform a tio n  system s a n d  o the r  A D P -  
re la ted projects (such as  p rocu remen t o f A D P  e q u i p m e n t a n d  te l ecommu-  
n icat ions serv ices)  as  wel l  as  projects wh ich  shou ld  have  b e e n  b u d g e te d  
separa te ly  such  as  spec ia l  consul tant  s tudies o f educa tio n  issues th a t 
use  A D P  resources  to  comp i le  a n d  repor t s tudy inform a tio n , 
inc luded 2 8 4  projects fo r  wh ich  funds  we re  reques te d  fo r  f iscal years  
1 9 8 6  a n d  1 9 8 7  a n d  1 2 8  inact ive projects fo r  wh ich  n o  resources  we re  
reques te d  (89  o f th e  latter d id  n o t list reasons  fo r  n o t reques tin g  funds ) , 
p resen te d  al l  A D P  projects p roposed  by  p o ts b u t n o t in  a  @ prior i ty o rde r , 
p resen te d  8 0  project  titles  b u t d id  n o t p resen t, descr ip t ions o f th e  work  
to  b e  d o n e  unde r  these  projects,  a n d  
d id  n o t p resen t work  m i lestone d a tes  fo r  1 6 3  o f th e  4 1 2  projects 
inc luded in  th e  b u d g e t reques t. 

For  f iscal year  1 9 8 6 , E d u c a tio n  rece ived $ 4 6 .1  m i l l ion o f th e  $ 6 4 .8  m il- 
l ion reques te d  in  A D P  resources  in  its N o v e m b e r  1 9 8 6  A D P  p lan  a n d  
b u d g e t reques t, a n d  consequen tly, it pos tp o n e d  a n d  d id  n o t fu n d  fo r  fis- 
ca l  year  1 9 8 6 ,7 0  o f its 2 8 4  projects or ig inal ly  p l anned  a n d  b u d g e te d  fo r  
f iscal year  1 9 8 6 . T o p  m a n a g e m e n t pe rsonne l  w h o  m a d e  th e  dec is ions to  
pos tp o n e  a n d  n o t fu n d  cer ta in A D P  projects fo r  f iscal year  1 9 8 6  to ld  us  
th a t the i r  dec is ions we re  based  o n  d iscuss ions with se lected In fo r m a tio n  
Resource  M a n a g e m e n t Serv ice  a n d  P O C  sen ior  o fficials a n d  m a n a g e r s . 
These  d iscuss ions a n d  th e  ra tiona le  fo r  decis ions,  howeve r , we re  n o t 
d o c u m e n te d . 

W e  were  to ld  by  E d u c a tio n  o fficials th a t th e  relat ive pr ior i ty o f th e  2 8 4  
A D P  projects in  th e  f iscal year  1 9 8 6  A D P  p lan  was  n o t es tdb l i shed  in  th e  
A D P  p lan  a n d  b u d g e t reques t a n d  th e  projects we re  n o t repr ior i t ized as  a  
bas is  fo r  dec id ing  wh ich  ones  to  pos tp o n e . Ins te a d , d iscuss ions focused  
o n  th e  h igh-do l la r  va lue  projects a n d  m a n y  o f th e  lower-do l la r  va lue  
projects we re  n o t d iscussed.  

For  f iscal year  1 9 8 6 , E d u c a tio n  pos tp o n e d  cer ta in A D P  prbjects th a t we re  
des igned  to  address  known  accoun tin g  system  issues a n  ’ re ta ined  2 4  

“b  A D P  projects n o t re la ted to  known  accoun tin g  system  p ro  l ems . S o m e  
examp les  fo l low. 

I 
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l The long-range accounting system study designed to identify the Depart- 
ment’s long-range accounting system needs was postponed. 

l The Integrated Student Aid Delivery System project was postponed even 
though it was designed to correct longstanding weaknesses in the 
Department’s student financial aid accounting systems-including the 
Pell Grant and National Direct Student Loan programs’ systems. The 
Department’s 1986 ADP plan pointed out that, over a number of years, 
the Department has received many audit reports that identified serious 
deficiencies in the accounting systems supporting these programs which 
resulted in poor debt management, ineffective cash management, 
absence of needed internal controls, inadequate information, and the 
inability of the Department to ensure schools’ adherence to the Depart- 
ment’s policies, procedures, and regulations. 

l The Offerings and Enrollment Analysis Project was retained to study 
trends of postsecondary school course offerings and enrollments in 
order to develop a universal postsecondary course classification system, 

Education’s decision to postpone and retain certain ADP projects for fis- 
cal year 1986 could not be effectively evaluated to determine whether 
the highest priority projects were retained and funded because (1) the 
ADP plan and budget request did not present full descriptions of the 
work to be done under all planned projects and show the relative prior- 
ity of planned projects, (2) projects were not ranked during the decision- 
making process, and (3) discussions and decisions that resulted in post- 
poning 70 projects for fiscal year 1986 were not documented. Overall, 
the documentation for Education’s ADP plan and budget request and the 
funding decisions taken relative to ADP projects do not support an effec- 
tive, independent evaluation by Education’s top mangers of these deci- 
sions to determine whether projects are funded in a priority order. 

In discussions on our draft report, Education officials advised us that b 
beginning with the fiscal year 1987 annual ADP imprevement plans, 
these plans include detailed goals, objectives, purpose, and projected 
benefits of each project as well as the relative priority of each project. In 
addition, a new project tracking system was instituted in fiscal year 
1987 to establish and track all key milestone dates for each ADP 
improvement project. We believe that these actions should correct the 
weaknesses in Education’s ADP plans. 
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Inad’ 

.a 

quate Follow-up Education does not have adequate procedures and systems in place to 

on C ntractor and ensure that system deficiencies in contractor and grantee accounting 
systems are corrected promptly. These systems disburse billions of dol- 

Gra tee Audits lars in Education’s funds. Specifically, Education does not have ade- 
quate audit resolution systems to document follow-up and corrective 
actions for nonmonetary findings and recommendations relating to the 
accounting, program, and administrative systems and operations of all 
contractors and grantees that act as representatives for Education in 
carrying out day-to-day operations of Education’s programs. As dis- 
cussed in chapter 2, audits of school operations disclose the same 
accounting system weaknesses in successive audits. These deficiencies 
have resulted in the improper disbursement of hundreds of millions of 
dollars. 

As discussed in chapter 1, Education depends on the accounting systems 
and related procedures of schools-particularly postsecondary educa- 
tion institutions-to ensure that about $9 billion in annual student 
financial aid payments are properly made. It relies on biennial audits of 
the operations of these systems and procedures to disclose problems and 
initiate corrective actions, Weaknesses in Education’s audit follow-up 
systems do not provide the information managers need to ensure that 
schools actually implement pledged corrective actions. 

From fiscal years 1983 through 1986, about 600 audits and evaluations 
of Department internal operations were completed and more than 
10,900 audits and evaluations of school operations were completed.4 The 
Department documents all audit recommendations involving the recov- 
ery of moneys, and the Department uses this documentation to track the 
actual funds recovered related to each audit recommendation involving 
the recovery of moneys to ensure that the appropriate amount is actu- 
ally collected. 

We tested the audit follow-up activities of the Office of Postsecondary 
Education, whose contractors and grantees-postsecondary education 
institutions-disburse about $2.9 billion in Pell Grant awards, As dis- 
cussed in chapter 2, these institutions made about $600 million in erro- 
neous grant awards during a 2-year period. The Office of Postsecondary 
Education operates an automated audit and evaluation tracking system 

4The audits and evaluations include GAO reviews, IG reviews, Federal Managers’ Financial Integrity 
Act annual reviews, consultant studies and reviews of Department contractors and grantees (includ- 
ing colleges and universities), and special evaluations required by statute. 
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for reviews of school operations. However, because of computer pro- 
gramming problems, this system cannot produce needed reports on audit 
and evaluation findings and recommendations and on schools’ corrective 
actions. The Office of Postsecondary Education has retained a private 
consultant who is currently working to correct the programming prob- 
lems in the system. 

The Office of Postsecondary Education produced a special printout for 
our review of its automated system of tracking audit results. This 
printout is not produced in routine circumstances. We reviewed audit 
results included in the Office of Postsecondary Education’s automated 
tracking system for audit reports issued from September 1983 through 
June 1986 that covered reviews of the operations of 326 contractors and 
grantees and made more than 3,400 recommendations. About 2,400 rec- 
ommendations involved the recovery of moneys which were tracked by 
the IG. The remaining 1,000 recommendations involved financial man- 
agement improvements to school operations such as the upgrading of 
one school’s accounting system to identify administrative costs related 
to Education programs which are reimbursed to the school by 
Education. 

The Office of Postsecondary Education, however, did not document 
whether pledged contractor actions designed to respond to these 1,000 
recommendations were actually implemented. Office officials told us 
that for nonmonetary- financial management system-findings, once 
the school pledges a corrective action that is considered responsive to a 
particular audit recommendation, the audit recommendation is consid- 
ered closed. Future audits of the same school are relied upon to deter- 
mine whether the pledged corrective actions are acttrally implemented. 
Consequently, as discussed in chapter 2, successive audits of school 
operations disclose the same financial management findings year after b 
year. 

In an August 1986 memorandum to the Deputy Under Secretary for 
Management, the IG reported that Education’s approaches and systems 
for audit and evaluation tracking and follow-up are diffused throughout 
the Department’s POCS without any internal controls to ensure that all 
corrective actions have been implemented or that the status of correc- 
tive actions is adequately documented and reported. In addition, the IG 

reported that only two pots have audit tracking and follow-up systems 
and updated, written follow-up policies and procedures. The IG recom- 
mended that Education implement a departmentwide audit follow-up 
tracking and reporting system to provide reasonable assurance that all 
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reviews-of internal department operations as well as contractor and 
grantee operations-are promptly followed up and that adequate docu- 
mentation is maintained showing that prom ised corrective actions are 
actually implemented. 

Education’s December 1986 FMFIA report stated that it was developing 
an automated tracking and reporting system for GAO and IG audits which 
will be integrated with Education’s system for tracking weaknesses and 
corrective actions related to the FMFIA reviews. These actions will not 
address the just-discussed tracking of recommendations to schools. 

In commenting on a draft of this report, Education advised us that all its 
organizational components with audit resolution activities have submit- 
ted updated, written procedures for follow-up on audit findings and rec- 
ommendations. In addition, the Office of Postsecondary Education has 
taken steps to re-emphasize existing audit follow-up procedures for non- 
monetary audit findings. Also, the Department is proposing a system of 
fines for schools that do not implement corrective actions in response to 
audit findings in a timely manner. 

The publication of updated, written audit follow-up procedures is a pos- 
itive step, but it does not address all of the audit follow-up problems 
discussed. Specifically, the publication of follow-up procedures does not 
address the problem  of only two of Education’s six POCS having audit 
tracking and follow-up systems to record and report findings, pledged 
corrective actions, and implemented corrective actions. We believe that 
all POCS need to design and implement information systems to document 
audit follow-up activities. This documentation is needed ‘to ensure that 
audit follow-up procedures are followed. The new system of fines 
should help ensure that schools implement corrective actions for audit 
findings in a more timely manner. The effectiveness of fines, however, 
will have to be evaluated after the system has been in operation for a 
reasonable period of time. 

Age@cy Comments and Education advised us that it has taken actions to revise its audit follow- 

Our iEvaluation up procedures and we have updated that section of the chapter accord- 
ingly. However, additional action is needed to ensure that all PCXX imple- 
ment audit tracking and follow-up systems. (See appendix II for 
Education’s detailed comments.) 
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Ccjnclusions Overall, the Department of Education’s accounting system does not pro- 
vide managers with the reliable information they need to protect finan- 
cial resources from fraud, waste, and mismanagement and to satisfy 
internal and external financial reporting requirements The direct 
causes of these problems are the inadequate accounting systems for cer- 
tain financial resources and the perpetuation of contractor and grantee 
accounting system problems. The accounting system problems and their 
causes have been pointed out by prior audits and evaluations and are 
generally acknowledged by Education officials. 

Education has taken several initiatives to review and improve its cur- 
rent financial management systems. However, these projects focus on 
determining how to improve these systems rather than on evaluating 
and redefining the Department’s accounting system needs and develop- 
ing an overall financial management system design. We believe such a 
system design could serve as a master plan for designing and implement- 
ing individual systems. Such an effort-the long-range accounting sys- 
tem study-was included in Education’s fiscal year 1986 ADP plans but 
was deferred. 

Education continues to experience known financial management prob- 
lems because top managers have not established specific goals and 
objectives to correct these problems. Education’s ADP plans do not facili- 
tate the funding and implementation of projects in a priority order. Edu- 
cation does not ensure that its contractors and grantees actually 
implement pledged accounting system improvements. Education advised 
us that, beginning with its fiscal year 1987 budget submission, it pre- 
pared and submitted along with its budget request, a &year financial 
management improvement plan as required by OMB circular A-l 27, 
“Financial Management Systems.” This plan presents specific objectives, 
priorities, and timetables for financial management system improve- b 
ments and supports the Secretary’s annual goals and priorities state- 
ment. Education also advised us that, beginning with fiscal year 1987, 
its annual ADP plans will present the relative priority of all ADP projects 
and that it plans to institute a tracking system to establish and track 
milestone dates for ADP projects. 

/ Education, through its implementation of OMB circular A-127, has estab- 
lished short- and long-range financial management system improvement 
plans that include specific objectives, priorities, and timetables. These 
plans, however, did not result from a structured redefining of the 
Department’s financial management system needs as was contemplated 
in the deferred long-range accounting system study. Education needs to 
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reevaluate its financial management system needs, as contemplated in 
its deferred long-range accounting system study, and to use the results 
of this study to support development of both its financial management 
system improvement plans submitted pursuant to OMB circular A-l 2’7 
and its ADP system improvement plans. 

The major financial management problems facing Education have gener- 
ally been reported to top management through audits and evaluations of 
the Department’s program and administrative operations. The Depart- 
ment’s audit and evaluation follow-up procedures, ADP improvement 
plans, annual goals and performance priorities statements, and financial 
management system improvement plans in response to OMB circular A- 
127 are designed to address these problems. However, these efforts have 
not been structured and carried out to (1) ensure that planned corrective 
actions are actually implemented by contractors and grantees and 
(2) document that ADP projects address problems in a priority order. 
Education advised us that it has updated its written audit follow-up 
procedures but this action alone will not result in implementing systems 
to record and report findings, pledged corrective actions, and imple- 
mented corrective actions. Currently, only two of Education’s six pots 
have such systems in place. All pots need to have effective systems in 
place to document audit findings and pledged and implemented correc- 
tive actions. Education also advised us that, beginning with its fiscal 
year 1987 ADP improvement plans, the relative priority of each improve- 
ment project is shown in the plans. We believe that Education still needs 
to strengthen its planning and budgetary process to document discus- 
sions and decisions regarding the funding of ADP projects based on rela- 

, tive priorities. 

Age+cy Comments and In written comments and discussions on a draft of this report, Education b 

Our /Evaluation advised us that it has actions underway to improve its departmentwide 
financial management system and that it has made these projects a 
major funding priority. Education also advised us that it has taken other 
actions directed at improving audit follow-up and its ADP planning and 
budgeting process. We included references to these actions in the appro- 
priate sections of this chapter. (See appendix II for Education’s specific 
comments.) 

We have dropped our proposed suggestion that the Secretary include 
specific financial management system improvement projects in the Sec- 
retary’s annual goals and priorities statement because this suggestion 
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has been implemented through Education’s financial management sys- 
tem improvement plans which were first prepared in fiscal year 1987 in 
response to OMB circular A-127. We have also dropped our proposed sug- 
gestion that the relative priority of ADP improvement projects be 
included in Education’s ADP plan because Education implemented this 
suggestion beginning with its fiscal year 1987 ADP plans. 

R$commendations 
, . 

. 

We recommend that the Secretary of Education: 

develop an overall design for a departmentwide financial management 
system that (1) addresses known financial management problems 
including weaknesses in Education’s audit resolution and tracking pro- 
grams, (2) considers managers’ short- and long-range financial informa- 
tion needs, (3) establishes specific objectives, goals, priorities, and 
milestone dates for component system projects that, when taken 
together, will implement the conceptual design, and (4) sets the overall 
goals and timetables to be used in the planning and budgeting system for 
the department’s short- and long-range ADP improvement plans; 
develop and implement audit recommendation tracking and follow-up 
systems for nonmonetary recommendations for contractor and grantee 
operations that track the implementation of pledged corrective actions; 
and 
revise the Department’s planning and budgeting system for ADP plans to 
document discussions and decisions regarding the funding of projects. 
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The Department of Education was created by the Department of Educa- 
;,I, tion Organization Act approved October 17, 1979, with the first Secre- 

tary sworn in on December 6, 1979. It is a cabinet-level department 
which establishes policy for, administers, and coordinates most federal 
education programs. 

The Department is headed by the Secretary of Education and is organ- 
(- ized as follows: 

Dhpartment . Office of the Secretary and Under Secretary of Education, 
I . ten staff offices, 

l three departmentwide management offices, 
. six principal operating components (PO@), and 
l ten regional offices. 

Office of Secretary and 

I 

1J der Secretary 
The Secretary of Education is responsible for the overall direction, 
supervision, and coordination of all activities of the Department and is 
the principal adviser to the President on federal policies, programs, and 
activities related to education in the United States. The Under Secretary 
is responsible for assisting the Secretary in the overall direction, super- 
vision, and coordination of all activities of the Department and serves as 
principal adviser to the Secretary on federal policies, programs, and 
activities related to education. 

iii- The Secretary and Under Secretary are supported by 10 staff offices: 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 

Executive Assistant/Chief-of-Staff, 
Executive Secretary, 
Executive Assistant for Private Education, 
Special Counsel for Deregulation, 
Educational Appeals Board, 
Assistant Secretary for Civil Rights, 
Assistant Secretary for Legislation and Public Affairs, 
General Counsel, 
Director-Regional Liaison, and 
Inspector General. 

These offices assist the Secretary and Under Secretary in developing 
overall policy and management guidance; exercising management over- 
sight of programs; financial management and adminktrative operations; 
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and providing liaison services to the Congress, other federal agencies, 
educational institutions, professional organizations, and the public. 

I 

Office f Management 

Officeiof Planning, Budget and 
Eva&&ion 

The Offices of Management; Planning, Budget and Evaluation; and Inter- 
governmental and Interagency Affairs are departmentwide management 
offices that assist the Secretary and Under Secretary by managing and 
overseeing day-to-day administrative and financial management 
operations. 

The Office of the Deputy Under Secretary for Management is responsi- 
ble for developing, implementing, administering, and managing the 
Department’s management support programs. This includes administra- 
tive services, personnel administration and manpower management, 
labor management relations, management evaluations, procurement and 
contract services, property administration, systems analyses, data 
processing services, and interagency liaison of management regulations 
and standards. 

The Offices of the Comptroller and the Administrator for Management 
Services are responsible for carrying out the Office of Management’s 
responsibilities. The Office of the Comptroller (1) formulates, develops, 
and implements departmentwide financial management, ADP, contract 
and grant, administrative budget, and credit improvement programs and 
(2) conducts day-to-day ADP, accounting, and financial management 
operations. The Office of the Administrator for Management Services 
develops and implements the Department’s policies and procedures on 
all aspects of personnel management, administrative resource manage- 
ment, management improvement, and training. 

The Office of the Deputy Under Secretary for Planning, Budget and 
Evaluation serves as principal adviser to the Secretary and Under Secre- 
tary on planning and budget matters. The Immediate Office of the Assis- 
tant Secretary (1) coordinates Department activities in the preparation 
of the departmental budget, program analysis, and planning activities 
and (2) ensures that Department policy and program planning appropri- 
ately reflect the results of these activities. 

These services are provided through two subsidiary components: the 
Budget Service and the Planning and Evaluation Service. The Budget 
Service has lead responsibility for (1) developing and implementing 
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departmentwide systems and procedures for the Department’s budget 
process, including review of budget submissions and related materials, 
(2) formulating the Department’s budget policy, (3) presenting the 
Department’s budget to the public and the Congress, (4) establishing and 
maintaining a departmentwide budget execution system, and (6) con- 
ducting program operations review and analysis, including the monitor- 
ing of budget and policy implementation and of management objectives. 
The Planning and Evaluation Service has lead responsibility for 
(1) planning activities of the Department, (2) developing and overseeing 
the Department’s annual agenda of evaluation and policy analytic stud- 
ies and analysis of federal, state, and local education policies and issues, 
(3) conducting evaluations of Department program operations and 
impact on participants, (4) providing technical expertise in formula 
development, modeling, forecasting, and trends analysis tasks, and 
(6) conducting analyses of cost/benefit and institutional effects of 
regulations. 

The Office of the Deputy Under Secretary for Intergovernmental and 
Interagency Affairs is responsible for overall leadership in establishing 
and directing effective intergovernmental and interagency services for 
the Department. The office communicates with a wide variety of inter- 
gavernmental, interagency, and public advocacy groups and constituen- 
cies affected by Department policy, programs, and operations. 

Pljincipal Operating 
Cqmponents (POCs) 

The Secretary and Under Secretary are also supported by the Depart- 
ment’s six principal operating components. Five of the rots are headed 
by assistant secretaries and the other is headed by a director. 

Office of Postsecondary 
E&cation 

The Assistant Secretary for Postsecondary Education formulates policy 
and directs and coordinates programs for assistance to postsecondary 
educational institutions and students pursuing a postsecondary educa- 
tion. Programs include assistance for the improvement and expansion of 
American educational resources for international studies and services, 
grants to improve instruction in crucial academic subjects, and construc- 
tion assistance for academic facilities. Also included are programs of 
student financial assistance, including Basic Educational Opportunity 
Grants (Pell Grants), Supplemental Educational Opportunity Grants, 
Grants to States for State Student Incentives, National Direct Loans to 
Students in Institutions of Higher Education, Work-Study, Cooperative 
Education, and the Guaranteed Student Loan Program. 
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Office of II:lemcntary and 
ikm+wy Iklucation 

Office 
t! 
If Vocational and Adult 

Educa ion 

Office Bilingual Education and 
Minori y Language Affairs 

Office bf Special Education and 
Rehabilitative Services 

Office bf Educationti Research 
and I~rovement 

The Assistant Secretary for Elementary and Secondary Education for- 
mulates policy for, directs, and coordinates the activities relating to pre- 
school, elementary, and secondary education in the Department. 
Included are programs of grants to state educational agencies and local 
school districts for Indian and migrant education, programs of financial 
and technical assistance to school districts to meet special needs incident 
to the elimination of racial segregation and discrimination, and grants 
for the education of neglected and disadvantaged students. 

The Assistant Secretary for Vocational and Adult Education administers 
programs of grants, contracts, and technical assistance for vocational 
and technical education, education professions development, community 
schools, and comprehensive employment and training. The office is also 
responsible for providing a unified approach to rural and rural family 
education through the coordination of programs within the Department. 

The Director of the Office of Bilingual Education and Minority Language 
Affairs ensures access to equal educational opportunity and improves 
the quality of programs for limited English proficiency and minority 
languages populations by providing support for programs, activities, 
and management initiatives that meet the special educational needs of 
those populations. The office also provides assistance for the develop- 
ment, adoption, and implementation of plans for the desegregation of 
public schools. 

The Assistant Secretary for Special Education and Rehabilitative Ser- 
vices is responsible for (1) special education programs and services 
expressly designed to meet the needs of handicapped children and thus 
fully develop their potential and (2) comprehensive rehabilitation ser- 
vice programs specifically designed to reduce human dependency, to 
increase self-reliance, and to fully utilize the productive capabilities of 
all handicapped persons. Programs include support of (1) training for 
teachers and other professional personnel, (2) grants for ~research, 
(3) financial aid to help states initiate, expand, and improve their 
resources, and (4) media services and captioned films for the deaf. 

The Assistant Secretary for Educational Research and Improvement 
administers educational research functions of the Department concern- 
ing development, demonstration, dissemination, and assessment. The 
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office also administers a wide variety of discretionary grant programs 
to maximize individual program impact on school improvement. Existing 
and newly legislated programs include, but are not limited to: Arts in 
Education, Women’s Educational Equity, Basic Skills, Environmental 
Education, Consumers’ Education, Teacher Centers, Metric Education, 
Alcohol and Drug Abuse Education, Teacher Corps, Health Education, 
Law-Related Education, Civic/Citizenship Education, Marine-Aquatic 
Education, and Library Resources. 

Rqgional Offices 
/ 

The Department has 10 regional offices located in Boston, New York, 
Philadelphia, Atlanta, Dallas, Chicago, Kansas City (Missouri), Denver, 
San Francisco, and Seattle. These offices are managed by the Secretary’s 
regional representatives. Each regional office serves as a center for dis- 
semination of information and provides technical assistance to state and 
local educational agencies and other institutions and individuals having 
an interest in federal education activities. 

1987 

In fiscal year 1986, the Department received about $21 billion of which 
about $19.1 billion came from current budget authority and $1.9 billion 
from other sources. In fiscal year 1986, the Department also received 
about $21 billion of which about $18.5 billion came from current budget 
authority and $2.6 billion from other sources. In fiscal year 1987, the 
Department anticipated receiving about $19.2 billion of which $16.3 bil- 
lion was expected to come from current budget authority and the $2.9 
billion from other sources, (See table I. 1) 

In addition to managing these appropriated funds, the Department man- 
ages seven active and five defaulted loan accounts. Three of the active I, 
accounts service guaranteed loans and the other four service direct 
loans. In regard to the five defaulted loan accounts, ill defaults from the 
three active guaranteed loan accounts have been combined into one 
defaulted guaranteed loan account. Each of the fouractive direct loan 
accounts has a corresponding default loan account. 

Sources and Application of The following table summarizes the Department’s requests for funds 
Funds-Fiscal Years 1985 included in the President’s annual budget request for fiscal years 1985 
to’ 1987 ” to 1987. It highlights estimated sources of funds and expected uses of 

these funds to support the Department’s programs and departmental 
management. 
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Table 1.1 
Educatll 
Budget 

I:,Summary of the Department oi 
on’s Flrcal Years 1966 to 1967 
R/dquerts 

Dollars in millions 
1985 1986 1987 

Available funds 
Unobligated balance, beginning of year $1,231.6 $1,989.9 $1,485.6 
Funds appropriated 19,096.3 18,451.4 16,271.7 
Other federal funds 135.0 87.7 87.0 
Nonfederal funds 553.3 514.4 1,297.5 

Total funds available $21,016.2 $21,043.4 $19,141.8 
Available funds used 
Grants to states and local educational 
aaencies $8.950.9 $9.261 .O $8.100.5 
Student financial assistance 8,513.3 8,784.4 8,059.8 
Education facilities financial assistance 619.6 676.0 369.6 
Educational research 60.6 60.6 70.2 
Soecial institutions 369.6 400.7 252.8 
Departmental management 

Total funds used 
300.9 312.6 315.0 

$18,814.9 $19,495.3 $17,167.9 
Available funds not used 
Unobligated fund balance, end of year 
Unobliaated balance. transfers net 

$1,980.4 $1,485.6 $1345.4 
134.9 20.0 0 

Redemotion debt 62.0 41 .o 603.0 
Unobligated balance that will lapse 24.0 1.5 0 
Borrowing authority 

Total funds not used 
Total funds available 

0 0 25.5 
$2,201.3 $1,548.1 $1,973.9 

$21 mO16.2 $21.043.4 $19.141.8 
- 

Source: Budget of the United States Government, 1985-Appendix. 

The large estimated increase in revenues from nonfederal sources, for 
fiscal year 1987, resulted from the Department’s proposal to sell about 
$2.1 billion of its higher education housing loan portfolio to the public 
during fiscal years 1987 and 1988. The Department has estimated that 
this sale will yield about $679 million in 1987. 

Loan Accounts The scope of the three loan accounts managed by the Department is 
explained here. The guaranteed loan accounts consist of (1) guaranteed 
student loans, (2) guaranteed student loans marketing obligations, and 
(3) direct student loans. The guaranteed student loan account covers 
guaranteed loans administered through intermediate guaranty agencies 
under contract with the Department. The guaranteed student loans mar- 
keting obligations account concerns federal guarantees of obligations 
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issued by the Student Loan Marketing Association, as authorized under 
the Education Amendment of 1980. The direct guaranteed student loan 
account covers loans made directly to students by the Department. The 
Department stopped making direct guaranteed student loans in July 
1984. 

In addition to managing guaranteed loan accounts, the Department also 
makes direct loans, These consist of (1) national direct student loans, 
(2) higher education direct loans, (3) higher education facilities loans, 
and (4) higher education housing loans. The national direct student loan 
account covers loans handled by participating institutions through 
revolving loan funds capitalized in part with federal contributions allo- 
cated among states by formula. The higher education direct loan account 
covers direct loans made under the Cuban and Law Enforcement Educa- 
tion Loan programs. 

The higher education facilities loan account covers loans made to col- 
leges and universities for construction or renovation of academic build- 
ings. The higher education housing loan account covers loans made to 
colleges and universities for the construction or renovation of student 
housing facilities. 

The following tables present a financial overview of the Department’s 
direct and guarantee loan accounts as of October 1, 1986 and 1986. This 
information was based on estimated loan account balances presented in 
the President’s fiscal year 1986 budget request. These amounts have not 
been audited. 
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Table 1.2: Estimated Loan Account 
Balanced for Direct Loans and Loan 

for Which Principal and 
ayments Are Current 

: Estimated Loan Account 
Balances for Direct Loans and Loan 
Quarantees for Which Prlnclpal and 
Interert Payment8 Are Not Current 

Dollars in millions 
Beginning Beginning 
fiscal r;;; fiscal year 

1988 
Guaranteed loan accounts 
Guaranteed student loans 
Guaranteed student loans marketina obliaations 

$31,962.0 $36,383.0 
5.000.0 5.000.0 

Other guaranteed loans 
Total 

2,464.6 3,017.o 
$39,428.8 $44,400.0 

Direct loan accounts 
National direct student loans 4,974.2 5076.3 
Hiaher education direct loans 86.1 63.7 
Higher education facilities loans 375.1 360.1 
Higher education housing loans 

Total 
Total 

2,675.5 2,314.l 
8,110.g 7,814.2 

$47,537.5 $52,214.2 

Source: Budget of the United States Government, t987-Appendix. 

Dollars in millions 

- 
Cuaranteed loan accounts 
Guaranteed student loans 

Beginning Beginning 
fiscal 1ygegas fiscal 7;;; 

$2,374.6 §i2,860.0 
Direct loan accounts 
National direct student loans 
Hiaher education direct loans 

1,135.l 1,185.3 
33.4 23.: 

Higher education facilities loans 27.9 18.7 
Higher education housing loans 

Total 
Total 

105.6 
1,302.O 

$3.878.8 

88.8 
1,315.g 

54.175.9 

Source: Budget of the United States Government, 1987-Appendix 
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Stbements 
Ccjndition 

of Financial The Department’s estimated statements of financial condition, as 
reported in the U.S. Department of the Treasury’s “Bulletins” for fiscal 
years 1982, 1984, and 1985 are presented in table 1.4. The Department’s 
statement of financial condition for fiscal year 1983 was not published 
in Treasury’s “Bulletin” because the Department did not provide its 
statements to Treasury promptly. As discussed in chapter 2, the infor- 
mation for the Department, as published in Treasury’s “Bulletin,” does 
not flow from the Department’s general ledger accounting system but is 
based on estimates and records other than the general ledger accounting 
system. The information, however, is presented to show the relative 
importance of the Department’s assets, liabilities, and government 
equity. 
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Table 1.4:/ Statement8 oi Financial Condition for Fiscal Years 1982.1984. and 1985 as ReDOrted in Treasurv’s “Bulletin” 
Dollars in millions 

I Fiscal year 1985 Fiscal year 1984 Fiscal year 1982 

$15.804.8 $13.618.6 $13.478.4 
Accounts receivable: 

Govern nent agencies “I~ 
Public 
Less: Allowance for doubtful accounts --------I 

Advancesj: 
Government 

- 
agencies 511.5 133.5 64.8 

Public i 5 3526.1 25.7 

54.0 35.4 67.3 
262.2 538.4 344.7 
(45.5) (40.6) (4.5) 

-- I - 
Total current asset8 $18,587.5 $17,811.4 $13,978.4 

Loans rec,bivables 11,068.g 5,515.3 12,749.2 
Less: A lowance for doubtful loans (2524.9) (1,609.2) (1,062.5) 

structured 126.9 124.2 126.2 
Equipment 

Less: A lowance for depreciation 
Other assets 

59.3 55.8 64.2 
(37.4) (37.3) (57.1) 

600.7 614.7 514.2 
Less: A)lowances (273.0) (243.9) (266.1) 

Total Asjets $25.808.0 $22.231.1 S28.044.B 

Llabllltie/ 
Accounts payable 
Deposit ftnd liabilities 

$3,157.7 $8793.0 $4,102.4 
92.9 44.5 9.9 

Accrued iinnual leave 

/ 
Unfunded1 liabilities 

Debt issued 
Total Ilabllitles 

15.8 
0 

25.5 
0 

.5 
1,337.5 

3,184.g 2,909.5 3,205.2 
$6,451.3 $8,772.5 $8,855.5 

Qovernnht equity . - 
Unexpended budget authority $12,760.5 $10,429.0 $9,691.6 

(15.8) (255) (124.2) 
13485.6 18493.6 7.794.5 

Other equity 4,926.4 3,561.5 27.1 
Total equity $19,155.7 $15,458.8 $17,389.0 

Total Liabilltles and Equity $25,608.0 $22,231 .l $25,044.5 
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Dkpaxtment’s The Department operates 29 accounting systems to account for, control, 

&counting Systems and report on its appropriated funds and other resources. The following 
table lists the 29 systems and briefly describes the functions carried out 
by each. These 29 accounting systems are in consonance with the 
accounting system inventory included in the Department’s December 
1986 FWIA report. 

lo 1.5: Accounting Syatemr 
Nabe Purpose 

ncial Information Retrieval, Error 
ection, and No Errors Data Entry System 

Maintains the Department’s official general ledger accounts, prepares summary financial 
reports, and provides summary financial controls for the Department’s appropriated funds 
and other resources. 

Edhcation Department Payment Management Processes cash disbursements; is maintained bv the DeDartment of Health and Human 

deceivable Svstem - 
Services. 
Records and maintains detailed accounts receivable resultina from audits that disallowed 
contractor and grantee disbursements and amounts due from students under financial aid 
programs after collection efforts were abandoned by the educational institutions and the 
accounts were turned over to the Debartment for further collection efforts. 

Gr nts and Contracts Management System Awards, records, controls, and accounts for all discretionary grants and some formula 
grants. 

Pa$roll Accountina System Records, controls, and makes the Deoartment’s oavroll disbursements. 
Ad inistrative Payments System Records, accounts for, controls, and makes the Department’s travel and other 

administrative expense disbursements; is run at the U.S. Department of Agriculture’s 
National Finance Center. 
Creates requests for proposals and contract award documents and generates transactions 
to obligate appropriated funds. 
Accounts for and controls disbursements for purchases of $25,000 and less and generates 
accountina entries for the aeneral ledaer svstem. 

Bu 
f 

get Execution System Records, accounts for, and controls apportionments of the Department’s appropriated 
funds; prepares and issues formal apportionment documents for the Department’s 
orrranizational components. 

Co[lege Housing and Higher Education Awards and records loan, 
Facilities Systems and Higher Education Faci itres Programs. 8. 

rant, and interest subsidy payments for the College Housing 

$$ran$aed Student Loan Interest Payment Records, controls, accounts for, and makes interest payments under the Guaranteed b 
Student Loan Program as well as special allowance payments due private lenders. 

Federal Insured Student Loan and National 
Direct Student Loan Collection System 

Records, accounts for, and controls cash payments received on defaulted loans and 
repayments under the Federal Insured Student Loan and National Direct Student Loan 
programs. 

Pell Grant Reaular Disbursement &stem Processes arant awards and administrative cost allowance oavments to hiaher education 
I 

institutionsihat have agreed to participate in the administration and management of the 
Pell Grant Program. 

Pel Grant Alternate Disbursement Validation 
Tracking System 

Records detailed information on individuals who apply for Pell Grant assistance through 
the Department’s Pell Grant Alternate Disbursement program. This system maintains a 
data base of all students who receive Pell Grant payments through the Pell Grant Alternate 
Disbursement Svstem. . 

Pelt Grant Alternate Disbursement Svstem Calculates, awards, controls, and makes pavments directlv to Pell Grant aoolicants who 
attend higher education institutions that have elected not io participate in’the 
administration and management of the Pell Grant Program. 

(continued) 
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Name , Purpore 
Guarantee 
Reinsuran (I 

Student Loan State Agency 
e System 

Records, accounts for, and controls cash advances, claim payments, and administrative 
cost payments made to state guarantee agencies under the Guaranteed Student Loan 

izG$TiizL~ 
Program. 
Records, accounts for, and controls all grants awarded to colleges and universities under 
the College Work Study and Supplemental Educational Opportunity Grant Program. -- 

Guarantee Student Loan-Federally Insured 
Student Claim Payment System 

Awards, records, accounts for, and controls payments to lenders for defaulted loans 
insured directly by the federal government through the Guaranteed Student Loan Program. 

Cuban Loan 
4 

Law Enforcement/Pell 
Collections ystem 

Records, accounts for, and controls cash receipts and loans and grants receivable under 
the Cuban Loan, Law Enforcement, and Pell Grant Programs. 

Training Obligation System Accounts for and controls disbursements for training provided to Department employees, 
Personal Property Management System Records, accounts for, and controls government-owned property in the possession of 

contractors, and records, accounts for, and reports the purchase, transfer, and disposal of 
I personal property used within the Department. 

-Instruction Program Records and processes grant awards payments to institutions to establish special 
proarams to assist Vietnam war-era veterans in adiustina to colleae life. 

Impact Aid/Payment System Records and accounts for Impact Aid payments to local education districts. 
Indian Education Entitlement System Records, accounts for, controls, and processes disbursements under Indian Education 

formula grants. 
- Formula ar d Block Grant Systems- Awards and makes payments under formula and block grants to various state and 

comprises these six manual systems: territorial agencies programs. 
Office of Elementary and Secondary 
Educatian Formula and Block Grant System 
Office of Educational Research and 
Improvement Formula and Block Grant 
System 
&ice of Special Education and 
Rehabilitation Services Formula and Block 
Grant System 
Office of Bilingual Education and 
Rehabilitation Services Formula and Block 
Grant Sqstem 
Office of[Vocational and Adult Education 
Formula end Block Grant Svstem 
Office of:Postsecondary Education Formula 
and Blocjk Grant System 
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Comments From the Department of Educatioi 

Noie: GAO comments 
supplementing those in the 
rebort text appear at the 
en ti of this appendix. 

Se 
1 

comment 1. 

Seie comment 2. 

UNITED STATES DEPARTMENT OF EDUCATION 
OFFICE OF THE DEPUTY UNDER SECRETARY FOR MANAGEMENT 

AUG 3 I 1987 

Mr. Frederick D. Wolf, Director 
Accounting and Financial 
Management Division 
General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Wolf: 

Thank you for the opportunity to comment on the draft audit 
report dated July 15, 1987 entitled "Financial Management: 
Top Management Emphasis Needed to Improve Accountability at 
Education." 

We have made significant progress in strengthening and 
integrating the financial management functions at the Department 
since GAO completed its field work and certain aspects of the 
findings no longer apply as corrective action has been com- 
pleted. We still have considerable work to accomplish before 
we realize our goal of a single, fully integrated, financial 
management system at the Department of Education (ED). 

GAO's report identifies deficiencies in the Department's finan- 
cial management systems and demonstrates adverse effects from 
those weaknesses. The report, however, fails to develop the 
underlying causes for the deficiencies you cite and the 
recommendations are so broadly stated and outdated that they 
have a limited use to us. In many places in the report, the use 
of budget terms and numbers are inaccurate. Due to the seriousness 
of the allegations in the report with regard to student aid pro- 
grams and the numerous inaccuracies, we do not believe the report 
should be issued until your staff meets with the appropriate ED 
staff to discuss the report's content. 

We offer the following responses to your individual findings: 

GAO Finding 

"Loan records for the Department of Education's $2.6 billion 
college housing and academic facilities loan portfolios were 
inadequate." 

400 MARYLAND AVE. S.W. WASHINGTON, D.C. 10101 
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See page! 3 1; ? and 18. 

Page 2 - Frederick D. Wolf 

ED Response 

The College Housing and Academic Facilities loan programs have 
recently undergone significant changes with the advent of our 

loan asset sales program under which the Chemical Bank of New 
York is acting as our financial advisor. ED has recovered $499 
million over the past year by discounting $792 million in loans. 
Chemical Bank is working with us to complete the loan files 
prior to sale. The audit report quotes a consultant’s 
estimate of $75 million to clean-up the loan files. This is 
misleading, however, in that the $75 million actually referred 
to the total transaction costs estimated by the consultant. In 
fact, total transaction costs will be much lower than that early 
estimate. Moreover, because of ED’s discounting program, our 
use of a sampling methodology for rating the loans, and our 
in-house work to clean-up the files, the final clean-up costs 
will be a fraction of the transaction costs. 

GAO Finding 

“The department lacks adequate accounting for and control over 
property, much of which is held and used by contractors and 
grantees.” 

ED Response 

ED identified the need for improved accountability over personal 
property as a result of an internal accounting review completed 
in 1986. As a result of that review, we decided to survey other 
Federal agencies to find the best property management system 
that would meet all of our needs. In keeping with Reform 88, 
our plan was either to acquire an existing system to avoid 
development costs or seek a cross servicing arrangement, 
wherein we would use a system operated by another agency. We 
subsequently entered into a cross servicing agreement with the 
Department of Agriculture’s National Finance Center (NFC). We 
believe our agreement with NFC has resulted in the most cost 
effective way to strengthen personal property accountability at 
ED. 

Regarding property held by contractors and grantees, the GAO report 
makes little or no distinction regarding accountability for prop- 
erty held by contractors versus that held by grantees. The report 
appears to conclude that all property should be treated as if it 
had been purchased directly by ED. 

The report states that ED “owns” the property purchased under 
grants - including formula grants. We disagree. Except under 
very unusual circumstances, property purchased under a grant 
remains with the grantee subject to general government-wide 
disposition requirements, even after the grant expires. 
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$+a pages 18 and 19. 

Page 3 - Frederick D. Wolf 

Regulations under Chapter 34 of the Code of Federal Regulations, 
Subchapter 74.133, and Chapter 41 of the United States Code, Sub- 
chapter 1892 state that, subject to obligations and conditions 
set forth in the award document, title to real property, equipment, 
and supplies acquired under a grant or subgrant shall vest, upon 
acquisition, in the grantee or subgrantee. 

We are responsible for maintaining accounting control of property 
held by contractors, however, regulations require us to rely on the 
records of our contractors as the basis for official property 
records under the contract. ED is in the process of implementing 
a Grants and Contracts Management System which, supported by the 
NFC system, will track and control all property held by our 
contractors. This system is expected to be fully operational by 
December 1, 1987. 

We believe all the weaknesses in accountability over personal. 
property at ED will be eliminated with the implementation of the 
NFC system and the Grants and Contracts Management System. 

GAO Finding 

"The Department of Education relies on accounting systems run by 
schools to disburse $2.9 billion annually under its Pell Grant 
Program. GAO’s review disclosed weaknesses in the schools' 
accounting systems which result in hundreds of millions of 
dollars in erroneous disbursements each year." Weak controls 
also impede collection of overpayments. 

ED Response 

ED does not rely on accounting systems operated by postsecondary 
education institutions to disburse funds under the Pell Grant 
program. ED maintains not only summary records but also 
detailed accounting records for the Pell Grant program. The 
primary systems include a Pell Grant Application System which 
determines eligibility and a Pell Grant Disbursement System 
which operates on as close to a reimbursable funding basis as 
possible. ED advances only a limited amount of funds until 
schools submit detailed data which ED uses to authorize funds 
for payments that schools have already made to students and 
near term future payments. These payments are stringently 
edited, and any excess award amounts within a given campus are 
immediately disallowed. The school is responsible for any 
collections. ED returns feedback documents to schools which 
permits them to correct their records and adjust the student's 
payments. 
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See pagei 24. 

Page 4 - Frederick D. Wolf 

The Disbursement System also automatically identifies all students 
reported by more than one campus and alerts the schools to the 
potential for excess awards. We are about to implement an auto- 
mated reporting procedure to notify the school, the appropriate 
ED collection office and/or the Office of the Inspector General 
of all cases where students who have attended multiple institu- 
tions have received excess payments. This reporting would not 
be possible if the Disbursement System did not already provide 
for the identification and recording of such cases. 

The audit report refers to many audit findings in prior audit 
reports including hundreds of millions of dollars in erroneous 
payments under the Pell Grant program. We need clarification 
of these findings to determine exactly where these errors 
occurred and whether they can be attributed to the Pell Grant 
program. 

The audit report states that ED's accounting systems for the 
Pell Grant program do not record receivables and report infor- 
mation needed to preclude or collect overpayments. Until 
1986, the law provided that a student's liability for 
overpayments at a school only precluded that student from 
receiving further Title IV funds at that school. It was the 
responsibility of the schools to collect such funds and 
prevent f,urther awards. Since the activity was primarily 
between the school and the student, there was no need to 
establish accounts receivable at ED. 

GAO Finding 

"The accounting systems for discretionary grant and contract 
awards do not provide managers with the information needed to 
manage, control, and report on the more than $1 billion in 
contract and grant awards made each year." 

ED Response 

The audit report cites three instances where the current 
contract and grant information systems could not provide timely 
information and, based on those isolated instances, concludes 
that the system does not "... provide managers with the 
information needed..." The report does not acknowledge that the 
systems currently do provide timely information for over 500 
routine requests per year. The three instances cited were not 
routine. Moreover we have already designed a successor system 
and will implement it in FY 1988. We anticipate that the new 
Grants and Contracts Management System will provide even more 
flexibility and responsiveness than the current system. 
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GAO Finding 

"Education's general ledger system, which should be used to 
manage its financial operations and be the source of the agency's 
financial statements, contains unreliable data because of in- 
adequate and inefficient computer systems which support the 
general ledger and subsidiary accounting systems.” 

ED Response 

ED has been aware of the weaknesses in its accounting system. 
Much has already been done to improve this situation. 

Our first priority has been to correct the data flowing into the 
general ledger from subsidiary financial systems. Implementa- 
tion of a new payment system has already improved payment data. 
Other major systems which feed, and are subsidiary to, the 
general ledger are being reviewed and revised to improve this 
operation. We are also reconciling existing general ledger data 
with Treasury records and source documentation. 

In addition to our efforts to improve the existing records, 
we have a major procurement under way to replace the current 
accounting system. We are evaluating alternatives including a 
cross servicing agreement with NFC to use their automated 
general ledger system and external reporting capabilities. 

Additional ED Comments 

In addition to our responses to individual findings, we wish to 
correct or comment on some other portions of the draft report. 

The audit report states that ED does not maintain a system which 
provides for adequate follow-up on non-monetary determinations 
as a result of contractor and grantee audits. As a result of 
previous audit findings by ED's Office of Inspector General, the 
Management Improvement Service identified the lack of up-to-date 
written policies and procedures for follow-up on corrective actions 
as a weakness in ED's Audit Resolution System. ED has taken action 
to correct this weakness. All ED components with resolution re- 
sponsibilities have submitted updated written procedures for 
follow-up on non-monetary findings related to audits of grantee 
and contractor operations. For example, the Office of Post- 
secondary Education's follow-up procedures rely heavily on 
subsequent audits to determine whether promised corrective 
actions have actually been completed. 
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Page 6 - Frederick D. Wolf 

On page 4, the audit report discusses $600 million in erroneous 
awards by the Pell Grant program over a a-year period. The 
audit report was not clear whether "erroneous" awards were 
really errors or whether they were the result of normal award 
adjustments required by the Pell Grant program. We must point 
out the distinction between error versus adjustments. Adjust- 
ments to awards are needed and occur as a result of students' 
course changes, but they should not be considered errors. We 
believe that the report needs clarification on this statement. 

On pages 11 and 12, the statement is made that participating 
institutions "identify eligible students" for Pell Grants. 
Participating schools do not identify eligible students; ED 
through its Application Processing Systems identifies eligible 
students. The participating schools' involvement in determining 
student eligibility is limited to ascertaining that an eligible 
student is enrolled in an eligible program and is maintaining 
satisfactory academic progress. 

On page 22, the statement is made that ED provides post- 
secondary educational institutions with cash advances 
to make payments to students and to help reimburse their 
administrative costs. The Pell Grant program does not provide 
cash advances to schools for administrative costs. Pell Grant 
administrative costs are reimbursable ($5.00 per recipient) 
when supported by detailed student records. 

On page 59, the statement is made that ED's payment management 
system is run by the U.S. Department of Agriculture's National 
Finance Center. This is not correct. Our Payment Management 
System is maintained at the U.S. Department of Health and Human 
Services. 

ED Conclusions on GAO Recommendations 

GAO's recommendations are to: (1) develop an overall design for 
a department-wide financial system; (2) communicate to de- 
partment operating managers top management's emphasis for 
internal departmental financial management improvement1 (3) 
develop and implement an audit tracking and follow-up system for 
non-monetary recommendations; and (4) revise the department's 
planning and budgeting system for automatic data processing 
(ADP) plans to put financial management projects in a priority 
order and document discussions and decisions regarding the 
funding of projects. In making these recommendations, we do not 
believe GAO fully considered the efforts under way at the time 
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Page 7 - Frederick D. Wolf 

of or since the audit field work. As discussed above, ED has 
been making substantial improvements in its department-wide 
financial system. With respect to the second recommendation, 
top management has consistently emphasized the importance of 
financial management improvement. We have also updated written 
procedures for follow-up on non-monetary audit recommendations, 
as addressed above. Finally, ED is continuing to make progress 
in our ADP planning and budgeting process and have made 
financial management projects a major funding priority. 

In conclusion, we believe the draft audit report should undergo 
major editing before it is released. We believe that some of the 
statements offered as "evidence" do not constitute adequate 
documentation and that samples used were not sufficient. We 
believe many of the issues contained in this report such as 
accountability for Pell Grant funds, property accounting, and 
management's emphasis on improv,ement of its financial manage- 
ment system should be discussed with ED staff so that misconcep- 
tions can be resolved and the information in the report brought 
up to date before a final audit report is issued. 

We will be happy to arrange for your staff to meet with the 
appropriate ED staff to discuss the issues mentioned in this 
report in greater detail. 

Sincerely, 

Mary i. Rose 
Deputy Under Secretary 

for Management 

Y  
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The following are GAO'S comments on Education’s Deputy Under Secre- 
tary for Management’s letter dated August 31, 1987. 

1. The report title has subsequently been changed. 

2. The report focuses on evaluating the adequacy of financial manage- 
ment information provided Education’s managers to support day-to-day 
management of program and administrative operations and to support 
effective control over appropriated funds and other resources. Conse- 
quently, the causes of the financial management system deficiencies are 
expressed in terms of the lack of reliable information provided mana- 
gers. In addition, the recommendations in the report, rather than 
addressing specific, technical system design improvements, deal with 
broad management actions which we believe that the Secretary needs to 
take to foster financial management improvements. We reviewed Educa- 
tion’s detailed comments and did not find specific references to inaccu- 
racies in budget terms and numbers. In addition, we met with Education 
officials to discuss our draft report and have included their comments 
where appropriate. 

3. The report clearly refers to summary information on audit reports 
relating to school Pell Grant Program operations. Recommendations and 
pledged corrective actions are currently being tracked by Education’s 
Office of Postsecondary Education. Both the schools and the Office of 
Postsecondary Education have acknowledged the validity of the audit 
findings and recommendations. Our report also refers to a previous GAO 
report that discussed the effectiveness of school actions to correct audit 
weaknesses. Education commented on this report when it was issued. 

4. This comment refers to a statement in the executive summary which 
is explained fully in the text on page 2 1. The issue raised by Education 
is discussed in the previous GAO report as noted in the text of our report. 

6. In response to Education’s concerns, we discussed our draft report 
with Education officials. We received additional details on the actions 
Education has accomplished or planned to address the issues discussed 
in our report. This information is reflected in our report a8 appropriate. 

*U.S. G.P.O. 1987~201-749160206 
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U.S. General Accounting Office 
Post Office Box 6015 
Gaithersburg, Maryland 20877 

Telephone 202-275-6241 

The first five copies of each publication are free. Additional copies are 
$2.00 each. 

There is a 25% discount on orders for 100 or more copies mailed to a 
single address. 

Orders must be prepaid by cash or by check or money order made out to 
the Superintendent of Documents. 
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