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Dear Dr. Zelman:

This Final Audit Report presents the results of our audit of the Ohio Department of Education’s (ODE) monitoring and resolution of single audits for subrecipient fiscal years ending in calendar year 2002.  The objectives of our audit were to determine if ODE (1) monitored subrecipients to ensure they submitted annual audit reports in compliance with Office of Management and Budget Circular No. A-133, Audits of States, Local Governments, and Non-Profit Organizations (OMB Circular A-133) and the U.S. Department of Education’s (ED) regulations, (2) issued management decisions on audit findings within six months of receipt of single audit reports, and (3) ensured that the subrecipients took appropriate and timely corrective action.

We provided a draft of this report to ODE.  In its response, dated March 30, 2004, ODE did not concur with our finding that it did not monitor subrecipients to which it disbursed less than $300,000 in federal awards to (1) determine whether subrecipients should have submitted single or program specific audit reports, and if required to, (2) issue management decisions on audit findings, and (3) ensure subrecipients took timely and appropriate corrective action.  ODE disagreed with our recommendation that it develop policies and procedures to ensure that all subrecipients expending $300,000
 or more in federal awards during the subrecipient's fiscal year have a single or program-specific audit conducted for that year.  ODE’s response did not cause us to change our finding and recommendation.  We have summarized its comments after the finding and have included them in their entirety as an attachment.  

AUDIT RESULTS
Finding Number 1 – ODE Did Not Monitor Subrecipients For Submission of Required Audit Reports

ODE did not monitor subrecipients to which it disbursed approximately $42 million in federal awards to determine whether they had single or program specific audits conducted, if required by OMB Circular A-133 and ED regulations.  Even though ODE disbursed less than $300,000 in federal awards to each of these subrecipients, those awards plus additional federal awards received directly or indirectly from other agencies may have resulted in total federal expenditures of $300,000 or more.

OMB Circular A-133, Attachment §§ 400(d)(4) and 200(a) (1997) require that a pass-through entity ensure that its subrecipients expending $300,000 or more in federal awards during the subrecipient's fiscal year have a single or program-specific audit conducted for that year.  In response to comments on the proposed revision of OMB Circular A-133, the Office of Management and Budget (OMB) stated in the Federal Register, dated April 30, 1996, that as one technique to satisfy its responsibility for subrecipient audits, a pass-through entity could clearly explain the audit requirements to the subrecipients and ask the subrecipient the amount of its total federal expenditures.  Also, 34 C.F.R. § 80.26 (2000) requires that a state government providing federal awards to a subgrantee, which expends $300,000 or more in federal awards in a fiscal year, determine whether the subgrantee has met the audit requirements of the Single Audit Act Amendments of 1996 and revised OMB Circular A-133.

ODE's interpretation of OMB Circular A-133, Attachment § 400(d)(4) is that, if it provided less than $300,000 in federal awards to a subrecipient that received more than $300,000 in total federal awards from all state and federal government agencies, it has no responsibility to ensure a single audit is performed.  Therefore, ODE did not have procedures to monitor the total federal expenditures of these subrecipients or determine whether they have met the audit requirements.  Before disbursing federal awards, ODE requires each subrecipient to provide a general certification that it will have the required financial and compliance audits conducted in accordance with OMB Circular A-133.  However, this certification does not explain the $300,000 threshold or the subrecipient requirement to submit the audit to the pass-through entity. 

ODE disbursed approximately $42 million in federal awards, totaling less than $300,000 each, to 1,359 subrecipients that did not submit a single audit to ODE.  Because ODE did not have policies and procedures to determine whether these subrecipients were required to have single or program-specific audits performed or follow-up with those that did not submit audits, approximately $42 million is potentially at risk.  For example, we determined that at least 8 of the 32 subrecipients receiving between $200,000 and $300,000 in federal awards (approximately $1.7 million total) through ODE received over $300,000 in total federal awards and submitted a single audit to the Federal Audit Clearinghouse (FAC).  Because ODE did not receive these single audit reports, it did not monitor audit findings that may have been relevant to federal awards that flowed through ODE.  ODE did not issue management decisions on relevant audit findings or ensure these subrecipients took appropriate and timely corrective action, as required by OMB Circular A-133, Attachment § 400(d)(5) (1997).  Therefore, there is an increased risk that deficiencies identified in subrecipient audits have not been corrected and that questioned costs have not been returned.  

Recommendation
We recommend that the Chief Financial Officer, Office of the Chief Financial Officer, direct ODE to 

1.1
develop policies and procedures to ensure that all subrecipients expending $300,000
 or more in federal awards during the subrecipient's fiscal year have a single or program-specific audit conducted for that year.  These policies and procedures should include provisions for providing correspondence to each subrecipient that (1) outlines their specific audit responsibilities per OMB Circular A-133, and (2) requires them to provide, to ODE, after-the-fact certifications of their total federal expenditures if they are not submitting a single or program-specific audit.

Auditee Comments

ODE did not concur with our finding and recommendation.  ODE believes that because OMB Circular A-133 states that the pass-through entity is responsible for 'the awards it makes,' ODE is not responsible for ensuring a single audit is completed if awards from other agencies increase the total amount of federal awards to a subrecipient to over the $300,000 threshold.  ODE stated that subrecipients must bear some of that burden because it is the their responsibility to ensure audits are properly performed and submitted when due.  Also, in a situation in which ODE provides a small percentage of total federal awards to a subrecipient, it is not logical for ODE to be responsible for ensuring that a single audit was completed.  In addition, a program with an amount under $300,000 would generally be classified as a relatively small 'type B' program and would not be selected for audit using a risk-based approach. 

To make a true determination of whether each subrecipient should have submitted a single audit, ODE stated it would need to do an enormous amount of work to determine whether funding received is actually a federal award, as opposed to payments for serving as a vendor providing services.  ODE disagreed that each subrecipient should certify that it received less than $300,000 in total federal awards. 

OIG Response

Based on its interpretation of OMB Circular A-133, ODE believes that it is responsible only for federal awards it makes at the department/agency level.  However, 34 C.F.R. § 80.26 makes it clear that the requirement falls at the state level.  The state is responsible for meeting the requirement because the requirement applies to all federal awards provided rather than just awards disbursed through a specific state department or agency such as ODE.  

While OMB Circular A133, Attachment §§ 400 (d) does establish the pass-through entities’ responsibilities for ‘federal awards it makes,’ it does not relieve ODE of its responsibility to determine whether each subrecipient to which it disbursed less than $300,000 in federal awards should have had a single or program-specific audit conducted.  In its comments to the proposed revision of OMB Circular A133, OMB provided some clarification regarding this issue.  OMB noted that there was no intent for the OMB Circular A-133 provisions to require the pass-through entity to perform extensive verification procedures to determine the total federal expenditures.  However, the pass-through entity could explain the audit requirements to the subrecipients and ask the subrecipients the amount of its total federal awards.  We believe that this type of correspondence, which ODE and subrecipients could transmit electronically, would not unduly burden ODE or subrecipients.  OMB also stated that it expects that in many cases a pass-through entity will have sufficient knowledge to estimate a recipient’s total federal expenditures.

BACKGROUND
ODE’s State Board of Education, Office of Federal and State Grants Management, assists local constituencies with establishing effective fiscal management for grants, including acting as a centralized liaison between ODE program functions and key educational stakeholders and providing technical assistance and monitoring to ensure fiscal grant provisions are met.  The Office of Federal and State Grants Management also reviews audit reports from entities receiving federal awards through ODE and ensures that proper stewardship for programs and funds is maintained.  This Office is also responsible for ensuring the subrecipients take appropriate and timely corrective action to resolve audit findings.
ODE disbursed approximately $978 million in federal awards to 2,420 subrecipients for their fiscal years ending in calendar year 2002.
OBJECTIVE, SCOPE, AND METHODOLOGY
The objectives of our audit were to determine if ODE (1) monitored subrecipients to ensure they submitted annual audit reports in compliance with OMB Circular A-133 and ED regulations, (2) issued management decisions on audit findings within six months of receipt of single audit reports, and (3) ensured that the subrecipients took appropriate and timely corrective action.  Our audit covered subrecipient single audit reports for fiscal years ending in calendar year 2002.

To accomplish our objectives, we

1. reviewed the State of Ohio Single Audit Report For the Year Ended June 30, 2002, prepared by the Auditor of State of Ohio, and the related Fiscal Year 2002 Single Audit Corrective Action Plan Form prepared by ODE;

2. reviewed ODE State Board of Education’s organizational chart and descriptions of select ODE divisions;

3. reviewed and evaluated ODE’s written policies and procedures for monitoring subrecipient submission of annual audit reports and resolution of audit findings; 

4. reviewed ODE’s 2002 Single Audit Report Spreadsheet;

5. reviewed various documents, including single audit reports and State Fiscal Year 2002 Audit Report Checklists, for 15 subrecipients judgmentally selected;

6. reviewed single audit report data on the FAC database for 32 subrecipients judgmentally selected;

7. reviewed the U.S. Department of Agriculture (USDA), Office of Inspector General, Midwest Region, Audit Report, on State Agencies' Oversight of the Child and Adult Care Food Program, Report No. 27002-14-Ch, dated January 2002;
 and

8. interviewed personnel from ODE, the Auditor of State of Ohio, and ED. 

We judgmentally selected a sample of 15 subrecipients to test ODE’s compliance with OMB Circular A-133 and ED regulations.  The 15 subrecipients included (1) 2 subrecipient single audit reports from the universe of fiscal year 2002 single audits in the FAC database for Ohio based on specific criteria and (2) 13 subrecipients from a universe of 696 entities listed in ODE’s records as receiving at least $300,000 in federal awards through ODE.  The specific criteria used to identify the 2 subrecipients single audit reports included entities that (1) received ED awards, (2) received non-direct funding, and (3) had current year findings.  Of 6 subrecipient single audits that met this criteria, we eliminated 4 because the awards did not flow through ODE.
Using single audit report data on the FAC database, we identified examples of subrecipients that received less than $300,000 through ODE that should have submitted single audit reports to ODE.  From a universe of 2,420 subrecipients receiving federal awards through ODE, we selected all 32 subrecipients that received between $200,000 and $300,000 in federal awards through ODE and did not submit a single audit report to ODE. 

As part of our audit, we did not assess the adequacy of ODE’s computer processed data applicable to the monitoring of subrecipient submission of single audit reports and resolution of audit findings.  Rather than rely on the computer-processed data, we relied on substantive testing of ODE’s records.

We conducted our field work at ODE’s administrative offices in Columbus, Ohio, during the week of December 8, 2003.  We discussed the results of our audit with ODE officials on January 6, 2004.  Our audit was performed in accordance with generally accepted government auditing standards appropriate to the scope of the audit described above.

STATEMENT ON MANAGEMENT CONTROLS

As part of our review, we assessed the system of management controls, policies, procedures, and practices applicable to ODE’s administration of subrecipients’ annual audit report submissions and resolution of audit findings.  We performed this assessment to determine the level of control risk.

For the purpose of this report, we assessed and classified the significant controls into the following categories:

· Identifying subrecipients that expended $300,000 or more in total federal awards; 

· Tracking receipt of required reports; 

· Ensuring timely management decisions were made; and 

· Ensuring subrecipients took appropriate and timely corrective action. 

Because of inherent limitations, a study and evaluation made for the limited purpose described above would not necessarily disclose all material weaknesses in the management controls.  However, our assessment disclosed a significant management control weakness in ODE’s process for monitoring subrecipient submission of single audit reports and resolution of audit findings for subrecipients to which it disbursed under $300,000 in federal awards.  This weakness and its effects are discussed in the Audit Results section of this report.

ADMINISTRATIVE MATTERS

Statements that managerial practices need improvements, as well as other conclusions and recommendations in this report represent the opinions of the Office of Inspector General.  Determinations of corrective action to be taken will be made by the appropriate U.S. Department of Education officials. 

If you have any additional comments or information that you believe may have a bearing on the resolution of this audit, you should send them directly to the following Education Department official, who will consider them before taking final Departmental action on the audit:




Jack Martin, Chief Financial Officer




Office of the Chief Financial Officer




U.S. Department of Education




Room 4E313
Federal Building No. 6

400 Maryland Avenue, S.W. 

Washington, D.C. 20202-4300

It is the policy of the U.S. Department of Education to expedite the resolution of audits by initiating timely action on the finding and recommendation contained therein.  Therefore, receipt of your comments within 30 days would be appreciated. 
In accordance with the Freedom of Information Act (5 U.S.C. §552), reports issued by the Office of Inspector General are available to members of the press and general public to the extent information contained therein is not subject to exemptions in the Act.





Sincerely, 





     \s\






Richard J. Dowd






Regional Inspector General






  for Audit

Attachment

� OMB Circular A-133, revised June 24, 1997, requires non-federal entities expending $300,000 or more in federal awards to have a single or program-specific audit conducted for that year. OMB Circular A-133, revised June 27, 2003, and effective for fiscal years ending after December 31, 2003, increased the $300,000 threshold to $500,000.


� Effective for fiscal years ending after December 31, 2003, the $300,000 threshold increased to $500,000.


� The USDA report included a finding similar to the finding in this report.  
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