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ED-OIG/A06-B0011

Dr. Algeania Freeman
President

Livingstone College

Price Administration Building

701 W. Monroe Street

Salisbury, North Carolina  28144
Dear Dr. Freeman:

This Final Audit Report (Control Number ED-OIG/A06-B0011) presents the results of our audit of Livingstone College’s (Livingstone’s) compliance with the Title IV, Student Financial Assistance, verification requirements.  The objectives of our audit were limited to determining if Livingstone completed verification of applicant data and accurately reported verification results to the Department for the period July 1, 1999, through June 30, 2000.

A draft of this report was provided to Livingstone.  In its response, Livingstone disagreed with our recommendations that it be required to return $971,641 of unallowable Title IV disbursements and that administrative action be taken against the school.  Livingstone said that verification was completed but the documentation was missing or misfiled at the time of our audit and new staff lacked the knowledge to locate the documents.  Livingstone provided documentation for some of our sample students and described the actions it had taken to address the other recommendations.  Based on the documents provided, we reduced the recommended return amount to $854,145.  We did not change the other recommendations.  We have summarized Livingstone’s comments after the recommendations.  A copy of the complete response is enclosed with this report. 

BACKGROUND

Livingstone is a private, nonprofit college located in Salisbury, North Carolina.  It is supported by the African Methodist Episcopal Zion Church.  Livingstone received initial approval to participate in the Title IV, Student Financial Assistance programs on December 1, 1965.  The Southern Association of Colleges and Schools accredits the school.  Livingstone offers bachelor degrees in numerous fields, including business, education, sciences, law, history, and political science, and master and doctoral degrees in theology.  From July 1, 1999, through June 30, 2000, the school disbursed over $7.2 million in Title IV aid, including $1.8 million in Federal Pell Grants, $450,000 in Federal Supplemental Educational Opportunity Grants (FSEOG), $268,773 in Federal Work-Study, $4.2 million in William D. Ford Federal Direct Loans (Direct Loans), and $532,894 in Federal Stafford Loans.  The Department’s Central Processing System (CPS) selected for institutional verification 333 (44 percent) of the school’s 765 Federal Pell Grant recipients during that year.
AUDIT RESULTS

Livingstone did not always complete the required verification or report accurate verification results.  Based on our review of 63 sampled Federal Pell Grant recipients who were selected for verification, we determined that Livingstone did not complete verification for 40 (63 percent) of the recipients.  We also determined that two (three percent) of the 63 sampled recipients were never enrolled at the school even though Livingstone obtained and reported disbursing $2,001 of Federal Pell Grants for them.  In total, Livingstone disbursed $161,569 in unallowable Title IV aid to the 42 recipients.  By projecting our sample results to the universe of 333 recipients, we estimate that Livingstone disbursed over $850,000 in unallowable Title IV aid to 222 recipients.  Livingstone also incorrectly reported verification results for all 63 (100 percent) sample recipients.

Verification Requirements

Verification of information submitted by applicants for Title IV assistance is governed by Subpart E of Title 34, Code of Federal Regulations (34 CFR), Part 668.  Applicants must submit information on income, family size, and other data to the CPS.  The CPS uses the information to determine each applicant’s expected family contribution (EFC) and Title IV eligibility.  To ensure the information is correct, the CPS selects certain applications for verification based on edits specified by the Secretary.

Pursuant to 34 CFR § 668.54, schools must require each applicant selected for verification to complete the verification process, except no school is required to verify more than 30 percent of its total number of applicants.  Schools are required to verify five major data elements reported by students on their financial aid applications (34 CFR § 668.56).  These elements are adjusted gross income, income tax paid, household size, number enrolled in college, and certain untaxed income/benefits.  Schools and applicants must complete verification by established deadlines or the applicants forfeit their Federal Pell Grant for the award year, may not receive any other Title IV disbursements, and must repay to the institution any FSEOG or Federal Perkins Loan disbursements received.  The institution must return to the lender or the Secretary, in the case of Direct Loans, any Federal Stafford Loan or subsidized Direct Loan proceeds that would otherwise be payable to the applicants and return to the appropriate program account any Federal Pell Grant, FSEOG, or Federal Perkins Loan disbursements not repaid by the student.

For the Federal Pell Grant Program, the school has completed verification when it has corrected the applicant’s data or determined that the application data are correct.  Except for the Federal Stafford Loan and Direct Loan programs, schools are allowed to make an interim disbursement before verification is completed as long as the school has no reason to believe the application information is inaccurate.  The school must document the verification and have on file the final and valid federal output document showing the student’s official EFC.

When a school disburses a Federal Pell Grant, it must report the disbursement and the results of verification to the Department’s Recipient and Financial Management System (RFMS).  Schools use verification status codes to report verification results.  Proper reporting of these codes shows that the verification procedures have been followed and allows the Department to gather information on the effectiveness of the verification requirements.  Verification results do not have to be reported for loan only students.

Incomplete Verification

Livingstone did not complete the required verification for 40 (63 percent) of the 63 sample Federal Pell Grant recipients.  The school began the verification process for the 40 recipients by requesting that the recipients submit documentation to support the data contained in their applications.  However, Livingstone did not complete the verification because it failed to:  (1) obtain the required documentation for 35 of the sample recipients (no documentation was obtained for nine recipients and only partial documentation was obtained for 26 recipients) or (2) correct errors identified during verification for five recipients. 
For example, Livingstone obtained documentation from one recipient that supported the number in college and number in household amounts, but no documentation was obtained to support the adjusted gross income, taxes paid, or earned income credit amounts.  For another recipient, the school obtained documents that identified errors in the recipient’s application but the school did not obtain a valid output document with an official EFC by submitting the corrected data to the CPS.  The recipient reported a household size of six, but provided documentation that supported a household size of four.  Livingstone did not correct the household size number, which would have reduced the recipient’s Title IV eligibility, resulting in $475 in unallowable Federal Pell Grant disbursements.


We also determined that two of the 63 sample recipients were never enrolled at the school.  A person is not eligible for Title IV aid if the person is not enrolled or accepted for enrollment in an eligible program at an eligible institution [34 CFR §§ 600.2 and 668.32(a)(1)(i)].  Livingstone was unable to provide any financial aid files or other records to support the two recipients were enrolled or accepted for enrollment.  Livingstone disbursed $2,001 of Federal Pell Grants for the two recipients and reported the disbursements to the RFMS.  Based on our sample results, we estimate about 10 (three percent) of the 333 Federal Pell Grant recipients in our universe were never enrolled.  The universe from which our sample was drawn did not include the 432 Federal Pell Grant recipients who were not selected for verification.  Some of these 432 recipients also may not have been enrolled at Livingstone.

Livingstone disbursed $161,569 in unallowable Title IV aid ($73,653 of Federal Pell Grants, $7,400 of FSEOG, and $80,516 of subsidized Direct Loans) for the 42 recipients (40 for whom verification was not completed and two who were not enrolled).  By projecting the sample results to the universe of 333 Federal Pell Grant recipients selected for verification, we estimate 222 recipients received over $850,000
 in unallowable Title IV aid.

Inaccurate Results 

Livingstone also incorrectly reported verification results for the 63 sampled recipients.  The school reported that the 63 recipients were selected for verification, but that it had not performed verification for any of the recipients.  We determined that the school had begun but not completed the verification process for 40 recipients and completed verification for 21 recipients.  The school should have reported for the 40 recipients that the verification process was incomplete, and for the 21 recipients that verification was completed and that the applications were either accurate, contained minor errors, or were corrected and reprocessed.  Livingstone should not have reported verification results for the two recipients who were not enrolled.  Correct reporting would have prevented Livingstone from obtaining Title IV aid for the 40 recipients for whom verification was not completed.  Reporting inaccurate verification results also limits the usefulness of RFMS data for monitoring the effectiveness of the required verification process.

RECOMMENDATIONS

We recommend that the Chief Operating Officer for Federal Student Aid: 

1. Require Livingstone to return to the Department of Education the total unallowable Title IV disbursements of $854,145 ($389,371 in Federal Pell Grants, $39,121 in FSEOG, and $425,653 in Direct Loans).

2. Require Livingstone to strengthen its management controls to ensure that required verifications are completed and accurate results reported to the Department of Education and that only enrolled students are disbursed Title IV aid.

3. Require Livingstone to perform a 100 percent review of Title IV disbursements to applicants who were not selected for verification from July 1, 1999, forward to determine if any additional recipients were not enrolled and return to the Department of Education any additional unallowable disbursements.

4. Require Livingstone to have an Independent Public Accountant verify the school’s review for accuracy.

5. Initiate appropriate administrative action against Livingstone in accordance with 34 CFR, Part 668, Subpart G, for disbursing Federal Pell Grants for students who never enrolled.

LIVINGSTONE’S COMMENTS TO THE DRAFT REPORT AND OIG’S RESPONSE

Livingstone did not agree with recommendation numbers one and five.  Regarding recommendation numbers two through four, Livingstone described the actions it had taken to address those recommendations.  Based on our review of the documentation provided by Livingstone, we reduced the number of sample students for whom verification was not completed to 40 and the recommended Title IV return amount to $854,145.  Our analysis of the school’s comments and documentation provided did not convince us to make any other changes to the report.  The school’s comments are summarized below followed by OIG’s response.

Livingstone’s Comments to Recommendation No. 1.  The school said that many of the exceptions noted during our audit were “the result of misfiled or missing documents not located in the student’s file during the time of the USDE audit and the lack of knowledge of the new staff to locate missing documents at that time.”  Livingstone said that it had assembled a team to perform a “detailed and thorough review of all students selected for verification” during the 1999-00 year.  For our 63 sample recipients, the school stated:

· Verification was completed for 43
 recipients (the 43 recipients include 28 recipients for whom we determined verification was not completed and 15 recipients for whom we determined verification was completed).

· Only one of the two recipients who we concluded were not enrolled received Title IV aid.

· The remaining sample recipients (total of 18) were still being reviewed (we determined that verification had not been completed for 17 of these recipients).

Livingstone projected a receivable of $433 due from the Department based on its analysis of the sample recipients.  

OIG Response.  We initially reported that Livingstone had not completed verification for 45 of 63 sampled recipients.  Based on the documentation the school provided, we concluded that verification was completed for an additional five recipients and changed our report to reflect 40 recipients with incomplete verification and adjusted the projected liability.  For the remaining recipients for whom Livingstone stated that it had completed verification, the documentation submitted did not convince us that verification had been completed by the required deadline.  We made no changes for the recipients that Livingstone stated were still under review.  

Regarding the two sample recipients who we determined were not enrolled, Livingstone provided no documentation to support its statement that it had disbursed Federal Pell Grant funds to only one of the two recipients and that “the student’s account was adjusted.”  The Department’s records show that Livingstone reported disbursing Title IV aid to both recipients.

Since we did not agree with Livingstone’s response on the extent of completed verification or for the two recipients who were not enrolled, we do not agree that Livingstone is due $433 as stated in its response.

Livingstone’s Comments to Recommendation No. 2.  The school said that it had appointed a new President, Vice President for Business and Finance, and Financial Aid Director.  Livingstone stated that the new Financial Aid Director had “instituted new procedures and replaced several staff members of the unit to establish full compliance with Department of Education guidelines.”  A copy of the new verification procedures was provided.

Livingstone’s Comments to Recommendation No. 3.  Livingstone stated that it had performed a 100 percent reconciliation of Federal Pell Grants.  According to the school, the reconciliation identified two additional individuals “who were disbursed aid per EDExpress, yet had not been enrolled.”  The school further stated “Livingstone College has no record that the College requested, received, or disbursed Federal Pell, or any other aid, on behalf of these students.”  Livingstone included the reconciliation results as Attachment D to its response.

OIG Response.  Livingstone’s response did not indicate it had completed the reconciliation by bringing its records into balance with the Department’s records.  The Department’s records show that Livingstone reported disbursing Title IV aid to both recipients ($7,500 in Direct Loans and $3,126 in Federal Pell Grants).  These Title IV funds should be returned to the Department.

Livingstone’s Comments to Recommendation No. 4.  The school provided a copy of the Independent Public Accountant’s report on the accuracy of the school’s review.

Livingstone’s Comments to Recommendation No. 5.  Livingstone stated that it is working diligently to strengthen it procedures and that, based on its review results, the school did “not feel that an administrative action should be taken . . . .”

OIG’s Response.  The school’s comments and documentation provided did not convince us to change this recommendation.

OBJECTIVES, SCOPE AND METHODOLOGY

The objectives of our audit were limited to determining if Livingstone completed the verification of student financial aid applications and reported accurate verification results to the Department.  Our audit did not include a review of other Title IV compliance requirements.  We selected Livingstone for audit because the school reported that it did not verify any of the 333 applications selected for verification in award year 1999-00.

To accomplish our objectives, we obtained background information about the school.  We interviewed school officials and reviewed the school’s policies and procedures relating to verification.  Using statistical sampling techniques, we examined the school’s compliance with the verification requirements.  Our sample of 63 recipients was chosen randomly from the universe of 333 Federal Pell Grant recipients who were selected for verification in award year 1999-00 (July 1, 1999, through June 30, 2000).  The 333 recipients received approximately $1.3 million in Title IV aid.  Livingstone was unable to provide financial aid files for two sample recipients.  We reviewed the school’s files for the remaining 61 sample recipients.  Based on our sample results, we are 90 percent confident that unallowable Title IV disbursements of $854,145 +/-19 percent were made to 222 recipients.

We relied on computer-processed data obtained from the RFMS for background information and to select a random sample of Federal Pell Grant recipients for review.  We performed limited tests of the data to verify reliability by comparing the data to information in Livingstone’s student files.  Based on the results of these tests, we concluded that the computerized data was sufficiently reliable to formulate conclusions associated with the objectives of our audit.

Our audit covered the period from July 1, 1999, through June 30, 2000.  We performed fieldwork during February 5-8, 2001, at Livingstone in Salisbury, North Carolina.  We conducted an exit meeting on February 8, 2001.  Our audit was performed in accordance with generally accepted government auditing standards appropriate to the scope of the review described above.

STATEMENT ON MANAGEMENT CONTROLS

As part of our review, we assessed Livingstone’s management controls, policies, procedures, and practices applicable to the scope of the audit.  We assessed the level of control risk for determining the nature, extent, and timing of our substantive tests.  For the purposes of this report, we assessed and classified the significant management controls into the following categories:  (1) completion and documentation of verification, and (2) reporting verification results to the Department.

Because of inherent limitations, a study and evaluation made for the limited purposes described above would not necessarily disclose all material weaknesses in management controls.  However, our assessment disclosed weaknesses related to completing and documenting verification and reporting verification results to the Department.  These weaknesses are discussed in the AUDIT RESULTS section of this report.

ADMINISTRATIVE MATTERS

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 U.S. Department of Education official, who will consider them before taking final Departmental action on the audit:



Mr. Greg Woods, Chief Operating Officer



Federal Student Aid



U.S. Department of Education



Union Center Plaza, Rm. 112G1
830 First Street, NE


Washington, DC 20202 

Office of Management and Budget Circular A-50 directs Federal agencies to expedite the resolution of audits by initiating timely action on the findings and recommendations contained therein.  Therefore, we request receipt of your comments within 30 days.

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

If you have any questions or wish to discuss the contents of this report, please contact Sherri L. Demmel, Regional Inspector General for Audit, Dallas, Texas, at 214-880-3031.  Please refer to the control number in all correspondence related to this report.  

Sincerely,

Thomas A. Carter

Assistant Inspector General for

     Audit Services

Enclosure
















� Based on our statistical sample, we are 90 percent confident that unallowable Title IV disbursements total $971,641854,145 +/-189 percent.


� Student Financial Assistance changed its name to Federal Student Aid  effective March 6, 2002.


� Livingstone’s initial response noted that the school had determined verification was completed for 46 sample recipients and the school was still reviewing 15 sample recipients.  In a second response, Livingstone stated the number completed should have been 43.  This left 18 rather than 15 sample recipients still being reviewed by the school.   





