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Dear Madam Secretary:

I am pleased to submit to you, in accordance with the Inspector General Act of 1978 (Public Law 95-
452, as amended, section 5(b)), this semiannual report on the activities of the Department's Office of

Inspector General for the six-month period ending March 31, 2005.

This report highlights our most significant work from the last six months, reflecting our strong
commitment and valuable role in assisting the Department in improving its programs and ensuring

their integrity. We look forward to continuing to work with you towards these goals.

The Inspector General Act requires you to transmit this report within 30 days to the appropriate
Congressional committees and subcommittees, together with a report containing any comments you
wish to make. Your report should also include the statistical tables specific in section 5(b)(2) and
(3), and a statement with respect to audit reports on which management decisions have been made,

but final action has not been taken, as specified in section 5(b)(4).

Sincerely,

w
John P. Higgins, Jr.

Enclosure

400 MARYLAND AVE., SSW. WASHINGTON, D.C. 20202-1510

Our mission is to ensure equal access to education and to promote educational excellence throughout the nation.
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We are pleased to provide this semiannual report on the activities and accomplishments of the Office of
Inspector General (OIG), U.S. Department of Education (Department) from October 1, 2004 to March 31,
2005. This is the 50th semiannual report OIG has submitted to the U.S. Congress, and the feedback we
have received from both chambers over the last 25 years has helped enable OIG to function as the
Congress intended.

During this reporting period, OIG issued 123 audits, inspection reports and memoranda, and closed 95
investigations. As detailed in this report, we continue to leverage our very limited resources on the
programs and operations that we judge to present the greatest risk to the efficient and eftective
accomplishments of the Department's mission. We also began initial audits into the diverse programs
associated with the No Child Left Behind Act (NCLB), identifying whether the programs are
accomplishing their purpose, and providing recommendations to the Department to help ensure that they
do.

While we continue to devote a significant portion of our resources to the very large and complex federal
student aid programs, we are identifying emerging areas of risk in other programs. This report covers
those areas where we have identified increased risks, and highlights the need for closer monitoring and
greater accountability by the Department and its program participants. Other areas of emerging risk
discussed in this report largely correspond to the management challenges that we have identified for the
Department, including procurement, federal student aid programs, program performance and
accountability, information technology, financial management, and human capital.

Thanks to the hard work and effort by employees past and present, OIG has capably fulfilled its mission for
the last 25 years. We have made a positive difference in assisting the Department in ensuring the integrity
of its operations and improving its programs in order to provide the best service to the American public.
And, while we take a moment to celebrate our 25th anniversary, we remain ever vigilant. We look forward
to working with the 109th Congress and the Secretary in furthering our goals and achieving our mission.

John P. Higgins, Jr.
Inspector General



The Office of Inspector General (OIG) for the period October 1, 2004 through March 31,
2005 continued its work to improve and protect the integrity of the programs and
operations of the Department. To leverage our limited resources, OIG focuses on the
programs and operations that we judge to present the greatest risk to the efficient and
effective accomplishment of the Department's mission. Traditionally, this risk-based
approach has resulted in the commitment of most of our resources to the very large and
complex federal student aid programs.

In recent years, however, we have noticed that problems in other Department programs are
demanding more of our attention. Specifically, based upon the work reported below, we
have identified certain grantees, and elementary, secondary, special education and
vocational education programs as exhibiting emerging risk. Our work in this area is
covered in the first section of this report.

Not surprisingly, these areas of risk largely correspond to the management challenges that
we have identified for the Department pursuant to the Reports Consolidation Act of 2000,
P. L. 106-531. These management challenges are procurement, federal student aid
programs, program performance and accountability, information technology, financial
management and human capital. In the second section of this report, we highlight our
most significant work this reporting period relating to the remaining management
challenges. We also include in Appendix 1, our entire Management Challenges document
that appeared in the Department's FY 2004 Performance and Accountability Report, dated
November 12, 2004. We close the report with other activities and accomplishments,
particularly our increased involvement and leadership on the President's Council on
Integrity and Efficiency (PCIE.)

Detailed information on the issues and actions discussed in this report is available on our
website at http.//www.ed.gov/about/offices/list/oig.

We have directed and increased OIG resources in reviewing alleged waste, fraud and abuse
in a number of the Department's elementary, secondary, special education, vocational
education and TRIO programs. These programs are aimed at improving education and
promoting educational excellence for America's children across the country and
throughout our nation's territories. Below you will find a number of examples of our work
in this arena, grouped by geographic location.

We continue to identify and provide recommendations for improving fiscal and integrity
issues at the Puerto Rico Department of Education (PRDE), which the Department placed
under a Compliance Agreement in October 2004. During this reporting period, we
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concluded three audits involving accountability and expenditures of program funding
dollars.

As a result of the fiscal and integrity issues at PRDE, grants to PRDE are awarded with
special conditions that help ensure that the grants are expended in accordance with
applicable legal requirements and with appropriate fiscal accountability measures,
management practices and controls. An OIG audit on repeated single audit findings for
PRDE disclosed that a number of conditions were not incorporated, and we recommended
that they be so for future grants. These include controls on property and equipment and
cash management, and improved accounting records. The Department agreed with our
recommendations and added special conditions on future PRDE grants to address the
issues identified in our audit. (ED-OIG/A02-E0016; December 15, 2004)

A review of PRDE's Migrant Education Program (MEP) grant determined that a
significant number of students enrolled did not meet the eligibility criteria for the program,
resulting in grant funds not being used for the intended purpose. Of the 171 students
whose files we reviewed in our sample, not one met MEP eligibility criteria. We
recommended that the Department require PRDE to return a portion of its MEP funding,
and establish controls to ensure officials follow federal requirements when enrolling
students in the program. We also recommended PRDE verify the eligibility of all students
currently enrolled in the MEP that were not included in our sample, and return to the
Department any funds received on the basis of ineligible students. In general, PRDE
agreed with our findings and recommendations, and is working with the Department to

prepare a corrective action plan so that MEP funds are spent in accordance with federal
requirements. (ED-OIG/A02-E0019; March 30, 2005)

We conducted an audit to determine if special education students in Puerto Rico received
evaluation, therapy and transportation services that PRDE contracted and paid for with
federal funds, and if PRDE followed federal and state laws and regulations in procuring
special education program services. We found PRDE to be in compliance in most areas,
with the exception of the Bayamon region, where PRDE approved payments for
transportation services without verifying whether these services were provided to special
education students. The transportation contracts awarded to that region totaled over $5
million for July 1, 2002-June 30, 2003. Based on our findings, we made a number of
recommendations regarding improving controls. While PRDE officials disagreed with the
conclusion of the report, they have agreed to monitor the Bayamon region over the next

several cycles and will provide additional training to the Island-wide and regional
monitors. (ED-OIG/A02-E0009,; December 14, 2004)

In 2002, the government of the Virgin Islands (VI) and the Department entered into a
comprehensive, three-year Compliance Agreement (Agreement) to develop integrated and
systematic solutions to problems in managing federal education funds and programs. As
the Virgin Islands Department of Education (VIDE) is designated a high-risk grantee, the
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Agreement was a means of ensuring continued funding for programs to improve education
for the students of VI, while establishing clear goals in four critical areas: (1) program
planning, design and evaluation; (2) financial management; (3) human capital; and (4)
property management and procurement. During this reporting period, we conducted an
audit to evaluate VI's progress in meeting the Agreement's Year One goals, and to assess
the likelihood of the VI being on target to meet the goals for Years Two and Three. We
found that although the VIDE and the VI government have made progress, less than one-
third of the major actions steps identified for Year One have been completed. As a result,
they are not on target to meet the goals for Years Two and Three for three of the four areas
listed above. VI and VIDE agreed with a number of our findings and recommendations,
several of which they are currently implementing. (ED-OIG/A02-D0028; February 15,
2005)

Based on information from an OIG investigation, in January 2005, the former director of
the American Samoa Department of Education pled guilty to a criminal information,
charging him with one count of conspiracy to commit bribery and fraud concerning federal
programs. The former director was responsible for the management and distribution of
food and goods used for feeding children in the American Samoa Public School System.
Evidence from our investigation showed that he and his co-conspirators devised a scheme
to defraud the U.S. Territory of American Samoa, the Department, and other federal
agencies of at least $61,000 by agreeing to fraudulently award education contracts to
companies in exchange for over $9,000 in cash and goods.

An audit to determine whether the Orleans Parish School Board (Orleans Parish), through
the New Orleans Public Schools, properly accounted for and used Elementary and
Secondary Education Act of 1965, as amended (ESEA), Title I, Part A (Title 1) funds,
revealed that Orleans Parish did not do so for nearly $69.3 million of Title I funds. We
recommended that the Department instruct the Louisiana Department of Education (LDE)
to provide sufficient documentation to support expenditures or refund the unsupported
amount to the Department. We also recommended that LDE require Orleans Parish to
establish a formal management control system to ensure costs charged to Title I and other
federal education grants are properly accounted for and used in accordance with applicable
laws and regulations. In a memorandum, we advised the Department of the need to
designate Orleans Parish a high-risk grantee and impose special conditions on current and
future federal awards. LDE notified the Department that beginning July 1, 2004, it would
designate Orleans Parish as high-risk. In response, the Orleans Parish Superintendent
stated that he understood the seriousness of the high-risk status and intended to adhere
totally and completely to all conditions, procedures and performances. (ED-OIG/A06-
E0008; February 16, 2005)

OIG, the Federal Bureau of Investigation (FBI) and the New Orleans Police Department
developed evidence that an Orleans Parish payroll clerk conspired with Orleans Parish
teachers, secretaries and para-educators to submit fraudulent travel reimbursements,
stipend payments and payroll checks in exchange for a kickback of 50 percent of the
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illegal payments. Seven former employees of Orleans Parish have pled guilty for their
involvement in the $70,000 kickback scheme.

Our review of the New Orleans Talent Search Program, Inc. (NOETSP) revealed that
NOETSP materially failed to comply with the Higher Education Act of 1965, as amended,
specifically regulations governing the Talent Search Program, and that during the period of
September 1, 1998 through December 31, 2002, did not properly account for over $1.9
million in program funds. We made several recommendations to the Department,
including a requirement that NOETSP return questioned costs of over $1.9 million, and
that the Department take appropriate action to protect future Talent Search funds.
NOETSP disagreed with our findings, and submitted an explanation and various exhibits
to support its position. After carefully assessing NOETSP's response, we did not change
our findings or recommendations. (ED-OIG/A06-D0015; October 21, 2004)

An OIG, FBI and Internal Revenue Service (IRS) investigation developed evidence that
the former director at the Sister Clara Muhammad School in Philadelphia, Pennsylvania
and her co-conspirators, including the former director of adult basic education at the
Community College of Philadelphia and her son, organized a scheme to receive public
funds for adult basic education courses that were not held, and for which teachers were
paid without teaching. Most of the individuals involved in the conspiracy have been
convicted. The former Community College director is still under indictment. Her trial
was severed and has not been held. Another indictment of one of the co-conspirators was
dismissed by the judge, and the U.S. Attorneys Office has not decided whether to re-indict.
To date, a total of four individuals have been convicted.

Four former officials of the Massachusetts Career Development Institute (MCDI) were
found guilty of various felony charges, including conspiracy, wire fraud, program fraud,
and making false statements. Two of the officials were also found guilty of obstruction of
justice charges. MCDI is a quasi private/public department of the City of Springfield,
Massachusetts that receives federal grants for educational and job training programs. Our
investigation revealed that the former officials engaged in a conspiracy involving "no-
show" and "partial show" employees, altered timesheets and made false statements to
federal agents during interviews.

A former Deputy State School Superintendent of the Georgia Department of Education
(GDOE), a former Federal Programs Manager for GDOE, a former CFO of an Atlanta
company that received federal education grant awards, and the former manager of a
gubernatorial candidate's campaign have pled guilty and are awaiting sentencing in
connection with a scheme to funnel federal grant monies through a computer consulting
company into the gubernatorial candidate's 2002 campaign. One of the indicted
individuals acknowledged that he and the others conspired to award contracts to a private
company for the purpose of diverting those monies to the political campaign of a
gubernatorial candidate, who was a former Superintendent of Georgia State Schools. At
the time of the financial transactions, the contracting company and several subsidiaries
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were awarded over $500,000 in state contracts derived from federal grants for the purchase
of computer licenses and services. The software and services were to be delivered to
several GDOE programs, including the Atlanta Area School for the Deaf, and the
Governor's Honors Program. The four individuals have pled guilty to one or more of the
following charges: conspiracy, theft of funds, wire fraud, making false statements to
federal officials, attempting to harass or influence a witness, or structuring of financial
transactions to funnel cash contributions to political campaigns. Three others have been
indicted and are awaiting trial.

Pursuant to the Reports Consolidation Act of 2000, OIG identifies management challenges
the Department faces. These challenges are long-term management issues that require the
continued focus and commitment of the Department. By aggressively addressing these
challenges, the Department can enhance program efficiency and effectiveness, eliminate
serious operational problems, decrease fraud, waste and abuse, and achieve substantial
savings. For this reporting period, OIG identified the Department's top management
challenges as: (1) procurement; (2) federal student aid programs; (3) program performance
and accountability; (4) information technology (IT); (5) financial management; and (6)
human capital.

A large portion of the Department's contract dollars are directed towards IT systems to
support its diverse programs. With growing improvements in technology, the Department
requires more sophisticated goods and services from outside sources in order to
successfully carry out its programs. This amplifies its exposure to risk if those contracts
are not properly managed. Identifying and implementing measures to contain and reduce
costs through more careful spending and assessing, and making changes to contract
processes are vital to the Department's ability to effectively and efficiently operate and
deliver its programs and services. OIG completed a number of audits in the area of
procurement to help the Department identify and eliminate risk in this area.

In an audit involving payments by the Department's Federal Student Aid (FSA) office to
private collection agency contractors, we were unable to achieve our original objective of
assessing the accuracy of payment calculations or the appropriateness of payments made
due to inadequately maintained computer files. We did learn, however, that the
Department made incentive payments to contractors totaling over $900,000 that were not
consistent with the terms of the task orders. Based on our findings, we recommended that
the Department significantly improve internal controls over its invoice preparation
process, and assure that the payments made to the contractors are in accordance with the
terms of the task orders. The Department concurred with our findings. (ED-OIG/A19-
DO0005; February 18, 2005)

An audit reviewing an approximately $5.9 million, cost-reimbursement contract for
services provided to the Department's Institute of Education Sciences pertaining to its
Educational Resources Information Center (ERIC), determined that Department staff did
not effectively monitor the funds collected by the contractor for public sales of ERIC
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products. As a result, the Department did not have assurance that funds received were
safeguarded to the level intended. Additionally, the Department could have reduced
amounts it will have to reimburse the contractor caused by losses associated with the sales
of ERIC products. ERIC is a national information system providing public access to
education literature and resources. (ED-OIG/A19-E0016; January 14, 2005)

IT is a critical component of the Department's operations, as it must be capable of ensuring
the availability, confidentiality and integrity of the data each system contains. Two audits
concluded this reporting period identified a need for improvement in the Department's
management of critical aspects of IT contracts.

An audit determined that Department staft did not effectively manage the certification and
accreditation (C&A) contract, leading to inadequate tracking and inspection of
deliverables, unauthorized instructions to the contractor, and undocumented evaluations of
contractor-submitted reports. As a result, the Department paid for deliverables that were
not provided, or did not meet acceptance criteria. We also found that the Performance
Work Statement for the contract did not require sufficient documentation to support C&A
recommendations and decisions. Based on our findings, we made several
recommendations to the Department to improve its contract management process and
correct the weaknesses we identified. The Department did not agree in whole with our
findings, but did concur with six of our seven recommendations. (ED-OIG/S19-E0015;
December 17, 2004)

The FSA Common Origination and Disbursement (COD) system provides a platform and
record for postsecondary schools to originate and distribute federal student aid funds for
the William D. Ford Federal Direct Loan and Federal Pell Grant programs, and simplifies
the process for schools to obtain federal student aid for students. An OIG audit revealed
significant system interface issues, processing problems that impacted end users, and
lengthy resolution timeframes, indicating ineffective system development processes. We
also determined that the COD C&A process did not adequately identify residual system
risks. Based on our findings, we made a series of recommendations to address the
weaknesses identified during our evaluation, a number of which the Department concurred
in, and have already taken specific actions to improve the system. (ED-OIG/A07-E0003;
January 28, 2005)

In addition to the work we do to assess the Department's identification and monitoring of
its high-risk contracts, OIG conducts "pre-award reviews" of proposals for a number of the
Department's contracts. Over the last six months, OIG reviewed nine proposals from
contractors covering five pending awards, resulting in excess of $1.7 million in
recommended reductions to proposed contract costs.
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As FSA awards approximately $69 billion annually and oversees a loan portfolio
approaching $400 billion, we continue to direct a significant portion of our investigative
and audit work to FSA programs. In 2004, the Government Accountability Office (GAO)
removed the program from its high-risk category, however, due to the inherent risks of
these programs, we continue to investigate and identify fraud and abuse by program
participants, as well as weaknesses in program administration.

In December, OIG and FSA leaders and staff launched an in-house Fraud Initiative. Team
members identified areas that appeared to have an elevated risk of exposure to fraud and
abuse. They selected three key issues to focus on during the first phase of the project: (1)
Free Application for Federal Student Aid (FAFSA) Falsification; (2) Identity Theft, and
(3) School-Risk Factors. Three teams comprised of OIG and FSA experts were created to
work on each individual issue. The teams will meet throughout the year to discuss each
issue, assess the risks, review legal and regulatory matters, and produce work plans with
timelines and milestones for addressing these issues. Additional areas of risk specific to
the loan program will be evaluated later this year.

The Department's Direct Consolidation Loan (DCL) program allows students to refinance
any or all of their eligible outstanding federal student loans and create a single new loan.
Through an audit, we learned that the Department's DCL procedures did not ensure that all
of an applicant's loans would be consolidated if a loan holder failed to return a Loan
Verification Certificate (LVC) timely or failed to provide all the information requested on
the LVC. A loan holder has 10 business days after receiving a written request for an LVC
to provide the requesting lender with a completed LVC or, if it is unable to certify, a
written explanation as to the reason why the holder is unable to provide the information.
We found that the Department was not enforcing this requirement and provided
inappropriate guidance when loan holders failed to return timely or complete LVCs. Our
findings and recommendations included a call for clearer guidance on requirements for a
Federal Family Education Loan (FFEL) Program loan holder's return of a Direct Loan
LVC, coordination of administrative actions to address a loan holder's non-compliance
with LVC requirements, and establishment of an alternative method for consolidating
loans for which an LVC has not been received. The Department concurred with our
findings and recommendations. (ED-OIG/A07-D0027; February 10, 2005)

The Higher Education Act of 1965 governing disbursement of federal student aid funds
includes a "professional judgment" provision that allows federal student aid administrators
to make individual adjustments to override a student's dependency status (from dependent
to independent), to adjust the components of a student's cost of attendance (COA), and to
adjust the data elements used to calculate the student's Expected Family Contribution
(EFC) in order to provide the student with additional student aid. Professional judgment
can be used only on a case-by-case basis and must be documented in the student's file.
During this reporting period, OIG conducted two professional judgment audits, both
revealing a lack of substantive documentation that potentially resulted in the over-
awarding of Pell Grant funds. An audit at Saint Louis University in Missouri determined
that school under-reported the number of professional judgment actions taken in 2000-
2002. And in our review of 50 student files for those years, not one contained the adequate
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evidence or documentation required to substantiate the professional judgment award.
(ED-OIG/A06-D0018; February 10, 2005) Our audit at Salem College in North Carolina
revealed the school did not maintain adequate documentation to support professional
judgment decisions for 12 of the 64 student files we reviewed. (ED-OIG/A04-E0003;
November 8, 2004)

As aresult of our findings in both audits, we recommended that the Department require the
schools to maintain more accurate and complete records, and refund the Pell Grant funds
that were over-awarded: over $1.4 million for Saint Louis University, and $26,000 for
Salem College. We also recommended that Salem College perform a 100 percent review
of professional judgment actions not included in our audit. Officials from both schools
disagreed with our findings and recommendations; however we did not change them.

Our audits at American River College (ARC) in Sacramento, California, and Ivy Tech
State College (Ivy Tech) campus in Gary, Indiana disclosed student and program eligibility
issues with each school's disbursement of federal student aid funds for career and technical
education courses, referred to as vocational education. Both of our audits revealed that the
schools awarded grants to students that did not meet eligibility requirements or were
enrolled in ineligible programs. Based on our findings, we recommended that the
Department require ARC (ED-OIG/A09-D0024,; December 1, 2004) to return more than
$3 million, and Ivy Tech (ED-OIG/A05-E0013; February 25, 2005) to return over $1.4
million in federal student aid disbursements made to ineligible students. We also
recommended that the Department direct ARC to implement internal controls to ensure the
funds are allotted only to students that meet the appropriate criteria.

Together with FSA, we continue our efforts to alert students to the threat of identify theft
via our special campaign website, www.ed.gov/misused, that provides information on
scams, suggestions for preventing identity theft, and resources on how to report identity
theft involving federal education dollars. At the same time, OIG special agents continue to
aggressively pursue individuals who steal FSA funds by misusing the identity of others:
THEET name, date of birth, and social security numbers.

THF

=

]

During this reporting period, an individual was convicted and received a 37-month prison
sentence for submitting and attempting to submit thousands of fraudulent federal student
loan applications to Citibank Student Loan Corporation. In pleading guilty to his offenses,
the defendant admitted to submitting FFEL program applications falsely claiming that he,
his brother and his mother were enrolled at a United Kingdom (U.K.) university. Our
investigation further revealed that the defendant submitted and/or prepared some 2,370
FFEL loan applications requesting disbursement of approximately $43.8 million. Each of
these applications was completed using a fictitious identity.

A former financial aid director of the University of Puerto Rico (UPR), Cayey Campus
was sentenced to home confinement and a year of probation for his role in a federal student
aid identify theft scam. Our investigation disclosed that between 1999 and 2003, the
former director prepared, certified and forged nine fraudulent FFEL loan applications
using the identities of family members and UPR students. He intercepted the FFEL
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disbursement checks as they were received at the UPR financial aid office, and deposited
the proceeds of the checks into his personal bank account.

A national of India pled guilty to three felony counts of student financial aid fraud, mail
fraud, and making a false statement to a U.S. government agency. An investigation by
OIG, FBI, and the Department of Health and Human Services OIG found that the
individual, who was in the U.S. on a student visa, assumed the identity of a U.S. citizen
and used it to attend undergraduate schools in Ohio and Tufts University School of
Medicine in Boston. He received a medical degree from Tufts in May 2000. His scheme,
which spanned eight years, resulted in federal and institutional student financial aid
disbursements of approximately $330,000.

As a result of an OIG investigation, a ring consisting of seven family members entered
guilty pleas related to their use of identity theft to obtain approximately $400,000 in
federal student aid funds. Our investigation revealed their effort to use 41 identifies to
fraudulently obtain the funds. The conspirators completed a number of FAFSAs using
their own addresses with the identities they obtained, and enrolled these individuals in on-
line courses at Kirkwood Community College in Cedar Rapids, lowa.

Two former employees of LeMoyne Owen College (LOC) in Tennessee and their
associates have been sentenced, or have pled guilty to embezzlement or conspiracy
charges, resulting from their participation in student loan kickback schemes. The former
LOC employees, one an accountant and the other a part-time employee, issued $230,000
and $80,000 in student loan refund checks to their associates, who then paid kickbacks to
the employees.

The owner and four corporate principals of the Instituto de Estetica y Belleza Marugie,
Inc. and Marugie Beauty and Technical College, both in Puerto Rico, agreed to pay
$400,000 to settle claims that they filed false statements and claims for federal student aid
Pell Grant funds. As a further stipulation, all defendants voluntarily agreed to a lifetime
exclusion from holding positions with any company or entity participating in Department
programs.

An officer of William Tyndale College (WTC), pled guilty for his role in conspiring to
defraud the government out of more than a half-million dollars of federal student aid
funds. The officer, along with two of his colleagues, purchased a closed Computer
Learning Center school in 2001 and named the school Tyndale Technical Institute (TTI).
Our investigation developed evidence that the individuals conspired to use WTC's federal
student aid eligibility to obtain federal student aid for TTI students, making them appear as
though they were enrolled at WTC for the purpose of applying for and receiving federal
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student aid through WTC. The individuals received approximately $535,000 in federal
student aid funds for TTI students through this scheme.

An individual pled guilty to one count of federal student aid fraud. Our investigation,
based on an FBI referral, disclosed that the individual failed to disclose significant assets
on his FAFSA and received over $32,000 in state and federal student aid at a university in
California. The FBI's investigation of the student's father had disclosed a business valued
at $3,000,000, a home valued at over $400,000 and several bank and investment accounts
with a total balance of more than $3,000,000, all in the student's name. In January, the
individual was sentenced to five years probation, including six months home confinement,
ordered to pay over $31,000 in restitution and fined $100.

Leaders of a student loan scheme pled guilty to two counts of federal student aid fraud for
their role in an effort to defraud the Department of $265,000. The leaders created a
fictitious organization that purported to enroll students from the U.S. at a university in the
U.K., hired an individual to recruit participants in the scheme, then directed or assisted the
participants in filing federal student aid applications and promissory notes for purported
enrollment in the U.K. school. The individuals were to receive over $18,000 each, and
kick back $10,000 to the leaders. None of the recruited individuals were ever enrolled in
the school. All the participants in this scheme have pled guilty.

A former employee of a collection agency pled guilty to a one-count criminal information
charging her with mail fraud. A joint OIG and FBI investigation disclosed that the former
collector devised a scheme to fraudulently consolidate over $564,000 in defaulted FFEL
loans and in doing so, earned bonus compensation from her employer. She created
numerous loan consolidation applications in the names of various defaulted FFEL
borrowers and forged their signatures on the applications, and made fictitious entries into
the company's collection history system falsely claiming contact had been made with the
borrowers. The loan consolidation applications made it appear that the defaulted
borrowers had entered into formal repayment agreements. The defaulted borrowers had
not agreed to nor authorized the company to make any such loan consolidation
arrangements.

A former debt collector was sentenced to 14 months incarceration and three years
supervised probation, and was ordered to pay over $182,000 in restitution after pleading
guilty to one count of conspiracy to commit bank fraud. Our investigation developed
evidence that from April 1999 to June 2000, employees of a debt collection agency
specializing in collection of defaulted loans allegedly conspired to submit to a bank in
another state, fraudulent applications for consolidated student loans, to fraudulently
generate for themselves more than $1 million in commissions. The alleged scheme was to
misrepresent that the applicants were in repayment status on their prior loans so that they
would be qualified for new bank loans backed by the Department.

A former bank employee, after pleading guilty to one count of stealing a postal money
order, was sentenced to three months incarceration, three months community confinement,
two months of home detention, 120 hours of community service, three years supervised
release and was ordered to pay over $67,000 in restitution and $100 special assessment.
The individual was previously indicted on intent to defraud the U.S. with altered money
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orders issued by the U.S. Postal Service. The money orders were student borrower loan
payments mailed to the Department's collections lockbox at a bank in Atlanta.

On March 1st, Deputy Inspector General Thomas Carter testified before the
U.S. House Committee on Education and the Workforce on the issue of
fraud and abuse in all sectors of schools participating in the federal student
aid programs. Mr. Carter informed the Committee that based on our audits,
£ inspections and investigations, there remains a need for diligent and
festitying before  offective oversight by all three of the entities responsible for the integrity of
these programs: (1) state licensing agencies, (2) the accrediting agencies,
and (3) the Department. We found that these entities are not operating as
effectively as they could be. For example, we have found that the state policies for
licensing and evaluating schools vary significantly. We have found that accrediting
agencies do not apply consistent and clear standards for measuring program length or
student achievement. And we have found inconsistent monitoring and oversight by the
Department. A copy of Mr. Carter's full testimony is available on our website at: http.//
www.ed.gov/about/offices/list/oig/auditrpts/stmt032005.pdf

Program measures and reliable data are necessary to determine whether programs are
accomplishing their purpose. Without this accountability, the Department cannot reliably
assess how, and how well, the funds it dispenses are used. The results of our initial audits
into the diverse programs associated with the NCLB confirm the need for the Department
to ensure accurate and reliable accounting by program participants.

Our first audit to assess a state's compliance with the Public School Choice and
Supplemental Education Services (SES) provision of the NCLB (ESEA, Title I, Part A)

Ié was launched with the Indiana Department of Education (IDE). Our audit revealed that
No Child while IDE did not have an adequate process in place to monitor local educational agency
LEFT BEHIND (LEA) compliance with the Public School Choice and SES provisions of ESEA, it has

developed policies and procedures that could improve its process for reviewing LEAs
beyond the 2003-2004 school year. In part, as a result of IDE's inadequate monitoring
process, five of six LEAs reviewed did not comply fully with the Public School Choice
and SES provisions of the ESEA and the implementing regulations. We recommended
that the Department require IDE to provide better instructions to LEAs, and monitor IDE's
implementation of the planned corrective action during the 2005 school year. IDE
concurred with our finding and recommendations. (ED-OIG/A05-E0014; February 18,
2005)

In what we anticipate to be the first of a number of similar audits across the country, we
issued a report on California's compliance with the Unsafe School Choice Option (USCO)
provision of the NCLB (ESEA, Title IX.) Our audit found that while the California
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Department of Education (CDE) adequately implemented the provision at the state level, it
was not adequately implemented at the four LEAs reviewed in our audit. The four LEAs
reviewed did not report all USCO incidents to the CDE and the LEAs interpreted certain
aspects of the policy differently than CDE. Our recommendations to the Department
included that it require CDE to ensure that the four LEAs reviewed have taken appropriate
corrective actions. We also recommended that CDE take steps to ensure USCO incidents
are accurately reported to CDE, and that CDE confirm definitions and make that
information available to LEAs. CDE concurred with our findings and recommendations.
(ED-OIG/A09-E0025; March 24, 2005)

An audit of the Georgia Department of Education (GDOE) allocation of ESEA Title I, Part
A funds revealed that that the agency did not maintain adequate supporting documentation
of how it determined the amount of set-aside funds and funds allocated to LEAs. We also
learned that GDOE's Title I allocation guidelines need to be updated to comply with
regulations, and that its procedures are not adequate for reviewing Title I-related findings
identified during monitoring visits and audits of LEAs. We also found the source
documentation for one LEA reviewed did not support the poverty count data that is used to
allocated Title I funds to schools. We recommended that the Department require the
GDOE to implement controls to maintain and safeguard documentation for setting aside
Title I funds and making final Title I grant allocations to LEAs. We also recommended
that GDOE develop up-to-date written procedures and guidelines. In addition, we
recommended that GDOE require the Atlanta Public Schools to recalculate its Title I
allocations for the 2002-2003 school year, and make reparations to the appropriate schools
that did not receive the correct amount of Title I funds. GDOE concurred with the findings
and stated that corrective action would be implemented. (ED-OIG/A04-E0002; November
8, 2004)

An audit at the Ohio Department of Education (ODE) revealed that the agency and LEAs
reviewed complied with the maintenance of effort and supplement not supplant
requirements of the ESEA, thus ensuring the schools are using these funds to enhance
operational programs already funded by the state, rather than being used as the sole basis
of funding so that the state funds can be used elsewhere. Our audit, covering the period
July 1, 2003 through June 30, 2004, disclosed that ODE and the six selected LEAs we
audited generally complied with the law and applicable regulations governing
maintenance of effort and supplement not supplant. (ED-OIG/A05-E0027; January 11,
2005)

Audits conducted at the Caddo Parish School District (Caddo Parish) and the Beauregard
Parish School District (Beauregard Parish) in Louisiana found that both districts did not
properly account for a combined $1 million-plus in ESEA, Title I, Part A funds. Caddo
Parish, in general, had accounted for and used funds properly; however, it did not properly
account for over $450,000 of Title I salary and fringe benefits costs for the fall term of the
2001-2002 school year expended by all of its six targeted assistance schools. Beauregard
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Parish did not have the required semi-annual certifications to support over $500,000 in
expenditures for targeted assistance Title I employees for the 2001-2002 school year. We
recommended that the Department instruct LDE to require Caddo Parish and Beauregard
Parish to provide documentation to support the expenditures, or refund those amounts to
the Department. For Caddo Parish, LDE disagreed with our findings. (ED-OIG/A06-
E0012; December 7, 2004) For Beauregard Parish, LDE concurred with two of our
findings and disagreed with two. After reviewing their comments, we did not change our
findings or recommendations. (ED-OIG/A06-E0017; November 22, 2004)

Our initial audit into state compliance with the ESEA provision requiring states to
encourage schools to consolidate federal, state, and local funding for school-wide
programs so that schools have more flexibility in how they use those funds, revealed that
the Missouri Department of Elementary and Secondary Education (DESE) has not
encouraged schools to consolidate funds. ESEA also stipulates that the state must
eliminate any fiscal or accounting barriers for schools to consolidate funds for school-wide
programs. Our review determined that there were no barriers present in the DESE system
preventing them from complying with this provision. Based on our findings, we
recommended that the Department require DESE to encourage local educational agencies
and schools to consolidate funds by providing information on the potential benefits of
doing so, and provide guidance on how to consolidate funds, and other measures DESE
deems appropriate. DESE agreed that it had not encouraged consolidating funds in school-
wide programs. (ED-OIG/A07-E0018; December 20, 2004)

The TRIO programs award grants for services are geared to help needy students prepare
for advanced education, particularly low income and first-generation college students.
Established in 1964 as the "Upward Bound" program, TRIO now provides awards for
multiple programs, including four that were the subject of OIG audits this reporting period:
Talent Search, Upward Bound, Upward Bound Math and Science, and Student Support
Services.

An audit determined that many grantees over-stated their funded target populations of
Talent Search participants. Our review of the Department's TRIO office and issues
identified by six Talent Search audits revealed that the TRIO office did not maintain
sufficient internal controls over Talent Search participant numbers because it did not
properly maintain the records and procedures needed to readily determine the correct
number of participants planned or provide the monitoring and policy guidance needed to
ensure accurate reporting of participants served. We recommended to the Department that
changes be made to the grant award process, including improvements in record-keeping as
well as enhanced monitoring and policy guidance to improve the accuracy of Talent Search
participant numbers. The Department indicated that action has been taken to address each
of the recommendations. (ED-OIG/A07-E0009; February 16, 2005)
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Following a 2003 audit of a TRIO program at the University of Illinois at Chicago (UIC),
we conducted audits of three additional TRIO programs at UIC during this reporting
period: the Upward Bound (UB) project (ED-OIG/A05-D0041; December 20, 2004), the
Upward Bound Math and Science (UBMS) project (ED-OIG/A05-E0018,; December 17,
2004), and the Student Support Services (SSS) project (ED-OIG/A05-E0002; December
15, 2004.) In each case, we determined that UIC did not have documentation supporting
the achievements in each program, did not appropriately account for grant funds, could not
support all of its expenditures, and charged unallowable costs to each grant. Based on the
significance of the findings, we recommended that the Department require UIC to return
over $750,000 of these TRIO funds, and take appropriate action to protect disbursement of
future TRIO funds. UIC did not agree with all of our findings and recommendations, but
did agree to return over $34,000 in UB/UBMS funding.

OIG reviewed a number of Individuals with Disabilities Education Act (IDEA) programs
and services in schools operated by the Bureau of Indian Affairs (BIA) to determine if
IDEA funds were being administered in accordance with applicable laws and regulations.
The schools involved were: Circle of Nations in North Dakota; two schools in the Eastern
Navajo Nation, New Mexico; the Turtle Mountain Elementary and Middle School, and
Turtle Mountain High School in North Dakota. We identified a recurring theme with each
of these audits: the schools could not demonstrate they provided services and programs in
accordance with students' individualized education programs to a majority of the students
in our samples (ranging from 53 percent to 97 percent.) Based on our findings, we
recommended that the Department instruct BIA to obtain assurance from the schools that
the IDEA, Part B funds each received (ranging from $1 million to $1.8 million) were used
in accordance with applicable laws and regulations, that all of the schools involved
document all special education and related services provided to each current student with
disabilities, and develop a progress report to inform parents of their child's progress. We
also recommended that the schools submit corrective action plans to ensure that the
noncompliance areas we identified are corrected. BIA officials agreed with our findings
and recommendations for Eastern Navajo (ED-OIG/A06-E0005; December 9, 2004),
Turtle Mountain High School (ED-OIG/A06-E0010; December 13, 2004), and Turtle
Mountain Elementary and Middle School (ED-OIG/A06-E0011; December 13, 2004.)
They did not agree with our Circle of Nations assessment that the school did not have
procedures in place to demonstrate that services were being provided to children with
disabilities. (ED-OIG/A06-E0002; December 9, 2004)

We examined the effectiveness of the Department's audit follow-up process to ensure that
external auditees implemented corrective actions as a result of OIG audits. We found that
the Department's audit follow-up system was not always effective. We determined that the
Office of the Chief Financial Officer (OCFO) Post Audit Group (PAG), did not fulfill its
responsibility to ensure that Principal Office (PO) Action Officials had systems in place to
follow-up on corrective actions, or monitor the Department's compliance with Office of
Management and Budget (OMB) Circular A-50, and could not ensure the overall
effectiveness of the Department's audit resolution and follow-up system. In total, we
found that audit follow-up activities were not effective for 17 of the 46 audits reviewed.
As a result, the Department did not have assurance that requested corrective actions were
completed for 40 of the 239 recommendations reviewed. We also found that PO staff
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closed some audits prior to completion of corrective actions. As a result, PAG was no
longer tracking audits for which all corrective actions had not been completed, and these
audits were underreported to Congress. The Department generally concurred with our
findings and most of the recommendations. (ED-OIG/A19-D0007; March 31, 2005)

Work concluded this reporting period identified improvements that are necessary for the
Department to ensure its systems' security and to meet federal government as well as
Department goals.

The Federal Information Security Management Act of 2002 (FISMA) requires the
Department to conduct an annual program review to assess the effectiveness of its overall
information IT security. Our independent evaluations of agency-wide as well as PO-
specific information security plans, programs and practices determined that the
Department has not fully implemented an agency-wide information security plan and
program in accordance with FISMA. We made a number of recommendations to the
Department on improving its IT security plans, programs, and practices, and for addressing
the security weaknesses identified during our review. Our recommendations were aimed
at ensuring that the Department's information resources are consistently and adequately
protected from unauthorized disclosure, disruption, modification, or destruction. The
Department generally concurred with the findings, but did not concur with our conclusion
regarding whether certain weaknesses identified constitute a significant deficiency in the
Department's information security program.

In 2002, FSA launched the COD system -- integrating Pell and Direct Loan processes,
offering schools easy access to accurate and integrated student and program records. Our
2004 audit determined that the contractor has not implemented an effective software
development process to ensure that the COD solution is fully meeting its system
integration and customer service improvement goals. We also determined that the COD
C&A process did not adequately identify residual system risks, and that Department
officials lacked access to information essential for developing and supporting their risk
assertions at the time of formal system certification and accreditation. We made a number
of recommendations to the Department on improving COD life cycle methodology,
periodically performing network vulnerability scans on the COD as well as other
Department systems, and identifying system security risks that may impact the safe
operation of the system. The Department concurred with all findings and
recommendations. (ED-OIG/A11-D0004,; November 5, 2004)

Financial accountability is inextricably linked to program integrity and effectiveness.
Without accurate and timely financial information, the Department cannot reliably assess
how, and how well, the billions of dollars in education program and operational funds it
disburses and spends are used.
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We transmitted final audit reports covering the Department's and FSA's FY 2004
comparative financial statements ahead of the November 15 due date. Ernst & Young,
LLP, Certified Public Accountants (E&Y), conducted the audits that we monitored to
ensure compliance with Government Auditing Standards and their timely completion.
Both the Department and FSA earned an unqualified opinion on their comparative
financial statements. The Report on Internal Control for both noted reportable conditions
covering credit reform estimation and financial reporting processes, and controls
surrounding information systems. The Report on Compliance with Laws and Regulations
for both entities noted that E&Y's testing disclosed no instances of noncompliance,
exclusive of the Federal Financial Management Improvement Act of 1996 (FFMIA), that
are required to be reported, but did note that both the Department's and FSA's financial
management systems did not substantially comply with certain systems requirements of
the FFMIA due to the control weaknesses surrounding information systems.

During this reporting period, OIG provided requested information to the Education and the
Workforce Committee of the U.S. House of Representatives. Chairman John Boehner
asked OIG for an official accounting of Department funding that is returned to Treasury
after having lapsed. OIG staff provided Chairman Boehner with information regarding
Department budget authority that was canceled in FY 2002 and FY 2003 and is no longer
available for obligation or expenditure for any purpose. Similar information about FY
2004 cancellations was also provided to Chairman Boehner after final executed budget
information became available for FY 2004.

Mirroring a government-wide trend, approximately 33 percent of the Department's
employees will be eligible for retirement in 2006, signaling the potential for significant
loss of information and knowledge about Department programs and operations. The
President's Management Agenda (PMA) recognized the importance of capturing the
knowledge and skills of retiring employees, and it also acknowledged the importance of
knowledge management (KM) generally as a part of an effective strategy geared towards
generating, capturing and disseminating knowledge and information within an
organization. GAO has identified specific ways in which KM can assist human capital
management, including supporting matrix management and coordination across an
organization, supporting knowledge sharing and enhanced professional development, and
improving recruitment and retention.

In September 2004, the Department released its Human Capital Plan. While the plan
references the Office of Personnel Management's (OPM) Human Capital Standards for
Success, our review determined that the Department has yet to articulate how KM will be
used as a tool by the Department to support the plan, particularly in the areas of workforce
and succession planning. Based on our review of the Department's KM initiatives and best
practices from other federal agencies, we recommended that the Department articulate a
KM strategy, and implement action steps identified by the Department, specifically
sharing and promoting successful KM initiatives already underway. (ED-OIG/I13-E0022;
January 12, 2005)
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Participants in Department programs are required to submit annual audits performed by
independent public accountants (IPAs). We perform quality control reviews (QCRs) of
these audits to assess their quality. We completed 30 QCRs of audits conducted by 30
different [PAs, or offices of firms with multiple offices. We concluded that 11 (37 %)
were acceptable, 14 (47%) were technically deficient, and 5 (16%) were substandard. We
also made referrals of four IPAs to appropriate State Boards of Accountancy and the
American Institute of Certified Public Accountants for possible disciplinary action. The
four referrals were made for substandard work based on QCRs reported in a prior
semiannual report.

OIG is leading an intergovernmental project to accurately assess the quality of audits
conducted under the Single Audit Act (Public Law 104-106), using statistical sampling.
During this period, the core work of the project began with a three-day training session
conducted in October 2004 for staff who are conducting QCRs of 208 audits selected for
review in the project. The staff then began conducting the Project QCRs, which will
continue through October 2005.

The IG was appointed Chairman of the President's Council on Integrity and Efficiency
(PCIE) Audit Committee in the summer of 2004. There were a number of activities
successfully coordinated during this reporting period, and we report on those items below.

The Audit Committee assisted OMB in its effort to revise OMB Circular A-123 to
strengthen the requirements for management's responsibility to maintain effective internal
control over financial reporting and to annually assess its effectiveness. The circular was
issued in December 2004 and will be in effect for FY 2006. In his capacity as Chair, IG
John P. Higgins, Jr., testified before the House Subcommittee on Government
Management, Finance, and Accountability on the revised circular and the importance of
effective internal control over financial reporting. Mr. Higgins' full testimony is available
on our website at:_http.//www.ed.gov/about/offices/list/oig/auditrpts/stmt022005.pdf

The Audit Committee oversees the Inspector General Auditor Training Ins