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Presentation on Commission audit functions and responsibilities

The Commission has responsibility for the oversight, management and operating responsibilities for
the state and federal financial aid programs it administers. The Commission evaluates the effective
management of its programs through external audits of institutions that participate in the
administration of the Commission’s programs and internal audits of internal controls and risk
management procedures. Any findings identified through these reviews require that corrective
action be instituted and the financial liability, if any, be returned. The following is an overview of
both the program compliance and internal audit processes.

PROGRAM COMPLIANCE AUDITS

The Program Compliance auditors perform independent assessments of the administration of the
Commission’s programs to provide assurance to the Commission that institutions are adequately
administering Commission programs. Program Compliance audits can consist of a full audit that
encompasses all aspects of program administration or a focused audit of a particular issue.
Institutions are selected for review based upon a variety of factors including the date of the prior
review, the number of findings, the liability associated with findings, the number of recipients/dollar
value of funds administered, cohort default rate/graduation rate ineligibility and volume/frequency of
programs issues raised by staff and/or stakeholders.

A full program compliance audit will evaluate whether the institution has complied with the following
areas of compliance:

General Eligibility

Applicant Eligibility

Fund Disbursement and Refunds
Record retention and File Maintenance
o Fiscal Responsibility

Issues that arise during a program compliance audit will be resolved by reference to:

California Education Code

Institutional Participation Agreement
California Code of Regulations

Federal laws and regulations

School policies, procedures and catalogs
Generally Accepted Accounting Principles

The program compliance staff use an audit sample of 40 randomly selected Cal Grant students that
received payments from the institution in the academic year under review. Institutions that have
fewer than 40 paid students will have every student audited. If a finding is discovered to have
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affected more than 10% of the sample, the institution is required to perform a “portfolio review” of all
of their Cal Grant students to determine if additional student had the same issue.

In response to the issue with unpaid competitive students, the program compliance audit has been
expanded to include the review of 40 randomly selected students that were not paid on the
institution’s Cal Grant roster. This will allow the auditors to see whether there are institutional
issues related to whether or not the student was eligible for a payment but was not actually paid
during the academic year.

Program Compliance audits are conducted on an academic year that has already been closed. For
example, the program compliance staff is beginning to engage audits that will evaluate the 2013-14
academic year which closed December 31, 2014. As a result, program compliance audits lag
behind the current academic year.

Findings - Fiscal Audits

The program compliance auditors have been performing fiscal audits of all institutions that were
determined to be ineligible to participate in the Cal Grant Program as a result of failing to meet the
cohort default rate and/or graduation rate thresholds found in Education Code section 9432.7(l).
For the 2013-14 fiscal year, 23 institutions were audited resulting in $35,299.77 being returned to
the Commission. An additional $8,869.00 in institutional liability resulted from two institutions that
failed to appropriately reconcile Cal Grant funds. For the 2014-15 fiscal year, there are 65 audits in
process. Of these, there are 37 closed audits that have resulted in $149,541.15 being returned to
the Commission and an additional $9,842.00 in institutional liability resulted from two institutions
that failed to appropriately reconcile Cal Grant funds.

The auditors are also performing regular fiscal audits of eligible Cal Grant Program institutions; of
these, 11 audits are either in process or completed. The most common findings for the fiscal audits
have been the failure by the institution to return interest owed on state funds; failure to maintain
state funds in an interest bearing account; the institution not calculating the interest correctly; and
the institution failing to reconcile its Cal Grant funds. These audits have resulted in the return of
$3,444.89 to the Commission.

Findings - Full Audits

The program compliance auditors are also performing full field audits of Cal Grant participating
institutions. For the 2013-14 fiscal year, 10 institutions were audited resulting in $241,675.40 being
returned to the Commission. An additional $78,030.50 in institutional liability resulted from five
institutions that failed to appropriately reconcile Cal Grant funds. For the 2014-15 fiscal year, there
are 23 audits in process. Of these, there are 10 closed audits that have resulted in $12,606.23
being returned to the Commission and an additional $3,029.00 in institutional liability resulted from
three institutions that failed to appropriately reconcile Cal Grant funds.

INTERNAL AUDITS

The role of the Internal Auditor is to assist the Commission in the discharge of its oversight
responsibilities and to identify and mitigate risk as it relates to its operations and processes. For a
variety of reasons, including the departure of the previous internal auditor and other considerations,
it has been several years since the Commission had position dedicated to the internal audit
function. Even without dedicated staff, the Commission has still been able to evaluate some
aspects of its internal processes through both its institutional program compliance reviews and
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other mandatory state reporting. For example, when conducting program compliance reviews, the
program compliance auditors are able to assess how different aspects of applicant eligibility,
institutional reporting and payments are handled by the Commission’s systems and whether these
processes function in accordance with statutory requirements and operational expectations.

In addition, as a state body, the Commission must complete the reporting required by the Financial
Integrity and State Manager’s Accountability (FISMA) Act of 1983. FISMA was enacted to reduce
the waste of resources and strengthen accounting and administrative control. FISMA requires each
state agency head to maintain effective systems of internal accounting and administrative control, to
evaluate the effectiveness of these controls on an ongoing basis, and to biennially review and
prepare a report on the adequacy of the agency's systems of internal accounting and administrative
control. Through the FISMA, the Commission performs a risk assessment and develops a
corrective action plan to address the identified risks. The Commission’s most recent FISMA
reporting was done in December 2013. The Commission continues to work on its corrective actions
in response to the identified risks.

The Commission is also required to submit a management representation letter (MRL) as part of
State’s overall response to the Single Audit. The Single Audit Act and Office of Management and
Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations,
requires non-federal entities that expend equal to or in excess of $500,000 in federal awards within
a fiscal year to have an audit performed in accordance with the Single Audit Act. The MRL is
signed by the Commission’s Executive Director and Chief of Administration and External Affairs.
The most recent MRL was submitted in April 2014.

Recognizing the importance of having a dedicated internal auditor, the Commission recently shifted
one of its experienced program compliance auditors to the internal auditor position to formally
reestablish that function within the Commission. In a subsequent agenda item, staff will be
presenting a proposed two-year internal audit plan to direct the activities of the internal auditor. The
findings associated with any internal audit will be reported to the Legislative, Audit and Budget
(LAB) Committee.

Responsible Person(s): Keri Faseler Tippins
General Counsel and Chief
Legal & Audit Services Division
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