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Foreword
Dr. Milton D. Matthews, Former Director of Compensatory Education,
Mississippi Department of Education

Upon seeing a new guide or publication it is, perhaps, not unusua for a
conscious or subconscious reaction to be, "isthis the same thing we've aways
done but stated differently?' Or "what's this guide telling us now?"

The Cooperative Audit Resolution and Oversight Initiative (CAROI) guideis
not just another "government guide." It isnot "business asusual." CAROI
provides innovative approaches to solving state level audit issues found in
federaly supported education programs. The key word in the CAROI process
isthefirst word of itstitle, "Cooperative." While CAROI dealswith federal-
state audits, its tenets can be adapted to state-local educational agency audits,
aswell as other federal agency audits.

This CAROI guide provides conceptually different approaches to audit
resolution. The CAROQOI approaches focus on finding solutions in a middle
ground where student achievement is afactor in the audit resolution process.
CAROI recognizes that the mission of the United States Department of
Education isto provide superior learning opportunities for studentsto enable
them to reach the nation's educational goals. CAROI recognizesthat the road
to excellent learning opportunities is not one single road for all school
districts and schoolsin dl states. By putting studentsin the forefront of audit
resolution, recipients of federal education program funds are given an open
and level playing field to cooperatively focus on problem solving to ensure
that students receive the maximum benefit of education programs.

CAROI is a change engine. Its concepts are straightforward and sound.
CAROI provides practical approaches to solving longstanding audit issues.
Ultimately, students are the beneficiaries of aprocess that is non-adversarial
and cost effective. CAROI isanew way of doing old business.
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What is the pur pose of this Guide? |

The Cooperative Audit Resolution and Oversight Initiative (CARQOI) concentrates on two facets for
program improvement:

cooperative audit resolution
overgght activities

The purpose of this guide isto provide direction on the first facet of cooperative audit resolution for
program improvement. The guide provides guidance for resolving audit findings as well as guidance on
how to use CAROI to prevent potentia audit findings.

What isthe origin of CAROI?

The concept of CAROI began with the redlization that education programs improve when federd, Stete,
and loca education officias work together effectively to resolve issues identified through audits. From
this genesis, U.S. Department of Education (ED) officids reviewed audit resolution practices. The
review disclosed that audits with questioned costs were often subject to lengthy legd beattles that in
many ingtances produced inggnificant monetary recoveries but developed sgnificant ill will.
Additiondly, the review identified numerous ingtances in which the causes of the findings did not receive
corrective action and, consequently, subsequent audit reports identified the same findings and problems.
With these recurring conditions, students suffered and ED determined the need for a new approach to
audit resolution. Through a collaborative effort by ED and state and locdl partners, CAROI was
created.

What are the elements of CAROI? |

CAROI is acollaborative method to provide dternative and cresative approaches to resolve audit
findings aswdl astheir underlying causes. The states and ED work together to help solve or avoid
recurring problems identified through single audits' as well as audits from ED’ s Office of Inspector

YOMB Circular A-133 and the accompanying Compliance Supplement provide the requirements and
guidelines for audits completed under the Single Audit Act. Exhibit 1 provides an outline of ED’ s audit resolution
process for Single Audits.
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Generd (OIG). Thegoa of CAROI isto improve education programs and student performance a
date and loca levels through better use of audits, monitoring, and technica assstance.

CAROI isdesgned to avoid codlly litigation, lengthy adversaria discussons, and non-productive
impasses. CAROI often relies on creativity in resolving audit issues and may be customized to suit the
individua needs of the agency or issue. Further, CAROI recognizes that without corrective action,
problems continue with future audit reports identifying the same issues.

CAROI DesiM

CAROI isdesigned to:

maximize didogue among federd, state, and locd levels

promote creetivity and innovation in identifying solutions to problems;
- foster continuous improvement of the audit process,

improve the efficiency and effectiveness of dl oversight activities,

minimize stereotypicd, traditiona, and bureaucratic methods;

decrease the need for adversarid litigation; and

save time, money, and resources.

CAROI Thecharacteristics of CAROI include:

Characteristics o
flexibility;

a non-threstening, open environment of cooperation;
commitment from dl patiesat dl levels
- time and resources needed to resolve issues and meet
established time lines;
the willingness of participants at the sate and federa levelsto
negotiate;
commitment to non-adversaria discusson;
the recognition that the ultimate customer in al educationd effortsis
the learner; and
- the right people involved in the process.
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CAROI Principles I 3)(()::(; CAROI Principles are applied throughout the audit resolution

CAROI PRINCIPLES

. Communication
. Collaboration

. Trust

. Understanding
. Resolution

. Sharing

Principle 1: Communication

CAROI takesfull advantage of opportunitiesfor open
dialogue among all participantsin resolving audit findings.

While written communication proves ussful in resolving audit
findings, ord communication is more helpful in gaining amutud
understanding of issues and in reaching agreement. In some
ingances, asingle telephone cal may serve to resolve smple,
graightforward audit issues. However, more complex findings may
require a continuing full and open didogue among dl participants.

For more complex audit issues, teleconferencing or face-to-face
meetings may serve as the best means to bring participants together
to address these issues.

Principle 2: Collaboration

CAROI encour ages collabor ation among participants
involved in theresolution of an audit from federal and state
levels, including repr esentatives from program, finance,
legal, and audit organizations.

Participants in audit resolution include persons responsible a the
federal and Sate levels for administering programs, maintaining fiscal
records, auditing, resolving audit findings, and identifying and
addressing legd issues. Resolution of less complex audit findings
may not require the involvement of al of these organizations.
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CAROI serves as avehicle for encouraging cross-program
coordination, planning, and service delivery.

Collaboration fostered by CAROI helpsto overcome chalenges at
both the federd and state levels between and among the
participants. Combined federal and state teams work together to
resolve specific audit issues. These ongoing working relationships
prove useful in resolving future audit issues and in addressing
concerns before audit problems develop.

States may form partnerships with local governments to gpply
CAROI principles.

Principle 3: Trust

CAROI fostersa sense of trust among the participants
involved in resolving audit findings.

CAROQI cdlsfor participants to use crestivity when developing
mutudly beneficid resolutions. An environment of trust must exist
or be created before participants willingly assume the perceived
risks associated with "laying dl cards on thetable” Trust is built
through open diad ogue and collaboration as described in Principles
1 and 2, aswdl as by learning that the other parties want afair
resolution.

Participants must make every effort to follow through on
commitments or to keep dl participants informed when
commitments reguire modification.

From the least complex to the most complex audits, trust must exist
indl resolution activities. For example, if established time frames
exigt and an extenson of time for submisson of materias has been
granted, dl involved should honor the new time frames.

Principle 4: Under standing

CARQOI creates an open environment for the participantsto
identify problems and mutually create solutions.

CAROQI participants work together through an environment that
dlowsfor effective discussion of issues and problems. Although
participants bring different views to the table, mutual respect and
understanding of each other’s opinion and position is valued and
supported.
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Participants should look for ways to discuss audit issues, problems,
and solutions in the most useful way possible. Effective
communication indudes involving dl the right people in deding with
audit issues and finding practicad waysto hold timely discussons
(e.g., telephone, teleconferences, face-to-face). This principleis
critica to laying the proper foundation to ensure that the audit issues
are understood, open dialogue has taken place and dl involved
parties are mutually creating effective solutions.

Principle 5: Resolution

CAROI encourages negotiating a resolution of audit issues
that isresponsiveto the needs and interests of all of the
participants and helpsto prevent recurrence of the audit
findings.

Participants use the principles of "win/win" negotiation to reach
agreement on the steps to be taken to resolve audit issuesin a
manner that is not overly prescriptive.

The primary god of the negotiated resolution is to ensure that the
conditions that led to any violations are addressed in away that
ensures that the violations do not recur.

Principle 6: Sharing

CAROI encouragesthe sharing of solutions achieved through
the process.

Best practices and modd agreements achieved through CAROI are
widdly disseminated in order to share gpplicable solutions from sate
to state. For example, if abetter and improved method of
maintaining time and effort records is identified in one sate, ED and
the State partners should take the lead in sharing these new and
acceptable methods of time record keeping with other agencies and
states.
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How does CAROI work? Responsive and Proactive |

CAROI functions as aresponsive as well as a proactive process. It can respond to findings presented
in an audit report to help resolve those findings. 1t dso can function proactively to provide preventive
measures to avoid circumstances leading to an audit finding. CAROI may be implemented at any point
in the audit or program implementation process. Because of the credtivity built into CAROI, it may be
customized to resolve any issue that may arise in any part of the grant cycle. The user does not have to
wait until an issueisidentified through an audit report to apply CAROI principles.

CAROI asa CAROI serves as aresponsive process in that it "responds’ to problems
Responsive Process arising from audit findings. ED and State officids consder how CAROI
can help to resolve the audit findings. It isimportant to note that some
audit findings involving the intentiona misuse of federa funds cannat be

resolved through CAROI.

CARO| CAROI promotes crestive problem solving. It can betailored to the
Models gopropriate level of implementation depending on the scope of the
issue(s) and the stage in the grant cycle.

CAROQI, as aresponsive process, uses three basic applications:
Operationd CAROI (Modd A), Strategic CAROI (Modd B), and
Comprehensive CAROI (Modd C).

(1) Operational CAROI (Model A)

Application of CAROI principlesin the audit resolution processto all audit findings
except those specifically selected for Model B or Model C projects.

Thismode is conddered the most standard gpplication in resolving sSingle audits. Using
Operationd CAROI, ED audit resolution speciaists independently or in saf-directed teams
employ CAROI principlesto resolve audit findings.
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OPERATIONAL CAROI (Model A)

During the resolution process for Model A audit findings, ED should try again to obtain dl relevant
information from al appropriate sources in order to make the most informed judgments about
resolution. Ascdled for in the CAROI principles, ED should use conference cdls, as necessary, with
relevant saff within ED and outsde ED (e.g., State Educationd Agency program staff and Sate
auditors) to seek gppropriate information and documentation bearing on findings.

Thefollowing exampleillustrates how the Operational CAROI (Model A) may be applied.

An audit resolution specidist in one of ED’ s office has the lead responsbility for resolving an
audit from a State. Only one other office hasfindingsin the audit. The specidist cdls hisher
counterpart in the other office and together they develop a strategy for resolving their findings.
They cdl the State to discuss how the audit should be resolved, emphasizing the CAROI
principles such as open communication and collaboration.

One of the main godsisto develop solutions that solve the root causes that led to the audit
findings. The federd audit resolution specidists work as a team with their State counterparts
from multiple offices, as necessary, to obtain the information that is needed to resolve the
variousfindings. Asaresult, dl parties reach agreement that certain corrective actions will be
taken. A joint letter is sent out from the two offices involved to the State to close out the audit.

(2) Strategic CAROI (Model B)

Application of CAROI principlesin a limited scope CAROI Project managed by the
federal level CAROI Team and an appointed working team from the federal, state, and/or
local levels.

In thismode, the teams will address one or two audit issue aress that involve complex or
recurring audit findings. The project may involve a complex cross-cutting finding.

Mode B isused if the audit results contain one or more of the following criteria

1. Audit results contain multiple findings, however, the findings sdected for CAROI
arein one principa office area.

2. Audit results contain multiple findings involving a number of programs, however,
only one or two findings are highly complex and will require focused atention.

3. Audit results contain multiple findings, however, the finding sdected for CAROI is
one cross-cutting issue with Department-wide policy implications.

4. Audit results include one finding in one program that is highly complex with mgor
policy implications for that program.
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STRATEGIC CAROI (Model B)

1. | dentification of |ssuesto be Resolved

Because of the limited scope of Strategic CAROI (Mode B), only one or two mgor  issues
are undertaken. If there are other pending audit issuesthat can beeasily and  quickly resolved, these
issues are dedlt with as expeditioudy aspossblesothatthe mgor issues can be addressed by the
federa and state CAROI teams.

2. Federal Invitation to State Officials

Under Modd B, generdly, only one state agency isinvolved. Therefore, the Governor's Office
may be informed of the process, but there may be no need for a representative from the
Governor's Office to coordinate across state agencies. Therefore, the invitation to state officias
to participate in CAROI normaly involves asingle point of contact.

Asde from the issue of a angle Sate agency involved with federd partners, the process for
resolution given in Comprehensive CAROI (Modd C) is followed throughout Strategic
CAROI (Mode B). There may be minor points of adjussment that are madeas  the processis
implemented.

Thefollowing exampleillustrates how Mode B may be applied.

A Department CAROI team and a State team work on a set of identical time distribution record
keeping findings that arose in severd years of audits of the State. One of the findingsis the
subject of an adminigtrative appedl; one is about to bein a program determination letter; and
one appears in the subsequent year's audit. The Federal and State teams work over several
months and meet severd times conducting most of their discussons by telephone. They work
hard to develop atime distribution record keeping system that is tailored to the State
Department of Education's gaffing patterns. The system not only corrects the problem in the
finding but also is adopted in State offices that were not the subject of the audit finding.
Eventudly, the State encourages the use of the record keeping sysem in dl of itsloca
educational agencies.
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(3 Comprehensive CAROI (Model C)

Application of CAROI principlesin a broad based CARQOI project managed by a federal and
state level CAROI Team.

In this modd, the teams will address anumber of complex and recurring audit findings and audit
ISSUe aress.

Specific criteria are gpplied to determine which CAROI modd best suits the audit findings. If the
audit results contain one or more of the following criteria, Mode C is used:

1. Audit results contain multiple findings that have recurred over severa audit periods.

2. Audit results contain multiple findings thet involved sgnificant dollars (over
$1,000,000).

3. Audit results contain multiple findings thet are cross-cutting and involve precedent
Seiting policy.

COMPREHENSIVE CAROI (Mode C)
Federal Invitation to State Officials

The Secretary of Education, Deputy Secretary, or other ED senior officer invites the state to participate in
the resolution of audits through CAROI. Theinvitation stresses the importance of open didogue, bringing
al issuesto the table, and a"leveling of the playing fiedd." ED typicdly invites the Governor, Chief State
School Officer and other state agencies with open audit findings. The State Auditor and Comptroller may
aso beinvited. Alternatively, state officials may approach federd officials requesting participation in
CAROQI a any stage in the grant cycle.

Preiminary Meeting with State/L ocal Officials

Aninitid meeting with state officids begins the partnership phase of CAROI.  Members of the Federa
and State Steering Committees and/or ED and State CAROI Teams who represent each affected
education program should attend the meeting. These participants include program staff, persons
responsible for financid concerns, auditors, and legd counsdl. Upon formation of this group, a "face-to-
face" medting is arranged. When such amesting is not possible or isimpractica, video conferencing or
other options may be considered.
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COMPREHENSIVE CAROI (Mode C) continued

The agenda for the initid meeting includes an explanation of the key srategies of CAROI.
These main drategies are:

1 Create and maintain frequent dialogues with sates,

2. Work to resolve open audits or audits under apped,;

3. Improve the single audit process, and

4, Coordinate audits, monitoring, and technical assstance.

Ground rules for negatiation, time lines for reporting negotiation results, and parameters of work group
meetings are aso st.

ED officids aso may present amatrix of findings (Exhibit 4). The matrix shows dl open audit findings
according to the year the findings occurred, the officelagency responsible for the audit, and the nature and
datus of the findings. The matrix serves as the working document for discussion and negotiation at
subsequent meetings with state partners. It also becomes the format for subsequent preliminary
determination letters and the find closing of the audit findings.

CAROQI intendsto close dl outstanding audit findings and/or gppeded audit determinations. State officias
will be advised that while some of the findings may eventudly carry no repayment pendties, aslong as
aufficient explanatory information is provided, other findings may result in areturn of funds to the federa
governmernt.

Setting Timelines and Priorities

At the initid meeting with the state partners, the team presents previoudy identified open audits and
establishes an accurate audit inventory. Such identification will dlow the parties to agree on the status of
findings, cross-cutting issues, repesat findings, and the status of corrective action aready implemented.
Some open audit findings may in fact be closed & the initid meeting through updated files and the issuance
of aprogram determination letter. The teams mutualy agree which of the remaining audit resolution issues
will be addressed firgt in the process. They establish smadl work groups of key personne and assign them
to specific identified audit findings. Aswith al audit findings, the following questions guide the resolution
process:

How were funds expended?

At the classroom level, did the expenditures, dbeit questioned by the auditors, benefit students?
What isthe caculated or proportiona harm to the federd interet?

What is needed to correct the problem or deficiency?

How do the corrective actions improve education?

Cross-Cutting | ssues

Certain cross-cutting issues may be found across multiple programs. Such issues have to be resolved in
each of the programs. However, amore efficient resolution of those problems is the grouping of the cross-
cutting issues into a single task assigned to one work group. Among such cross-cutting issues are those
audit findings associated with indirect costs. Additiondly, many Department programs serve smilar target
populations, athough each program has a different focus and purpose. Therefore, CAROI promotes the
seamless integration of federd education programs to improve teaching and learning.
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COMPREHENSIVE CAROI (Model C) continued

Negotiating Acceptable Solutions

The work groups draft a plan of action which includes pertinent information needed, appropriate linkages with
other agencies, drategies, timetables, and persons responsible. The information needed may include audit
work papers, records of time spent on federd education programs, approved locd applications, financia
records, and other information that assesses the impact of the federa funds at the classroom level.

In kegping with established time lines and reporting periods, work groups communicate progress and
continue negotiation. When the state asks questions, federd partners review information and respond
quickly. Thework group seeks clarification of certain issues and states the need for additiona information.
Each work group continues their didogue until agreement is reached on the audit issues. When dl parties
agree on the solution to questioned findings, the team indicates agreement in the matrix or through other
documentation. If necessary, the team determines the method(s) of repayment. As part of the solution, the
work groups devise a plan of improvement. The plan includes changes to be implemented and the necessary
reporting procedures to assure on-going program improvement.

Reporting/Signing Acceptable Agreements

The team notes the resolved issues on an updated matrix or other documents and, in keeping with established
time lines, letters of agreement are Sgned by officids at both the federa and state levels. These actions may
follow the accepted resolution of each issue. However, the partners may prefer one specific date to issue all
letters with joint Sgnatures of federal and Sate partners.

Thefollowing exampleillustrates how Model C may be applied.

One particularly difficult finding for resolution concerns a State's compliance with the maintenance of
effort (MOE) requirement. The MOE requirement is intended to ensure that states receiving federa
grants maintain their expenditures from state funds a aleve at least equa to the amounts spent in
previous years.

For severd years, the Auditor Genera has documented the State's failure to include a specific
program in its MOE caculaion. ED and the State disagree on the fiscd treatment of the program.
Thislong-running disagreement resulted in millions of dollars in grant funds being disputed and the
accumulation of hundreds of hours of litigation cogts by both ED and the State.

Using CAROI, the federal and state CAROI working groups take a new ook at the statutory
definition. The State provides additiona documentation without fear of its use in future legd
proceedings. Using CAROQI, both ED and the State agree on a proper classification for the program
in the MOE cdculetion.
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COMPREHENSIVE CAROI (Model C) concluded

When dl parties agree on the solution to questioned findings, the team indicates agreement in the matrix
or through other documentation. If necessary, the team determines the method(s) of repayment. As
part of the solution, the work groups devise a plan of improvement. The plan includes changes to be
implemented and the necessary reporting procedures to assure on-going program improvement.

Reporting/Signing Acceptable Agreements

The team notes the resolved issues on an updated matrix or other documents and, in keeping with
edtablished time lines, letters of agreement are Signed by officids at both the federd and Sete levels.
These actions may follow the accepted resolution of each issue. However, the partners may prefer one
specific date to issue dl letters with joint Signatures of federd and sate partners.

Thefollowing exampleillustrates how Mode C may be applied.

One paticularly difficult finding for resolution concerns a State's compliance with the
maintenance of effort (MOE) requirement. The MOE requirement is intended to ensure that
dates recelving federa grants maintain their expenditures from gtate funds at alevel at least
equa to the amounts spent in previous years.

For severd years, the Auditor Genera has documented the State's failure to include a specific
program in its MOE caculation. ED and the State disagree on the fisca treatment of the
program. Thislong-running disagreement resulted in millions of dollarsin grant funds being
disputed and the accumulation of hundreds of hours of litigation costs by both ED and the State.

Using CAROI, the federa and state CAROI working groups take a new look at the statutory
definition. The State provides additiona documentation without fear of its usein future legd
proceedings. Using CAROI, both ED and the State agree on a proper classfication for the
program in the MOE ca culation.

To help the user determine which CAROI mode to apply, the CAROI federd team developed a
decison chart, shown in Exhibit 3.
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CAROI asa Prevention of Potential Audit Findings
Proactive Process

The use of CAROI principles may occur before audits identify
questioned costs or improper practices. At any time, states or ED may
suggest using the CAROI process to review certain state or local
procedures. In thisway, states may implement a system of best
practices to improve services before a problem occurs and is identified
inan audit. Improvement forestalls potential findings to better
serve education customers.

Sharing Information

CAROI dso works proactively through the sharing of information.
L etters of agreement and progress reports are shared with federd,
date, and local entities and are posted on the ED web Ste
(www.ed.gov/initsCAROIL/).

ED and dtate partners aso provide information on how states or loca
entities may avall themsdves of CAROI. Professond organizations and
national and state conferences serve as information distribution Sites.
Asin dl dissemination procedures, the wider the dissemination the
better the coverage and hence the establishment of a new network of
partners. Over time, more and more entities, having become aware of
the new audit resolution process developed through CAROI, are
availing themsdves of this new gpproach to audit resolution and
program improvemen.

Can CAROI be applied to other government agencies?

CAROI is a common-sense approach to problem solving that can be used in many sStuations. 1t can be
gpplied to:

State and locad government agencies; and
Other federal agencies.

CAROI isdesgned with flexibility to dlow the user to customize it to best suit the needs of an individud
Stuation and an agency's needs and specific issues.
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What are the challenges to using CAROI ? |

A primary chalengeto CAROQI isthe natural resistance to change and seeing new opportunities for
making a once adversarid processinto one that is built on cooperation, partnership, dialogue, and
improvement of services. CAROI emphasizes the importance of "seeing defects as gems,” where
obstacles become opportunities for success.

A second chalenge can be alack of trust. For many years, oversght systems based on an adversarial
gpproach did not promote did ogue and effective ligening. Consequently, barriersresulted. While the
barriers may appear somewhat formidable at the start of CAROI, focusing on correcting problems
hel ps to reduce the barriers resulting in increased trust. CAROI recognizes that no one leve or part of
government has dl theright answers. Working through a partnership of various offices and levels of
government can lead to discovering lagting answers.

A third challengeis scarce resources, both human and fiscal. Both within federa and state agencies, a
determination of the amount of staff time needed to complete the process is essentid . Without the
commitment of adequate time and resources, CAROI may not reach its sated goals.

The CAROI process has congstently saved resources when compared to a more traditional type of
resolution. For example, from the beginning, CAROI has produced positive results for ED and its State
and loca partners. A recommendation from the firee CAROI focus group meeting was to diminate
outdated procedures from the audit program to be used to audit the last year of programs under the old
Elementary and Secondary Education Act of 1988. One of the States estimated thet at least four audit
work hours would be saved in each of its school districts resulting from these changes. With over
17,000 schoal digtricts nationwide, the estimated savings exceeded amillion dollars.

How can the CAROI teams help to get
others started in the process?

CAROI teams of state and federa partners will make presentations at national and regiona conferences
and professond organizations when requested by conference organizers. Team presentations will
encourage and gpprise future partners of the benefits of usng CAROI.

The teamswill aso provide training at state and regional workshops or upon request by state and local
level school digtrict consortia. Since CAROI serves as a departure from "business as usud,” presenters
may best explain the CAROI principlesin smal group settings, particularly to those entities who choose
to apply the process to resolving outstanding audit findings. Users may aso access the CAROI web
gte a www.ed.gov/initsCAROI for additiond information.
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Please contact any of the following representatives for initid assstance with potentid CAROI projects.

CAROI Contact | nformation

Name Phone Number Principal Office
Barbara Bauman 202-205-8474 Office of Specid Education and Rehabilitative
Services (OSERYS)
Richard DiCola 202-205-9441 Office of Vocationd and
Adult Education (OVAE)
Mary Jean LeTendre 202-260-0826 Office of Elementary and
Secondary Education (OESE)
Phil Maegtri 202-205-3511 Office of the Chief Financia Officer (OCFO)
Chuck Miller 202-401-1773 Office of the Chief Financia Officer (OCFO)
Rich Resa 202-205-9640 Office of Ingpector Generd (OIG)
Phil Rosenfelt 202-401-6084 Office of the Generd Counsd (OGC)
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Exhibit 1
Outline of Audit Resolution Process and use of CAROI Principles

The following information is an outline of the audit resolution process for Single Audits that involve
findings for programs other than those in the Higher Education Act and examples of how CAROI
principles may be used during the steps in those procedures (CAROI steps arein bold). It isjust one
example of how CAROI principles may be used. There are many other cregtive ways to use these
principles.

1. The Single Audits are submitted through the Single Audit Clearinghouse to the Department for
resolution.

2. Audit findings are assigned to gppropriate Department offices depending on the program in which
each audit finding arose. Some findings may involve more than one program and more than one
office.

3. Theassigned officereviewsthereport to determine aresolution approach that is
commensur ate with the seriousness of each assigned finding. This step ensuresthat the
resources devoted to resolving the audit finding reflects the significance of the finding.

To determine the seriousness of the finding, the office may seek additional infor mation
from the auditee, and/or the auditor, through a" 35-day letter” inviting information from
the auditee (see example of letter at Exhibit 2). If the office assigned can tell what types
of information would be most helpful to resolve a finding, it may request specific
information.

In addition to audit resolution staff, the office will involve, as appropriate, staff from other
offices (e.g., Office of Ingpector General (OIG), Office of the Chief Financial Officer
(OCFO), Office of the General Counsal (OGC), and program offices) to select a resolution
approach and to determine what information may be needed. Asthe assgned office receives
audit reports, meetings are convened with staff from these offices to sdlect the resol ution approach.

4. At thispoint, the assigned office identifies audit reports or specific findingsin an audit
report as potential candidatesfor Model B/Strategic CAROI projectsor Model
C/Comprehensive CAROI projectsand will refer them to the CAROI Committee. All
findings not recommended for Model B or Modd C projectsareresolved asModd A
projects unless the finding involves intentional fraud or otherwise cannot be resolved
through CAROI. Somefindingsareresolved in an abbreviated manner, someare
resolved by providing technical assistance and some areresolved through a more detailed
program determination letter. CAROI principles are used whenever appropriate.

5. Onamonthly bass representatives of al Department offices involved in audit resolution meet to
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review proposed resolution approaches for consistency across offices.

6. Within Sx months of issuance of the audit report, the respongble office makes every effort to
resolve assigned findings and give appropriate notification to the auditee.

7. Therespongble office in the Department will monitor the completion of any corrective actions that
the auditee promises to take in response to the Department’ s determination.

8. The appropriate offices will link audit resolution with program monitoring and technical assstance
efforts (and vice versa) so that monitoring teams know how audit findings were resolved. During
on-site monitoring vidts, these teams review implementation of any corrective actions and audit
resolution staff are made aware of past and upcoming monitoring and technica assstance and
actions taken.
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Exhibit 2
Example of 35-Day L etter for Audits of State Entities

Re: Audit Control Number:
Auditee;
Audit Period:
Audit Issue Date;

Dear :

The U.S. Department of Education (Department) has received the audit report cited above which
contains one or more audit findings regarding programs or activities administered by your organization.
The Department is responsible for resolving these audit findings, and we welcome your input.

Before we proceed with resolution of the findings for which this Department is responsible, we are
interested in receiving and congdering any additiond information you may want to submit regarding the
following finding(s): (list findings)

To make your response as helpful as possible, it should include:

(1) Comments on the auditors findings,

(2) Corrective actions planned or taken including target completion dates or actua completion
dates,

(3) Other information which may have a bearing on the resolution of the findings,

(4) Contact person, phone number, and address for each finding, and

(5) Audit control number referenced at the top of this|etter.

Given the time that has lapsed since your audit report was prepared, your response will provide us with
a status update on the information you provided in the audit report and/or in your corrective action plan
in response to the findings. To ensure full consderation of your comments, please submit them within
35 days of the date of thisletter. Y our response should be mailed to me at the following address:

Name of Audit Liaison Officer (ALO)
Office of
Mailing address
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We look forward to working with you to resolve the findings in this audit report. If you have any
guestions or concerns, please contact meat (202) . For your information, U.S. Department of
Education officids and representatives (program, financid, legd, and audit Saff) of afew States have
been working in partnership as part of the Cooperative Audit Resolution and Oversight Initiative. This
Initiative isamed at conducting the audit resolution process for the Department's findings in amore
flexible, ussful and cooperative fashion with State and loca agencies to resolve audit findings more
effectively and to promote better program performance.

During this 35 day period we want to begin a partnership processwith you. Asinitid steps, we
encourage you to meet with your State auditors, financid officers, and attorneys to develop your
response and to assst usin resolving your audit most effectively. Complete and accurate information
will help usto make atimely determination in cooperation with you.*

Sincerdly,

Name of Audit Liaison Officer
Audit Liaison Officer
Officeof

CC:

* Thisparagraph should be modified if the auditeeis not a Sate entity.
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Exhibit 3

CAROI Decision Chart
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Exhibit 4

Example of CAROI Matrix Used for Statewide Single Audit Findings

Year/Finding# | Auditee | PO Finding Description Comments
1996 —~ACN 0988
278 SEA OVAE | Standardsand | Inarecurring finding, SEA’s basic
P. 2-177 Assessments standards and measures did not include
measures of student learning and
competency achievement for secondary and
postsecondary vocational education
programs.
279-283 SEA OVAE | Maintenance of | In arecurring finding, auditors said SEA has
P.2-178 Effort not clearly established alevel of non-federal
expenditures for state administration that
could be used to determine whether
mai ntenance of effort requirements for FY 93
and subsequent fiscal years had been met.
288 SEA OSERS | Time and SEA did not maintain the required
P. 2-183 Attendance certifications to support that only approved
employees worked on the Services Program
during the applicable periods.
1995 - ACN 08777
235b SEA OVAE | Subrecipient SEA did not ensure corrective actions were
p. 2-137 Audit taken by 2 subrecipients within 6 months of
receiving their audit reports.
1994 - ACN 06555
278 SEA OVAE | Maintenance of | In arecurring finding, auditors said SEA has
P. 2-167 Effort not clearly established alevel of non-federal
expenditures for state administration that
could be used to determine whether
maintenance of effort requirements for FY 93
and subsequent fiscal years had been met.
PO: ED’s Principa Office
ACN: Audit Control Number
SEA: State Education Agency
OVAE: Office of Vocationd and Adult Education
OSERS: Office of Specid Education and Rehabilitative Services
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Cooperative Audit Resolution and Oversight Initiative
U.S. Department of Education

Federd Building 6, Room 4W225

400 Maryland Avenue, SW

Washington, DC 20202-4245

(202) 401-1768

Fax (202) 401-1198

E-mall: caroi @ed.gov

Internet: www.ed.gov/initY CAROI




