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were not readily available or could not be located at all. CSB staff reported that some
documentation on individual computers had previously been lost.

FAR § 4.800 provides requirements for establishing and maintaining contract files. FAR § 4.802
states,

(c) Files must be maintained at organizational levels that ensure — (1) Effective
documentation of contract actions; (2) Ready accessibility to principal users; (3) Minimal
establishment of duplicate and working files; (4) The safeguarding of classified
documents; and (5) Conformance with agency regulations for file location and
maintenance.

(d) If the contract files or file segments are decentralized (e.g., by type or function) to
various organizational elements or to other outside offices, responsibility for their
maintenance must be assigned. A central control and, if needed, a locator system should
be established to ensure the ability to locate promptly any contract files.

CSB staff stated that adequate space does not exist to maintain paper records and that only
critical paper records are filed, the remainder of the records are maintained in electronic format.
In a written response received during our audit, CSB staff stated,

We acknowledge that the records were maintained in various other locations and
that some records were missing. We agree that most records should be
maintained in a central file. But that file must be electronic, not paper. We
attempted to accomplish that by setting up a file for each of the contractors on our
shared drive.

Without appropriate documentation of contract actions and monitoring, whether electronic or in
hard copy, the Department cannot effectively support its position in the event of a contract
dispute, litigation, or a Congressional inquiry. In its response to the draft report, FSA staff
stated, it has initiated both an electronic and paper filing system to maintain audit reports, desk
reviews, work papers, and other appropriate documentation.

Recommendations
We recommend that the Chief Operating Officer for Federal Student Aid take actions to ensure:
1.1 CSB staff develops a system to document and monitor complaints, and ensure
corrective action is taken. CSB takes appropriate action to remove contractor
staff against whom repeated complaints are received, and to assign penalty points
to contractor incentive scores as provided for in the contract.
1.2 CSB staff establishes appropriate procedures to conduct regular desk audits of
contractor compliance with the contract, and to ensure quality control. The

procedures should include a method to determine the number and frequency of

ED-OIG/A19-D0002



Ms. Shaw and Mr. Martin Page 12 of 14

1.3

1.4

1.5

desk audits, establish a schedule for completion, and document appropriate
supervisory review. CSB procedures should include a process to ensure that
contractors appropriately correct errors noted in the desk audits.

Funding is available to conduct at least two site visits per contractor per year to
provide technical assistance and training as provided for in the contract and SOW.
Ensure that problems noted during site visits are resolved timely. If FSA’s intent
is not to perform two site visits per year to each contractor, modify the contract
terms and statement of work accordingly.

CSB staff conducts regular and timely review and inspection of contractor
deliverables, submits written evaluations as required, and provides appropriate
information concerning acceptance of the deliverables to the CO.

CSB establishes a system to identify and maintain appropriate contract monitoring
documentation, including a locator system, to ensure that related contract files can
be promptly located.

We recommend that the Chief Financial Officer take actions to ensure:

1.6

The terms of the contract and SOW are amended to reflect the Department’s
intent that contractors will pay for additional site visits, not the initial two site
visits each year.

OTHER MATTERS

Review of Invoice Payment Process

The OIG is also conducting a review of the process used by the Department to calculate
commission payments due to the PCA contractors and to generate invoices. Rather than the
contractors preparing invoices and submitting them for payment, the Department uses
information on collections and other activities to generate information on commissions due the
contractors. This information is then translated into invoices prepared by the Department. The
Department sends the invoices to the contractors for review, and then the contractors submit the
invoices to the Department for payment. OIG is currently reviewing this process and will issue a
separate report on the results of that review when completed.
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OBJECTIVE, SCOPE, AND METHODOLOGY

The objective of our audit was to determine the effectiveness of FSA’s monitoring activities for
PCA contractors. To accomplish our objective, we reviewed applicable laws and regulations,
Department policies and procedures, and the terms of the contract and SOW. We also reviewed
information from the CO and COR contract files including contract modifications, site visit and
desk audit reports, deliverables, complaints, and supporting documentation.

We also interviewed staff in FSA and OCFO, including the CO and COR responsible for
monitoring and administering PCA contracts. The scope of our audit included activities during
the period October 1, 2000, through September 30, 2002. We also reviewed contract
modifications with effective dates through March 2003.

To select a sample of PCA contracts for review, we evaluated active PCA contracts recorded in
the Department’s Contracts and Purchasing Support System (CPSS) as of November 2002. To
evaluate FSA’s monitoring of PCA contractors, we selected a nonstatistical sample of five PCA
contractors with small, medium, and large contract values from the universe of 12 active
contracts awarded in September 2000. The 5 contracts selected had a total contract value of
$44,195,949, of the total value of $95,733,455 for all 12 contracts as of September 2002.

We relied on computer-processed data obtained from the Department’s CPSS to determine the
value of the contracts that we reviewed. To test the accuracy of the number of contracts and
contract values, we compared reports from the CPSS with reports of payments from the
Department’s financial management system and monthly invoices submitted by the contractors.
Based on these tests and assessments, we determined that the computer-processed data was
reliable for meeting our audit objective.

We conducted fieldwork at the Department of Education offices in Washington, DC, and
Atlanta, GA, during the period February 2003 through July 2003. We held an exit conference
with Department management and staff on July 14, 2003. Our audit was performed in
accordance with generally accepted Government Auditing Standards appropriate to the scope of
the review described above.

STATEMENT ON MANAGEMENT CONTROLS

As part of our review, we assessed the system of management controls, policies, procedures, and
practices applicable to the monitoring of PCA contractors. Our assessment was performed to
review the level of control risk and determine the nature, extent, and timing of our substantive
tests to accomplish the audit objectives.
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FEDERAL

STUDENT AID
We Help Put America Through School

CHIEF OPERATING OFFICER

DEC 16 #0:

Ms. Michele Weaver-Dugan, Director
Operations Internal Audit Team

U.S. Department of Education

Office of Inspector General

400 Maryland Avenue, S.W.
Washington, DC 20202-1510

Dear Ms. Weaver-Dugan:

Thank you for the opportunity to review and comment on the draft audit report for the
Monitoring of Private Collection Agencies (PCA), Control Number ED-OIG/A19-
D0002, issued November 14, 2003. This response was coordinated with the Office of the
Chief Financial Officer.

In general, we agree with your audit recommendations and have completed or are
implementing many of the actions needed to improve our monitoring and oversight of the
PCAs. In addition, because many of the actions to address the recommendations
identified in the draft report are complete, we believe the report should be revised to
exclude those recommendations. The enclosure provides our response to each
recommendation. Please feel free to contact Susan Szabo at 202-377-3437 if you have
any questions regarding these responses. Again, we appreciate the opportunity to review
and comment on the draft report and found the audit to be very helpful.

Sincerely, ..

Theresa S. Shaw
Enclosure

cc: Jack Martin, OCFO
Tom Pestka, FSA
Gary Hopkins, FSA
Sue Szabo, FSA
Erin Swanson-Hall, FSA
Pat Howard, OIG

830 First Street, NE, Washington, D.C. 20202
1-800-4-FED-AID
www.studentaid.ed.gov
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Enclosure

Response to OIG Draft Audit Report, Monitoring of Private Collection Agencies
(PCA), Control Number ED-OIG/A19-D0002, issued November 14, 2003.

Recommendation 1: Contract Services Branch (CSB) staff develops a system to
document and monitor complaints and ensure corrective action istaken. CSB takes
appropriate action to remove contractor staff against whom repeated complaints are
received and assigns penalty points to contractor incentive scores as provided in the
contract.

Response: We recognize that this issue may need to be discussed in your report, but it is
our belief that the recommendation itself should be dropped since as a result of your
review, actions to address the recommendation have been completed.

Each PCA isassigned a Loan Analyst in the CSB who serves as the primary point-of-
contact for the PCA. Both written and verbal complaints against the agency are routed to
the Loan Anayst who serves as the PCA’ s point-of-contact. The Loan Analyst has firgt-
hand knowledge of all PCA complaints including reoccurring complaints. When and if a
complaint against a PCA becomes a significant concern (i.e., reoccurring, allegations of
egregious violations, etc.), the Loan Analyst, as standard office practice, has primary
responsibility to elevate the issue to the Acting Contracting Officer Representative
(COR) and the Branch Chief.

Each Loan Analyst is responsible for routinely monitoring PCA complaints. This
includes reviewing PCA reports on a monthly basis to assess patterns and specific
concerns that need to be brought to the attention of the Branch Chief and Acting COR. In
addition, the Acting COR and/or Branch Chief routinely review the complaint log to
ensure the integrity of the data. Thisinformation is regularly compared to the complaints
that are self-reported by the PCA.

Despite the strongest efforts to ensure that al attempts to collect on student loan accounts
are fair and reasonable, problems will inevitably arise. Asaform of protest, borrowers
will make the verbal and written allegations that are commonly referred to as complaints.
It isimportant to distinguish, however, between complaintsand disputed accounts.
Complaints are issues that the borrower has concerning how the collection agency
attempts to collect the debt — such as Privacy Act violations, rude or abusive behavior, or
misinformation. Issues such as validity of debt, balance disputes, or treasury offsets are
referred to as disputed accounts and are addressed by the Public Inquiry Contractor (PIC).

However, as aresult of this audit, new quality control measures have been instituted to
enhance the complaint process. Corrective actions also include implementation of a
shared access database referred to as the complaint log. The complaint log is an
electronic means of documenting, tracking, and monitoring complaints. The database
includes information such as. date of the complaint, PCA account, type and/or source of
the complaint, nature of complaint, action taken, and/or date of resolution. CSB is now
able to access the program and utilize the log to determine the resolution for the
identified complaints. Detailed standard operating procedures were devel oped to
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A. SCOPE OF REVIEW

An audit was conducted on <INSERT DATE> to review the collection efforts of the FSA
programs. The main office in <LOCATION> was visited during the review. The review
consisted of, but was not limited to, an examination of the agency’s <LIST OUT>. In
addition, interviews were conducted with appropriate agency personnel.

A random sample of XX borrower accounts was selected for review. An appendix is
attached to this report, which lists the names and social security numbers of all borrowers
whose files were examined during the review. The numbers noted in the appendix
references borrowers throughout this report.

During the visit, some areas for improvement were noted. The findings specify the
corrective actions your agency must take to ensure compliance with regulations and
statutes that govern the FSA programs.

Although the review was thorough, it cannot be assumed to be all-inclusive. The absence
of statements in the report concerning the agencies specific practices and procedures must
not be construed as acceptance, approval, or endorsement of those specific practices and
procedures. Furthermore, it does not relieve the PCA of its obligation to comply with all
of the statutory or regulatory provisions governing the FSA programs.

B. FINDINGS AND CORRECTIVE ACTIONS

1. Administrative Wage Garnishment

FINDING: An AWG review of status code VPY was conducted and the
following problems are noted:

SSN Problem
XX X-XX-XXXX Only one pay stub was received.
XXX-XX-XXXX Only one pay stub was received.
ETC.

REQUIREMENT:  Agencies are required to request the two most recent pay
stubs from the borrower to provide proof of the borrowers disposable income. In
response to this finding, the agency must implement a process to ensure that two
pay stubs are received for each borrower. Please provide information in your
response to the audit.
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2.

FINDING:

REQUIREMENT:
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Appendix C

Technical Assistance and Training

The table below depicts the numerous technical assistance and training efforts that were
conducted by the CSB staff from 2000 to the present. It should be noted that the table
does not provide information related to individual PCA meetings which are routinely

conducted.
Y ear Date Audience L ocation Training & Technical Assistance Topics
2000 11/1 and 11/2 All PCAs Atlanta, GA Collections Background, Laws, Regulations
PCA Evaluations
Roles and Responsihilities, etc.
Systems
12/5 thru 12/8 All PCAs Atlanta, GA Comprehensive Procedures Training
Raytheon Systems Training
2001 4/9 All PCAs Atlanta, GA Service Center Overviews
Direct Debit Program
National Database of New Hires
CPCS Evaluations
CIE Results
Proposed Contract Modification
Proposed Amnesty Program
Customer Service
4/10 All PCAs Atlanta, GA Administrative Wage Garnishment
Direct Loan Consolidation
4/11 All PCAs Atlanta, GA AWG Hearings
4/12 All PCAs Atlanta, GA Litigation
4/13 All PCAs Atlanta, GA AWG Non-Compliance
7/12 All PCAs Atlanta, GA AWG Problems & Audits
8/29 M aximus Atlanta, GA AWG Hearings Training
8/30 Maximus Atlanta, GA AWG Systems Training
Atlanta, GA AWG Non-Compliance Training
10/16 All PCAs Atlanta, GA Special Handling for NY Accounts
1997 Contract
Rehabilitation
AWG
FY 2000 PCA Account Allocation and Bonus
Delay in Payment of Invoices
11/13 thru 11/15 Maximus Grand Rapids  |Improving PCA Performance
2002 3/5and 3/6 ACT CA AWG Hearings Process
3/21 All PCAs Frisco, TX Commission Adjustment | ssues

Electronic Commission Reports
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