July 27, 2004


SUPPORTING STATEMENT

FOR

PAPERWORK REDUCTION ACT SUBMISSION

A.  Justification 
1. Circumstances Making Collection of Information Necessary
All institutions participating in the Title IV, HEA programs are required to submit audited financial statements and compliance audits that are prepared in accordance with Generally Accepted Accounting Principles (GAAP), Generally Accepted Auditing Standards (GAAS), and Generally Accepted Government Auditing Standards (GAGAS).  An institution is required to submit audits annually (34 CFR 668.23), and whenever it seeks to begin or continue participating in the Title IV, HEA programs (34 CFR 660.20(a) or (b)), undergoes a change in ownership that results in a change in control (34 CFR 600.20(g)), or ceases to participate in the programs (34 CFR 668.26(b)).  

The information being collected under the eZ-Audit process is from the same financial statements and compliance audits that institutions currently are required to submit in paper form.  However, under eZ-Audit, institutions will log onto a secure Department website, enter general and specific information about their audits, and attach an electronic file of those audits made using Adobe Acrobat version 5.0 or higher.  The Department needs the information in electronic form to more efficiently review audits and provide more timely and useful information to institutions regarding the Department's review.

2. Use of Information
The Department will use the information from eZ-Audit to determine whether an institution has submitted its audits within the required timeframes, to make a preliminary determination as to whether a non-profit or proprietary institution satisfies the financial responsibility standards in 34 CFR part 668, Subpart L of the Student Assistance General Provisions regulations (or in the case of a change in ownership resulting in a change in control, whether the institution satisfies the financial ratio requirements under 34 CFR 668.15), and to otherwise monitor an institution's compliance with Title IV program requirements.  The information also is used to assess whether the audits from an institution are materially complete and conducted in accordance with applicable standards.   

3. Use of Information Technology
eZ-Audit is a web-based application designed to facilitate the electronic submission of required financial statements and compliance audits and to serve as a data repository for compliance and research purposes.  

4. Efforts to Identify Duplication

eZ-Audit replaces a paper-based submission process with an electronic process for submitting the same audits that institutions are now required to submit.  Users are required to complete data input screens by entering information about their audits and to attest to the accuracy of the information submitted.  Institutions that currently submit their annual audits to the Federal Audit Clearinghouse under the Single Audit Act also will be required to complete data input screens and provide an electronic copy of those audits directly to the Department.

Section 487(c) of the Higher Education Act requires the Department to make a determination on whether an institution has properly administered its Title IV, HEA programs and has satisfied the standards of financial responsibility, based on actual audits submitted by institutions.  There is no information available from any other source, that contains the necessary data or that is otherwise useable to the Department for determining these factors.  

5. Methods to Minimize Burden on Small Entities

Because eZ-Audit is web-based, an institution does not have to acquire any unique software. To facilitate the electronic submission of financial statements and compliance audits, the information collected on the data input screens is from the auditor's report.  With regard to the electronic copy of the audits, the Adobe PDF file format was chosen because it provides the security needed and is commonly available at low cost.  

6. Consequences If Information Is Not Collected
The Department would not be able to fully implement the eZ-Audit process and would continue to rely on the paper audit submissions from participating institutions, forestalling the projected benefits of obtaining audit information in a quicker, more efficient manner, and increasing the Department’s costs by having to manage these processes.

7. Special Circumstances

No special circumstances apply to this information collection.

8. Federal Register Comments 

In accordance with the Paperwork Reduction Act (PRA), on June 27, 2003 and subsequently on March 23, 2004 and March 31, 2004, we published a Notice in the Federal Register regarding the information collection for eZ-Audit.  We received individual comments from 15 institutions of higher education (including nine public schools, six non-profit private schools and two higher education associations representing the views of other associations). Below is a summary and response to those comments.

Comments:  Most commenters believed that the implementation of eZ-Audit would increase both workload and cost to institutions. Additionally, they felt that the Department underestimated the hour and cost burdens contained in the Supporting Statement to the PRA Notice.

Response: The Department agrees that implementing eZ-Audit results in additional effort for schools that already are required to submit their audits to the Federal Audit Clearinghouse. However, it increases the timeliness for the Department to assess risk and prioritize resources, relative to receiving paper audits that have been sent to the Federal Audit Clearinghouse and then routed to the Department. This, in turn, permits schools an opportunity to correct deficiencies more quickly.  

The Department acknowledges that burden estimates presented in the Supporting Statement to the PRA Notice published on June 27, 2003 were lower than those experienced or anticipated by a number of schools in the higher education community, and are being re-evaluated. Some of the burden resulted from problems with the initial release of the product. Several changes have been made to the eZ-Audit system, in response to input from schools, auditors, and higher education association representatives, to improve the level of service and usability for non-profit and public schools.  The changes to the system were implemented on March 15, 2004. 

The initial transition to the eZ-Audit system created several areas of burden that should lessen after the first year because: 1) registration and security for eZ-Audit at institutions will have been established in the first year, 2) institutions will already be familiar with using the system in future years, and will not need to reference the guides as frequently, and 3) prior experience using eZ-Audit will decrease the time needed to gather and enter the requested data.

Additionally, the burden hour estimates presented in the Supporting Statement to the PRA Notice published on June 27, 2003 assume that an independent auditor, certified public accountant, or similarly qualified person at an institution is completing the eZ-Audit input screens for both the compliance and financial audits. There was indication from some of the submitted comments that personnel without these qualifications were responsible for eZ-Audit data entry. Indeed, this likely would create a burden in excess of the estimated burden, and is not recommended. 

The Department will continue to work closely with the financial aid community to improve the eZ-Audit system to reduce burden, including the possible simplification of some data elements. We encourage schools with eZ-Audit experience to use the redesigned screens and determine if the burden has decreased, and then provide us with additional comments.

Comments:  Most of the commenters suggested that eZ-Audit violates the intent of the Single Audit Act of 1984, as amended, and OMB Circular A-133 by requiring public and non-profit institutions to make a separate audit submission to the Department. Several of these commenters questioned the legal authority of the Department to require institutions to utilize eZ-Audit. One commenter noted that the Federal Financial Assistance Management Act calls for standardization and simplification of all aspects of Federal Assistance programs, including audit oversight.

Although eight commenters expressed support for the government’s efforts to move toward the electronic submission of data, 11 commenters recommended that the Department work with the Federal Audit Clearinghouse to avoid developing conflicting requirements for electronic submission of audits directly to other agencies.  One commenter recommended also working with the Federal Demonstration Partnership (FDP) to develop a single government-wide electronic process. 
Response:  The Department notes that eZ-Audit does not require institutions to perform additional audits beyond what is provided under OMB Circular A-133 for public and private non-profit institutions, but rather that those audits be submitted directly to the Department electronically.  The intent of the Single Audit Act and OMB Circular A-133 is to reduce the burden of preparing multiple audits for multiple governmental agencies.  Circular A-133 provides that a Federal agency may obtain copies of annual audits directly from an institution that submits those audits to the Clearinghouse.  Accordingly, OMB has provided the Department with clearance to implement eZ-Audit and collect electronic copies of these audits directly from the institutions. 
In response to the comment that the Federal Financial Assistance Management Act (FFAMA) calls for standardization and simplification of all aspects of Federal Assistance programs, it should be noted that in Section 5(a)(5), the FFAMA specifically states each Federal agency shall develop and implement a plan that allows applicants to electronically apply for and report on the use of funds from Federal financial assistance programs, which is consistent with the intent of eZ-Audit.  Section 5(a)(6) of the FFAMA also recognizes the need for agencies to put in place reporting requirements that obtain timely, complete, and high quality information.  Additionally Section 8 of the FFAMA acknowledges that a Federal agency is not limited from gathering information that is required for its review of the financial integrity or quality of services of an activity assisted by a Federal financial assistance program.  

As the Federal Audit Clearinghouse establishes plans to accept electronic audits in a standardized format, the Department will continue to work with OMB and the Federal Audit Clearinghouse to develop a single electronic submission process.
Comments:  Many commenters remarked that financial information required in the eZ-Audit forms is not easily garnered from audits and financial statements.  The commenters noted that the eZ-Audit system requires financial information to be reported in a form and content that is different from that required by the Federal Audit Clearinghouse.  Therefore, the commenters concluded that users must return to the original worksheets to derive the financial information requested under eZ-audit. 

One commenter suggested that institutions should not be required to enter data that is not needed to perform the composite score calculation or that is otherwise collected in the IPEDS Finance Survey.

Response:  In response to input from schools, auditors, and higher education association representatives, the Department has made several changes to the eZ-Audit system in order to 1) align more closely the summary data in eZ-Audit to similar data the Federal Audit Clearinghouse requires for their summary page, and (2) make changes to the eZ-Audit input screens to make it easier for non-profit institutions to enter data.  These changes were implemented on March 15, 2004.   

The Department is continuing to review whether further enhancements can be made to improve the eZ-Audit data entry.  We welcome specific suggestions from the community on means to simplify data requirements.

With respect to using the information collected in the IPEDS Finance Survey, the Department cannot rely on data contained in survey instruments.  Section 487(c) of the Higher Education Act requires the Department to make financial responsibility and program compliance determinations based on the actual audited financial statement and compliance reports submitted by institutions. 

Comments:  Two commenters objected to the requirement to provide the TIN for the auditor in eZ-Audit.  They felt this represented a data element in addition to information in the audit submitted to Federal Audit Clearinghouse and that it often is not easily available.

Response:  The auditor’s TIN allows the Department to identify and track auditors, and to readily identify a change in auditors, as part of an overall risk assessment.  After the TIN has been entered for one year, it will automatically pre-populate the screen for subsequent years, requiring new input from an institution only if there has been a change in auditor.  Schools that have changed auditors, and the auditor themselves, will know the TIN is required to be reported in eZ-Audit, and this information should easily be obtained during that process. 
Comments:  Two commenters believed that the eZ-Audit submission process and the Rules of Behavior subject the submitter to inappropriate requirements and certifications.  

Response:  In response to comments on the Rules of Behavior the Department agrees that changes and clarifications were needed. The Rules of Behavior have been revised and took effect on May 19, 2004. We are in the process of reviewing possible changes to the submitter certification requirements, and will notify the community when any changes are made by posting an announcement on IFAP.
9. Respondent Payment or Gifts

The Department will not provide payment or gifts to the users of eZ-Audit.  The submission of financial and compliance audits is mandatory.

10. Assurances of Confidentiality.

No assurance of confidentiality is provided to respondents.  Audit information that is provided through eZ-Audit or a paper-based process is subject to release to the public under the applicable provisions of the Freedom of Information Act. 

11. Questions of Sensitive Nature
No questions of a sensitive nature are requested in eZ-Audit.

12. Estimate of Hour Burden
All institutions enter on the eZ-Audit input screens only general information about their compliance audits.  To determine whether non-profit and proprietary institutions satisfy certain financially responsible requirements under the program regulations, these institutions must enter on the eZ-Audit data input screens general and specific information about their financial audits.  However, because public institutions are not subject to these requirements, they enter only general information about their financial audits.  The burden hour estimates in the table below reflect this difference.
There are approximately 2,200 public institutions, 1,700 non-profit institutions, and 2,000 proprietary institutions that are required to submit audits to the Department.  The burden hour estimates in the following table assume that an independent auditor, certified public account, or similarly qualified person at an institution is completing the eZ-Audit input screens for both the compliance and financial audits (the burden hours are lower for all other cases where only a compliance or financial audit is required).

	Type of Institution
	Burden Hour Estimates for Completing the Input Screens
	Total Burden Hours (for All Institutions)
	Total Burden Hour Costs at $100 per Hour (for All Institutions)

	Public
	15 to 30 minutes
	 550 to 1,100
	 $55,000 to  $110,000

	Non-profit
	60 to 90 minutes
	 1,700 to 2,550
	 $170,000 to  $255,000

	Proprietary
	60 to 90 minutes
	 2,000 to 3,000
	$200,000 to  $300,000


Total Hours:  4,250 to  6,650

Average Hours:  5,450

Total Cost to complete input screens:  $425,000 to  $665,000

Average Cost to complete input screens:   $545,000

13. Estimate of Cost Burden 

The estimated costs in the following table assume that an institution will use either an on-line service or the services of a copy center to make an authentic, electronic copy of both its compliance and financial statement audits using Adobe Acrobat version 5.0 or higher.  The cost range for these services is estimated at $10 to $50.

Estimated Cost Burden for making a PDF copy of audits

	Institution
	Cost Range

	All Public (2200)
	$22,000 to $110,000

	All Non-profit (1700)
	$17,000 to $85,000

	All Proprietary (2000)
	$20,000 to $100,000



Total Cost:  $59,000 to $295,000

Total Average Cost:  $177,000

14. Estimate of Annual Cost to the Federal Government

This electronic information collection represents a cost savings of approximately $500,000 over the current manual collection method.  Under the paper-based collection method, the cost to the Department is about $2.1 million annually.  Under eZ-Audit, the Department's cost is estimated at $1.6 million. 

15. Program Changes or Adjustments

In view of the public comment and further Department testing, the burden hours are adjusted as provided in Section 12.

16. Plans for Tabulation and Publication of Results

No tabulation or publication of the results will take place.

17. Approval to not Display OMB Expiration Date

All data collection instruments will include the OMB expiration date.

18. Explanation of Exceptions

No exceptions are requested.
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