Title I: Nuts and Bolts Webinar Script
Good afternoon.  My name is Patrick Smith and I am joined with my colleagues Shevine Holeman and Marie Gueye for today’s webinar on Title I Nuts and Bolts. 

Due to the length of our presentation today we may not have time to respond to questions. So, please submit your questions through the chat function on your screen.  Once we are able to answer all the questions we receive, we will provide all webinar registrants with a Q & A document comprised of all the questions we received.  

For the purposes of this presentation, when we in the US Department of Education speak about internal controls, we are referring to the organization, policies, and procedures of an LEA, SEA, school or other educational entity that safeguards the integrity of their programs and allows program and financial managers to achieve results.  So that is the state and local role.  The Federal role is to ensure that the Federal programs operate to achieve the desired objectives and that Federal resources are used efficiently and effectively to achieve the programs desired outcomes---this is a main reason why we monitor States.  

It is the responsibility of the management of an organization to ensure that internal controls are put in place and adhered to.  However, it is also the responsibility of managers and staff to ensure that policies and procedures are carried out and updated when needed.  So, all levels of an organization have a role in ensuring that internal controls are established and followed.  

However, a well developed organization with up-to-date policies and procedures that are adhered to doesn’t eliminate the possibility of waste, fraud and mismanagement, but rather, it is a means of minimizing the risk associated with Federal programs.  And yes, even the Federal government is susceptible to waste fraud and mismanagement.  Which is why we have the Office of the Inspector General and the Government Accountability Office reviewing our programs and internal controls.   

Based on audits and SASA’s program monitoring, we have seen several areas where internal controls are lacking.  The first area is time and effort.  This is the recordkeeping required by OMB Circular A-87 to support the salaries and wages of employees that are paid with Federal funds.  OIG audit findings in this area have resulted in questioned costs well over a million dollars.  This not a finding you would want to see.  

Although we have seen an improvement in the area of equipment and inventory, we still feel the need to remind people at the SEA, LEA, and school level to keep track of your equipment purchased with Federal funds, especially smaller items that are more mobile like laptops, cameras, and palm pilots. 

We will discuss further the issue of payments and reimbursement and how good internal controls have separation of duties and that payments and reimbursements are well documented.  

Finally the suspension and debarment issue has been a recent concern as evidenced by the number of findings we have been seeing in the OIG ARRA audits.  

By far the biggest problem area in time and effort has been the lack of maintaining source documentation to support the salary costs attributed to Federal programs at the SEA, LEA and school levels.  If your organization is not maintaining appropriate records, you need to have a conversation with management on how to establish a system so these records are maintained, because this is an area where the Department has been considering costs not supported by documentation as misspent and requiring repayment.

We have also seen instances where employees are paid from Federal program funds, but the employees activities do not support the Federal programs from which they are paid.  Another instance where the Department considers the Federal funds as misspent and require repayment.  

And finally, we’ve seen instances where the Federal program is not receiving the full benefit of an employee’s time.  For example, an employee’s time records show a 75% state and 25% Title I time allocation, but the employee is paid 50% from state funds and 50% from Title I funds.  

We affectionately know 34 CFR Parts 74- 99 as EDGAR—the Education Department General Administrative Regulations.  And EDGAR section 80.20 states that accounting records (for example salary records) must be supported by source documentation such as time and attendance records.  

The Office of Management and Budget’s Circular A-87 states that employees that work solely on one Federal program must prepare at least semi-annually a certification that states the employee worked solely on the program for the period covered by the certification.  These certifications are to be signed either by the employee or the supervisor having first hand knowledge of the work completed by the employee. 

The next slide is an example of a semi-annual certification for an employee, Mary Jones, for a 6-month period beginning October 1, 2009 to March 30, 2010.  In this instance, the employee signed the certification after –the-fact. 

Here we have an example of a semi-annual certification for the 6-month period of July 1, 2010 through December 31, 2010 signed by the supervisor having first-hand knowledge of the work performed by 4 employees working in the Office of Federal Programs. 

You will hear the term split-funded employees used when referring to employees that work on more than one program.  These split-funded employees are required to maintain personnel activity reports or PARs to document their time spent working on more than one Federal program or a Federal program and a non-Federal program.  

PARs must reflect an after-the-fact distribution of the actual activity of the employee, which means more than just marking down 5 hours for Title I, Part A and 3 hours for Title I, Part D on your PAR for a particular work day. That would not be an account for the employees actual activity for a particular day. Additional records to document the actual time worked on the Federal program(s) are needed. PARs must be prepared at least monthly and must coincide with one or more pay periods.  We generally see PARs that are for a two-week period if the employee is paid every two weeks, or sometimes if an employee is paid twice a month, we might see a PAR for the month.  PARs must also be prepared after-the-fact and be signed by the employee. 

Here we have a PAR for an employee, Denise Brown.  Ms. Brown’s PAR covers a two-week period and reflects the daily actual activity performed and at the end of the two week period the total number of hours and a percentage breakdown for the hours worked for the Title I and III programs.  The PAR is signed after-the-fact by the employee.   

Now we’ll discuss some scenarios that are not as straightforward as those that we just covered.  ESEA section 9201 allows for an SEA to consolidate its administrative funds for most ESEA Federal education programs.  In order to consolidate Federal administrative funds, the SEA must demonstrate that the majority of its administrative funds come from non-Federal sources.  Sometimes States show funds for specialty schools at the SEA…for example…funds for the State’s school for the Deaf and Blind.  Programmatic funds associated with this school could not be counted as administrative funds at the SEA-level when considering whether the SEA’s majority of admin funds are from non-Federal sources. The SEA may adopt and use its own reasonable standard for making the determination as to whether the majority of an SEA’s administrative funds are from non-Federal sources.   

So, if an SEA consolidates Title I, Parts A, C, and D, and Titles III and V and let’s say for example an employee supports Title I, Part C and Title III.  What would the employee need to do to support his/her time?  Because this employee works solely on two of the programs included in the consolidation, the employee would be considered to be supporting one cost objective---the consolidated cost objective, and therefore would complete a semi-annual certification.   

ESEA section  9203 allows LEAs to consolidate Federal funds for administrative purposes with the approval of their SEA. 

ESEA section 9203 also requires the SEA to establish procedures in order to respond to requests from LEAs to consolidate their Federal administrative funds.  The SEA must also establish limits to the percentage of funds that can be consolidated.  For example, Title I has no limitation to the percentage that can be reserved at the LEA-level for administrative purposes.  However, an SEA could set a limit of not more than 15% of an LEA’s Title I allocation can be reserved and spent for consolidated administrative purposes….if the LEA consolidates their Title I, Part A administrative funds with other Federal administrative funds.  

This is actually the same question that we covered in the consolidating SEA admin funds section.  And the same answer applies at the LEA-level…a semi-annual certification would be required.  Now, if an employee worked 50% of his time on a program included in the consolidation and 50% of his time on a state program, a PAR would be required, because the employee in this case is working on more than one cost objective. 

If a school consolidates all Federal, State and local funds in a consolidated schoolwide pool, and employee paid with funds from that pool does not need to maintain a PAR or semi-annual certification.  We have updated our guidance in the area of consolidating funds in schoolwide programs, The Department issued guidance in February 2008 on Title I Fiscal Issues.  The February 2008 guidance clarifies previous guidance on the Department’s expectations for schoolwide programs that consolidate their Federal, State and local funds.    

If a schoolwide program is not consolidating Federal, State and local funds the normal OMB A-87 rules apply.  If an employee works on a single cost objective a semi-annual certification must be maintained.  If the employee works on more than one costs objective a PAR must be maintained.  

Now let’s suppose that a school consolidates it’s Federal ESEA program funds, but not State and local funds…what would teachers at the school that work on ESEA programs be required to do for time and effort purposes?  If the employees work solely on programs that are part of the Federal consolidation, semi-annual certifications would be required, since the employees work on one cost objective---the Federal ESEA consolidated fund.  

EDGAR Section 80.20 (a)(3) states that grantees and subgrantees must maintain effective control and accountability for all cash, real and personal property, and other assets.  Those of you at the State-level probably know, over the last few years during our monitoring visits at the State- and LEA-levels we have been checking to see if there are internal controls over equipment with a purchase price of less than $5,000.  We look to see if computer printers, laptop computers, palm pilots, digital cameras, etc are being inventoried so these articles of equipment are safeguarded.  And when we visit private schools, we also check on equipment to ensure the equipment is being utilized for the instruction of eligible private school children.   

Section 80.20 of EDGAR also requires a State to apply its laws and procedures to Federal grant funds that it has for its own funds.  These State laws and procedures also apply to a State’s subgrantees.  For example:  in one of our audits an LEA was cited by the auditors for spending Federal funds on food and beverages.  Many of you are thinking…oh oh, we do that.  However, in this instance, the State’s policy was that funds could not be used on food and beverages unless used for a working lunch (where an agenda was also required) or a nutritional snack for an extended day student program.  The auditors questioned costs for lunches that were not supported by an agenda showing how program needs were being met and all other food and beverage costs not associated with an extended day program for students.  So, even though some costs might seem allowable according to Federal guidelines, you also need to know your State’s policies before determining if costs are in fact allowable. 

My final slide relates to maintaining source documentation to support your accounting records.  Such source documentation may include cancelled checks, paid bills, payroll records, time and effort records – as we discussed earlier--- contracts, and other items.

The auditors reviewed an LEA’s purchase card (or P-card for short) program, and found that there was little if any source documentation to support the P-card transactions paid for with Federal funds.  Along with costs not being adequately documented, costs were also unallowable according to the State’s policy  that prohibited the purchase of food, beverages and gifts.  So, if your office has a P-card, be sure that costs are documented with cash register receipts, invoices, justifications or other source documentation.   

(Now, let’s move from time/effort and consolidation of funds to another important area that supports an organization with effective internal controls---subrecipient monitoring) 

Shevine

Since Title I is a formula grant program, the SEA, as the grantee makes subgrants to LEAs.  Although the LEAs are the subrecipients, the ultimate responsibility of monitoring and oversight of the Title I program in the LEAs rests with the SEA.   The SEA is also responsible for the monitoring and oversight of the Title I program at the SEA level.   

This is a huge responsibility, however, EDGAR requires the state to manage its Title I programs to ensure compliance.  

The requirement is to monitor for compliance but the regulation is silent on how the monitoring should look.  That is why auditors look at indicators including monitoring, information/communication, control activities, risk assessment, and the control environment in terms of operations, financial reporting, and compliance.  The issues identified in today’s presentation including time/effort, consolidation of funds, suspension/debarment, equipment maintenance, and many others that make up the internal control structure of an organization with effective internal controls when they are implemented in a well-organized and compliant manner.  Deficiencies identified in these “sub” areas signal weak internal controls to auditors. 
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SEA and LEA program compliance---since Title I has both programmatic  and fiscal requirements, both areas at the local and state level should collaborate when implementing the program in a compliant manner.  The Elementary and Secondary Education Act of 1965, as amended statute and the Title I regulations govern the implementation of the program.  There are many rules associated with this program so SEAs should have regular staff development opportunities in Title I compliance for state members and LEA staff members to ensure knowledge of and compliance with the law.  

Fiscal compliance---again program staff should collaborate with fiscal staff to ensure compliance with fiscal requirements related to allowable use of funds, reimbursements, draw downs, budgets, and other fiscal issues.  Auditors have noted the SEA reliance on the single audit process to fiscally monitor an entity.  Reliance on the Single Audit Process identifies issues after they have occurred.  Effective fiscal monitoring ensure compliance before and during implementation of the Title I program so that single audit issues are minimized or eliminated.  

Monitoring schedules---It is very difficult for some states to provide onsite reviews for each of its LEAs. Therefore many states use a combination of desk/onsite and risk/cyclical approaches to monitoring---again, the regulations allows SEAs to have the flexibility of determining how it will monitor for compliance but the requirement to monitor is still present.  When subrecipient monitoring is identified as an issue, the corrective action often focuses on requesting the monitoring protocols, schedules, and documentation of follow-up.

With regard to follow-up, some states are able to show auditors and program monitors an approach to monitoring its subrecipients.  However, it is not able to show how it has the appropriate follow up with LEAs to ensure compliance.  Follow up on monitoring issues identified by auditors or program monitors at any level are an important component of the internal control process

With new stimulus money comes new requirements, therefore, many auditors have identified reporting, CFDA number issues, CCR registry issues, DUNS number issues and other requirements as issues that the states did not ensure in its monitoring of LEAs.

Improper Payments are also a major issue identified during audit and program monitoring.    This issue sometimes requires recovery of funds and other corrective actions.  Again, fiscal monitoring during the planning stage and the implementation phase helps to reduce issues identified in this area.  
Sometimes improper payments (issues identified as potential fraud, waste, and abuse) lend themselves to OIG reviews.  Again, the OIG has extensive discretionary authority to investigate issues involving possible fraud, waste, and/or abuse from the complaint hotline, other government monitoring findings, its work plan, or other issues (e.g. ARRA funds).  For example, the OIG identified the ARRA funds as a project that it planned to monitor during its work plan and monitored this area.    

Regardless of the reason, the SEA still has responsibility for oversight of the Title I program.  
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In other words, align your monitoring with the statute, establish a risk-based or cyclical monitoring (or some other form) that is data-driven and comprehensive (to include all of your LEAs in some time frame), and ensure that your staff is professionally able to handle the monitoring of the entities.  

(Now, we will take just a minute to talk about equipment and “cash on hand”.  These are essential components of subrecipient monitoring.) 

We are seeing a number of OIG ARRA audit reports with findings like this one.  SEAs must have internal controls in place to ensure that their LEAs are spending their funds in a timely manner after the SEA has transferred the funds (this has implications for excess carryover as well).  LEAs should not be requesting all or most of their grant funds at one time, because costs associated with grants generally occur over a period of time.  Additionally, if an SEA advances LEAs funds, it must monitor the grant funds to ensure they are spent in a timely manner.  An LEA should only have a certain amount of funds available to ensure the proper implementation of the program at any given time (The “three-day rule” is a generally accepted practice of having three days worth of cash on hand.  Generally, the requirement states that grantees must request cash (i.e., grant payments) as close as possible to the time of making disbursements. Pursuant to the requirements in 34 CFR 74.21 and 74.22 and 80.20 and 80.21, payment requests must be timed in accordance with the actual, immediate cash requirements of the grantee. 

Grantees should not have more cash on hand than is necessary to meet three days’ cash needs. Therefore, grantees should request only that amount that will be paid out within three business days once the payment is received. Grantees may request payment only for obligations incurred during the grant period”.

 A well-planned and compliant budget helps to ensure compliance with Title I regulations. 

Slow spending of subrecipients can also indicate a problem (possibly indicates unplanned, non-compliant issues).  

Separation of duties in terms of processing funds is critical to maintaining an effective internal control system.  There should be checks and balances between staffers who approve and allocate Federal funds. 

(Now I will turn the presentation over to my colleague to discuss equipment, suspension, and debarment.) 

Marie
We have seen instances where LEAs or SEAs don’t maintain and update their equipment at or above $5,000 or whatever the State’s threshold if it is less than $5,000, but for the most part LEAs and SEAs do a good job of tracking this equipment.  Where we seem to see more problems are those articles that fall below the State’s threshold or $5,000, which is most of the equipment being purchased with Title I funds.  I’m referring to items such as computer printers, laptops, palm pilots, digital cameras, TVs, etc…especially those pieces of equipment that can be easily moved and are sometimes harder to track.  Because of the requirement in EDGAR section 80.20 that requires a grantee to maintain effective control and accountability for all grant and subgrant cash, real and personal property, and other assets, we expect for those equipments items with a useful life of more than one year but falling below the $5,000 threshold (or the State’s threshold if it is lower) to be tracked as well.  These articles can be tracked under a different system than the equipment at or above the $5,000 limit or the State’s limit.  

The EDGAR property records requirements are that equipment with a useful life of more than one year and with acquisition cost of $5,000 or more, or if lower, the State’s threshold,  must include a description of the article of equipment; and identification number or serial number, where the equipment is located, when the equipment was purchased and the amount paid for the equipment and so forth.    This requirement applies to equipment purchased with Title I funds in public and private schools.  

An inventory of property must be taken at least once every two years, and the records should be reconciled in the event that equipment is moved, stolen, disposed or damaged. Any equipment that is stolen should be investigated and records of the investigation should be maintained.  In addition procedures must be implemented to ensure that equipment is maintained in good working condition.  If, for example, a copier is purchased, generally you would want to have a maintenance agreement with a company that will service the copier. 

Introduction to Debarment
I am going to talk to you a little bit about the Suspension and Debarment regulations under the 34 Code of Regulations, better known as 34CFR. 

This is not an audit finding often found in SASA, but it does arise.

I will start off by discussing the law, then give an example of an audit finding, talk about some acceptable practices that auditors recommend, and lastly give an example of districts policies and procedures on this regulation. 

Law: 
Federal suspension and debarment regulations under the Code of Federal Regulations (CFR), 34 CFR Section 80.35 Subpart C, states that grantees and subgrantees must not make any award or permit any award (subgrant or contract) at any tier to any party which is debarred or suspended or is otherwise excluded from or ineligible for participation in Federal assistance programs under Executive Order 12549. 

When entering into a covered transaction with another person at the next lower tier, 34 CFR Section 85.300 states that the grantee must verify that the person or vendor, in this case, with whom the grantee intends to do business is not excluded or disqualified. The grantee would do this by: 

-Checking the Excluded Parties List Online (EPLS); or 

-Collecting a certification from that person if allowed by this rule; or 

-Adding a clause or condition to the covered transaction with that person. 

Note that States can be more restrictive than the Federal Regulations but not less. Thus, the regulation may vary from state to state. 

Example of Audit finding: 

An example of an audit finding is that

-A School District did not have documentation to support contracts with vendors who are not suspended or debarred parties. 

-This particular District, for example, is required to ensure vendors with procurement contracts exceeding $25,000 are not suspended or debarred before entering into contracts with the vendor.

-The auditors found that a LEA entered into a contract with a vendor paid with Federal dollars and did not verify beforehand whether the vendor was suspended or debarred. 

--Thus, there was no adequate system in place to ensure that procurement contracts entered into with the vendor was not suspended or debarred parties by the federal government. 

Auditors’ Recommendations: 
In these types of scenarios, auditors recommend that the grantees or sub-grantees implement a system to verify that the vendors that have contracts paid for with Federal dollars are not suspended or debarred by the Federal government at the time the contract is implemented. Auditors suggest, again, that verification checks be performed by either collecting a certification from the entity, adding a clause or condition to the covered transaction with the entity, or checking the EPLS website. Auditors also recommend that the grantee and sub-grantees maintain documentation of when the verifications are performed.

Here is an example of a District with Adequate Policy and Procedures in Place for this regulation: 
John Doe Sunshine District 
This District has electronic on-line purchasing software. When the purchase orders (POs) or requisition for payment (RPAs) that are over $25,000 come through this software, an email is sent to the Purchasing Manager. The Purchasing Manager then goes to the Federal EPLS website and checks to see if the vendor is debarred by the Federal government. The EPLS information is then printed and attached to the vendor of the PO or RPA, which is then reviewed and verified when received in the Accounting Department. 

Vendors with purchasing orders over $10,000 are crosschecked semiannually by the Accounting Manager printing off a list of these vendors followed by the Purchasing Manager reviewing the list and checking the vendors over $25,000 with EPLS to check for debarment.  

That concludes my piece on Suspension and Debarment. Now we can open the lines up for questions. 

This concludes our presentation.  We can be reached at the following email addresses.  We’ll compile questions that were submitted through the chat function and will reply with a Q and A document that we will send out to everyone that registered for this webinar.  Thank you for participating in this webinar.

