March 2007 Cross-Cutting Section

ED

DEPARTMENT OF EDUCATION
CROSS-CUTTING SECTION
INTRODUCTION

This section contains compliance requirements that apply to more than one Department of
Education (ED) program either because the program was authorized under the Elementary and
Secondary Education Act (ESEA), or the program is subject to the General Education Provisions
Act (GEPA), or both. The compliance requirements in this Cross-Cutting Section reference the
applicable programsin Part 4, Agency Compliance Requirements. Similarly, the applicable

programsin Part 4 reference this Cross-Cutting Section.

CFDA No. Program Name

ESEA Programs

84.010 Title| Grantsto Local Educational Agencies (LEAS)

84.011 Migrant Education-State Grant Program

84.186 Safe and Drug-Free Schools and Communities--State Grants
84.282 Charter Schools

84.287 Twenty-First Century Community Learning Centers

84.288 Bilingual Education--Program Development and Implementation Grants
84.290 Bilingual Education--Comprehensive School Grants

84.291 Bilingual Education--Systemwide Improvement Grants

84.298 State Grants for Innovative Programs

84.318 Education Technology State Grants

84.357 Reading First State Grants

84.365 English Language Acquisition Grants

84.366 Mathematics and Science Partnerships

84.367 Improving Teacher Quality State Grants

Other Programs

84.002 Adult Education--State Grant Program

84.027 Special Education—-Grantsto States (IDEA, Part B)

84.173 Special Education-Preschool Grants (IDEA Preschool)

Listed as

Titlel, Part A
MEP
SDFSCA
CsP

21st CCLC

Bilingual
TitleV, Part A
Ed Tech
Reading First
Title 11, Part A
MSP

Titlell, Part A

Adult Education

IDEA
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84.042 TRIO--Student Support Services TRIO Cluster
84.044 TRIO--Taent Search

84.047 TRIO--Upward Bound

84.066 TRIO--Educational Opportunity Centers

84.217 TRIO--McNair Post-Baccal aureate A chievement

84.048 V ocational Education--Basic Grants to States Vocational Education

84.126 Rehabilitation Services - Vocational Rehabilitation Grants Vocational Rehabilitation
to States

84.181 Specia Education--Grants for Infants and Families with Disabilities IDEA, Part C

84.938 Hurricane Education Recovery Act Programs HERA

No Child L eft Behind Act

The Elementary and Secondary Education Act (ESEA) was amended January 8, 2002 by the
No Child Left Behind (NCLB) Act of 2001 (Pub. L. 107-110).

Waiversand Expanded Flexibility

Under Title IX of the ESEA, States, Indian tribes, LEAS, and schools through their LEA may
request waivers from ED of many of the statutory and regulatory requirements of programs
authorized in ESEA. In addition, some States may have been granted authority to grant waivers
of Federal requirements under the Education Flexibility Partnership Act of 1999. Auditors
should ascertain from the audited State Education Agencies (SEASs) and LEAs whether the SEA
or the LEA or its schools are operating under any waivers.

l. PROGRAM OBJECTIVES

The ESEA of 1965, as amended by the NCLB, provides for a comprehensive overhaul of Federa
support for education, and restructures how these programs provide services. ESEA programsin
this Supplement to which this section applies are shown above. Generally these requirements are
applicable for fiscal years beginning after June 30, 2002.

Under the NCLB, Federal education programs authorized in the ESEA are designed to work in
concert with each other, rather than separately. By emphasizing program coordination, planning,
and service delivery among Federal programs and enhancing integration with State and local
instructional programs, the ESEA reinforces comprehensive State and local educational reform
efforts geared toward ensuring that all children can meet challenging State standards regardless
of their background or the school they attend.
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Program objectives for non-ESEA programs covered by this cross-cutting section and additional
information on program objectives for the ESEA programs are set forth in the individual
program sections of this Supplement.

. PROGRAM PROCEDURES
Plansfor ESEA Programs

An SEA must either develop and submit separate, program-specific individual State plansto ED
for approval as provided in individua program requirements outlined in the ESEA or submit, in
accordance with section 9302 of the ESEA, a consolidated plan to ED for approval.
Consolidated plans will provide a genera description of the activitiesto be carried out with
ESEA funds. Subgrantsto LEAs and other educational service agencies and amounts to be used
for State activities are often set by law for ESEA programs. However, SEAs have discretion in
using funds available for State activities.

LEAs also have the choice in many cases of submitting individual program plansor a
consolidated plan to the SEA to receive program funds. SEAs with approved consolidated State
plans may require LEASto submit consolidated plans.

Unique Features of ESEA Programs That May Affect the Conduct of the Audit

Consolidation of administrative funds (In addition to the compliance requirement in [11. A.1, see
IV, “Other Information.”)

SEAsand LEASs (with SEA approval) may consolidate Federal funds received for administration
under many ESEA programs, thus eliminating the need to account for these funds on a program-
by-program basis. The amount from each applicable program set aside for State consolidation
may not be more than the percentage, if any, authorized for State administration under that
program. The amount set aside under each covered program for local consolidation may not be
more than the percentage, if any, authorized for local administration under that program.
Expenditures using consolidated administrative funds may be charged to the programs on afirst
inffirst out method, in proportion to the funds provided by each program, or another reasonable
manner.

Schoolwide Programs (In addition to the compliance requirement in 111, A.2, see IV, “Other
Information.”)

Eligible schools are able to use their Title I, Part A funds, in combination with other Federal,
State, and local funds, in order to upgrade the entire educational program of the school and to
raise academic achievement for all students. Except for some of the specific requirements of the
Title 1, Part A program, funds that are used in a schoolwide program are not subject to the
statutory or regulatory requirements of the programs providing the funds as long as the
schoolwide program meets the intent and purpose of those programs. The Title I, Part A
requirements that apply to schoolwide programs are identified in the Title I, Part A program-
specific section.
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Transferability (In addition to the compliance requirement in 111. A.3, see l11.G.3.b, “Matching,
Level of Effort, Earmarking — Earmarking,” and 1V, “Other Information”)

SEAs and LEASs (with some limitations) may transfer funds from one or more applicable
programs to one or more other applicable programs, or to Title |, Part A. Transferred funds are
subject to all of the requirements, set-asides, and limitations of the programs into which they are
transferred.

Small Rural Schools Achievement Alter native Use of Funds (In addition to the compliance
requirement in I11. A.4, see 1V, “Other Information”)

Eligible LEAs may, after notifying the SEA, spend all or part of the funds they receive under
four applicable programs for local activities authorized under one or more of seven applicable
programs.

General and Program-Specific Cross-Cutting Requirements

The requirements in this cross-cutting section can be classified as either general or program-
specific. General cross-cutting requirements are those that are the same for all applicable
programs but are implemented on an entity-level. These requirements need only be tested once
to cover all applicable major programs. The general cross-cutting requirements that the auditor
only need test once to cover all applicable major programs are: 111.G.2.1, “Level of Effort-
Maintenance of Effort (SEAS/LEAS);” 111.L.3, “Specia Reporting;” and, I11.N, “ Specia Tests
and Provisions’ (111.N.2, “Schoolwide Programs;” and 111.N.3, “Comparability”). Program-
specific cross-cutting requirements are the same for all applicable programs, but are
implemented at the individual program level. These types of requirements need to be tested
separately for each applicable major program. The compliance requirement in 111.N.1,
“Participation of Private School Children,” may be tested on a general or program-specific basis.

Program procedures for non-ESEA programs covered by this cross-cutting section and additional
information on program procedures for the ESEA programs are set forth in the individual
program sections of this Supplement.

Availability of Other Program Information

The ESEA, as reauthorized by the NCLB, is available with a hypertext index on the Internet at
http://www.ed.gov/policy/el sec/leg/eseal2/index.html. A number of documents contain guidance
applicable to the cross-cutting requirementsin this Supplement. They include:

e Guidance on the Transferability Authority (June 8, 2004)
(http://www.ed.gov/programs/transferability/final summary04.doc);

e Guidance on the Rural Education Achievement Program (REAP) (June 2003)
(http://www.ed.gov/policy/el sec/guid/reap03gui dance.doc);
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e State Educational Agency Procedures for Adjusting Basic, Concentration, Targeted, and
Education Finance Incentive Grant Allocations Determined by the U.S. Department of
Education (May 23, 2003)

(http://www.ed.gov/programs/titl el parta/seagui dancef oradj ustingal l ocations.doc);

e How Does a State or Local Educational Agency Allocate Funds to Charter Schools that
Are Opening for the First Time or Significantly Expanding Their Enrollment? (Dec.
2000) (http://www.ed.gov/policy/elsec/guid/cschool s/cguidedec2000.doc);

e Titlel Servicesto Eligible Private School Children (Oct. 17, 2003)
(http://www.ed.gov/programs/titl el parta/psguidance.doc);

e TitlelX, Part E Uniform Provisions Subpart 1—Private Schools: Equitable Servicesto
Eligible Private School Students, Teachers, and Other Educationa Personnel (August
2005) (http://www.ed.gov/policy/el sec/quid/equitabl eserguidance.doc);

e Titlel Fiscal Issues: Maintenance of Effort; Comparability; Supplement, not Supplant;
Carryover; Consolidating Funds in Schoolwide Programs; and Grantback Requirements
(May 2006) (http://www.ed.gov/programs/titlei parta/fiscalguid.doc); and

e Designing Schoolwide Programs (March 2006)
(http://www.ed.gov/policy/el sec/qui d/desi gningswpguid.doc).

1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.

Further, if there hasbeen atransfer of fundsto a consolidated administrative cost pool
from a major program, in developing audit proceduresto test compliance with Activities
Allowed or Unallowed and Allowable Costs/Cost Principles, the auditor should include the
consolidated administrative cost pool in the universeto betested.

A. Activities Allowed or Unallowed
1 Consolidation of administrative funds (SEASLEAS)

ESEA programs in this Supplement to which this section applies are: Title I, Part
A (84.010); MEP (84.011); SDFSCA (except the Governor’s Program authorized
under Section 4114 (84.186); CSP (84.282); Title V, Part A (84.298); Ed Tech
(84.318); Reading First (84.357); Titlelll, Part A (84.365); MSP (84.366); and
Title 1, Part A (84.367).

An SEA must use consolidated administrative funds for authorized administrative
activities of the consolidating programs and may use such funds for
administrative activities designed to enhance the effective and coordinated use of
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funds under the programs included in the consolidation, such as coordination of
ESEA programs with other Federal and non-Federal programs; the establishment
and operation of peer review mechanisms; the dissemination of information
regarding model programs and practices; and technical assistance.

If an LEA consolidates administrative funds, the LEA may not use any other
funds from the consolidating programs for administration.

An SEA or LEA that consolidates administrative fundsis not required to keep
separate records of administrative costs for each individual program.
Expenditures of consolidated administrative funds are allowable if they are for
administrative costs that are allowable under any of the contributing programs
(Sections 9201 and 9203 of ESEA (20 USC 7821 and 7823)).

2. Schoolwide Programs (LEAS)

ESEA programsin this Supplement to which this section applies are: Title |, Part
A (84.010); MEP (84.011); SDFSCA (84.186) (including the Governor’s Program
authorized under Section 4114); 21st CCLC (84.287); Bilingual (84.288, 84.290
and 84.291); TitleV, Part A (84.298); Ed Tech (84.318); Reading First (84.357);
Title 111, Part A (84.365,); MSP (84.366); and TitleI1, Part A (84.367).

This section also appliesto IDEA (84.027 and 84.173) and Vocational Education
(84.048).

An eligible school participating under Title I, Part A may, in consultation with its
LEA, useitsTitlel, Part A funds, along with funds provided from the above-
identified programs, to upgrade the school’ s entire educational programin a
schoolwide program. Seelll.N.2, “Special Tests and Provisions - Schoolwide
Programs’ in this cross-cutting section for testing related to schoolwide programs
(Section 1114 of ESEA (20 USC 6314)).

See |V, “Other Information,” for guidance on the treatment of combined
schoolwide funds for purposes of Type A program determination and presentation
in the Schedule of Expenditures of Federal Awards.

3. Transferability (SEAs and LEAS)

ESEA programs in this Supplement to which this section appliesare: SDFSCA
(84.186); 21st CCLC (84.287); Title V, Part A (84.298); Ed Tech (84.318); and
Titlell, Part A (84.367).

SEAs may transfer non-administrative funds allocated for State-level activities
from one or more listed applicable programs to one or more of the other listed
applicable programs, or to Title I, Part A (84.010). Except for 21st CCLC
(84.287), LEAs not identified for corrective action under Section 1116 of ESEA
may also transfer funds from one or more of the listed applicable programs to
another listed applicable program or to Title I, Part A. LEAsidentified for
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corrective action may not transfer funds (Sections 6123(a) and (b) of ESEA
(20 USC 7305b(a) and (b))).

Transferred funds are subject to all of the requirements, set-asides, and limitations
of the programs into which they are transferred. LEAs identified for school
improvement are required to use transferred funds for school improvement
activities (Section 6123(e) of ESEA (20 USC 7305b(g))).

Seel11.G.3.b, “Matching, Level of Effort, Earmarking - Earmarking,” for
additional testing related to transferability.

See |V, “Other Information,” for guidance on the treatment of funds transferred
under this provision for purposes of Type A program determination and
presentation in the Schedule of Expenditures of Federal Awards.

4, Small Rural Schools Achievement (SRSA) Alternative Uses of Funds Program

ESEA programsin this Supplement to which this section applies are: SDFSCA
(84.186); TitleV, Part A (84.298); Ed Tech (84.318); and Titlell, Part A
(84.367).

LEAsthat (a) have atotal average daily attendance of fewer than 600 students, or
serve only schools that are located in counties with a population density of fewer
than 10 persons per square mile, and (b) serve only schools that are coded by the
National Center for Educational Statistics (NCES) as rural (NCES code of 7 or 8),
or (with the concurrence of the SEA) are located in an area defined asrural by a
governmental agency of the State may, after notifying the SEA, spend all or part
of the funds received under the above four programs for local activities authorized
under one or more of the following seven programs:

CFDA 84.010 Title | Grantsto Local Education Agencies (LEAS) (Part A, Titlel)

CFDA 84.186 Safe and Drug-Free Schools and Communities—State Grants (Part
A, TitlelV)

CFDA 84.287 Twenty-First Century Community Learning Centers (Part B, Title
V)

CFDA 84.298 Innovative Education Program Strategies (Part A, Title V)
CFDA 84.318 Education Technology State Grants (Part D, Title 1)
CFDA 84.365 English Language Acquisition Grants (Part A, Title111)

CFDA 84.367 Improving Teacher Quality State Grants (Subpart 2, Part A,
Titlell);

(Sections 6211(a)-(c) of ESEA (20 USC 7345(a)-(c)))
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See |V, “Other Information,” for guidance on the treatment of funds transferred
under this provision for purposes of Type A program determination and
presentation in the Schedule of Expenditures of Federal Awards.

B. Allowable Costs/Cost Principles
1 Alternative Fiscal and Administrative Requirements (SEAS/LEAS)

This section appliesto all ESEA programs in this Supplement: Title |, Part A
(84.010); MEP (84.011); SDFSCA (84.186); CSP (84.282); 21st CCLC (84.287);
Bilingual (84.288, 84.290, 84.291); Title V, Part A (84.298); Ed Tech (84.318);
Reading First (84.357); Titlelll, Part A (84.365); MSP (84.366); and Titlell,
Part A (84.367).

A State may adopt its own written fiscal and administrative requirements, which
are consistent with the provisions of OMB Circular A-87, for expending and
accounting for all funds received by SEAs and LEAs under ESEA programs. The
written fiscal and administrative requirements must: (a) be sufficiently specific to
ensure that funds are used in compliance with all applicable statutory and
regulatory provisions, including ensuring that costs are allocable to a particular
cost objective; (b) ensure that funds received are spent only for reasonable and
necessary costs of the program; and (c) ensure that funds are not used for general
expenses required to carry out other responsibilities of State or local governments.
(34 CFR section 299.2(b)).

2. Documentation of Employee Time and Effort (Consolidated Administrative
Funds and Schoolwide Programs)

ESEA programsin this Supplement to which this section applies are: Title |, Part
A (84.010); MEP (84.011); SDFSCA (except the Governor’s Program authorized
under Section 4114, operated by SEAs consolidating administrative
funds)(84.186); CSP (84.282); 21st CCLC (84.287); Bilingual (schoolwide
programs only)(84.288, 84.290 and 84.291); TitleV, Part A (84.298); Ed Tech
(84.318); Reading First (84.357); Titlelll, Part A (84.365); MSP (84.366); and
Title 1, Part A (84.367).

This section also applies to IDEA (schoolwide programs only) (84.027 and
84.173) and Vocational Education (schoolwide programs only) (84.048).

a Consolidated Administrative Funds - An SEA or LEA that consolidates
Federal administrative funds under 20 USC 7821 or 7823 is not required
to keep separate records by individual program (20 USC 7821 and 7823).
The SEA or LEA may treat the consolidated administrative cost objective
as a“dedicated function.” Asaresult, an employee who works solely on
consolidated administrative activities may meet the semi-annual
certification requirement under OMB Circular A-87, Attachment B,
paragraph 8.h.(3), either by submitting semi-annual certifications to cover
the consolidated activities or through time and attendance certifications
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accomplished under the State's or the LEA’s normal standards for payroll
documentation. For example, if—

Q) The standards for payroll documentation comply with the criteria
in OMB Circular A-87, Attachment B, paragraphs 8.h.(5), (6),
and (7),

2 The employee is coded to the dedicated function in the State’s or
the LEA’s payroll system, and

3 The employee’ s potential assignment to multiple
programs/activities is not within the authority or purview of the
supervisor responsible for certifying time and attendance—

then the payroll certification shall be accepted in lieu of the semi-annual
certification of time and effort.

However, if an employee works, in whole or in part, on a Federal program
whose administrative funds have not been consolidated, or in part on
activities funded from other revenue sources, the following applies:

Q) An employee who works solely on asingle cost objective
(i.e., asingle Federal program whose administrative funds have not
been consolidated) must furnish a semi-annual certification that
he/she has been engaged solely in activities supported by the
applicable source in accordance with OMB Circular A-87,
Attachment B, paragraph 8.h.(3).

(2 An employee who works in part on a single cost objective
(i.e., asingle Federal program whose administrative funds have not
been consolidated), and in part on consolidated Federal
administrative activities or activities funded from other revenue
sources, must maintain time and effort distribution recordsin
accordance with OMB Circular A-87, Attachment B, paragraph
8.h.(4) documenting the portion of time and effort dedicated to:

@ The single cost objective, and

(b) Each program or other cost objective supported by either
consolidated Federal administrative funds or other revenue
SOUrces.

b. Schoolwide Programs - A schoolwide program school is permitted to
consolidate Federal funds with State and local funds to upgrade the entire
educational program of the school. (Note: Reading First funds cannot be
consolidated - see Federal Register, Notice of Authorization and
Exemption of Schoolwide Programs, July 2, 2004, 69 FR 40361-40362)
A school that consolidates Federal funds with State funds in a schoolwide
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program is not required to maintain separate records by program (Section
1114(a)(3) of ESEA (20 USC 6314(a)(3)); 34 CFR section 200.29).
(Guidance is contained in the publication entitled Title | Fiscal Issues:
Maintenance of Effort; Comparability; Supplement, not Supplant;
Carryover; Consolidating Fundsin Schoolwide Programs; and Grantback
Requirements (May 2006). This guidanceis available on the Internet at
http://www.ed.gov/programs/titl ei parta/fiscal quid.doc).

As aresult, time and effort requirements in schoolwide program schools
vary under different circumstances.

D

)

If a school operating a schoolwide program consolidates Federal,
State, and local fundsin a single account, an employee who is paid
with funds from that single account is not required to file a semi-
annual certification because there is no distinction between staff
paid with Federal funds and staff paid with State or local funds.

If a school operating a schoolwide program does not consolidate
Federal fundsit receives in a single account, an employee who
works, in whole or in part, on a Federal program or cost objective
must document time and effort as follows:

(@

(b)

An employee who works solely on a single cost objective
(i.e., asingle Federal program whose funds have not been
consolidated in a single account) must furnish a semi-
annual certification that he/she has been engaged solely in
activities supported by the applicable source in accordance
with OMB Circular A-87, Attachment B, paragraph 8.h.(3).

An employee who works on multiple activities or cost
objectives (i.e., in part on a Federal program whose funds
have not been consolidated in a single account and in part
on Federal programs supported with funds consolidated in a
single account or on activities funded from other revenue
sources) must maintain time and effort distribution records
in accordance with OMB Circular A-87, Attachment B,
paragraph 8.h.(4), (5), and (6). The employee must
document the portion of time and effort dedicated to:

(1) The Federal program; and

(i) Each program or other cost objective supported
either by Federal funds consolidated in the
schoolwide program or other revenue sources.

A-133 Compliance Supplement
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3. Indirect Costs (All grantees/all subgrantees)

ESEA programs in this Supplement to which this section applies are: Title I, Part
A (84.010); MEP (84.011); CSP (84.282); 21st CCLC (84.287); Bilingual
(84.288, 84.290, and 84.291); Title V, Part A (84.298); Ed Tech (84.318);
Reading First (84.357); Titlelll, Part A (84.365); MSP (84.366); and Titlell,
Part A (84.367).

This section also applies to Adult Education (84.002); IDEA (84.027 and 84.173);
Vocational Education (84.048); IDEA, Part C (84.181; and HERA (84.938A).

A “restricted” indirect cost rate (RICR) must be used for programs administered
by State and local governments and their governmental subrecipients that have a
statutory requirement prohibiting the use of Federal funds to supplant non-federal
funds. Non-governmental grantees or subrecipients administering such programs
have the option of using the RICR, or an indirect cost rate of 8 percent, unless ED
determines that the RICR would be lower.

The formulafor the restricted indirect cost rate is as follows:
RICR = (General management costs + Fixed costs) / (Other expenditures)

General management costs are costs of activities that are for the direction and
control of the grantee’s (or subgrantee’s) affairs that are organization wide, such
as central accounting services, payroll preparation and personnel management.
For State and local governments, the general management indirect costs consist of
(1) alocated Statewide Central Service Costs approved by the Department of
Health and Human Servicesin aformal Statewide Cost Allocation Plan (SWCAP)
as “Section |” costs and (2) departmental indirect costs. The term “general
management” as it applies to departmental indirect costs does not include
expenditures limited to one component or operation of the grantee. Specifically
excluded from general management costs are the following costs that are
reclassified and included in the “other expenditures’ denominator:

@ Divisional administration that is limited to one component of the grantee;
(b) The governing body of the grantee;
(© Compensation of the chief executive officer of the grantee;

(d) Compensation of the chief executive officer of any component of the
grantee; and

(e Operation of the immediate offices of these officers.

Also excluded from the SWCAP Section | indirect costs are any occupancy and
maintenance type costs as described in 34 CFR section 76.568. However,
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because these costs are allocated and not incurred at the departmental level, they
do not require reclassification to the “other expenditure” denominator.

Fixed costs are contributions to fringe benefits and similar costs associated with
salaries and wages that are charged as indirect costs, including retirement, social
security, pension, unemployment compensation and insurance costs.

Other expenditures are the grantee’ stotal expenditures for its federally and non-
federally funded activities, including directly charged occupancy and space
maintenance costs (as defined in 34 CFR section 76.568), and the costs related to
the chief executive officer of the grantee or any component of the grantee and its
offices. Excluded are general management costs, fixed costs, subgrants, capital
outlays, debt service, fines and penalties, contingencies, and election expenses
(except for elections required by Federal statute).

Occupancy and space maintenance costs associated with functions that are not
organization-wide must be included with other expendituresin the indirect cost
formula. These costs may be charged directly to affected programs only to the
extent that statutory supplanting prohibitions are not violated. This
reimbursement must be approved in advance by ED. Specific occupancy and
space maintenance costs can be charged directly only to programs affected by the
restricted rate calculation if charging for such costsis approved in advance by ED
(34 CFR section 76.568(c)).

Indirect costs charged to a grant are determined by applying the RICR to total
direct costs of the grant minus capital outlays, subgrants, and other distorting or
unallowable items as specified in the grantee’ sindirect cost rate agreement.

The other ED programs (those not having a statutory non-supplant requirement)
that allow indirect costs do not require arestricted rate and should follow the
applicable OMB cost principles circular (34 CFR sections 76.560 and 76.563-
76.569).

4, Unallowable Direct Costs to Programs

Officials from ED have noted that some entities have charged costsin the
following areas which were determined to be unallowable as specified in the
indicated references. Auditors should be alert that if any such costs are charged,
charges must be consistent with provisions of OMB Circular A-87.

a Separation leave costs (OMB Circular A-87, Attachment B, paragraph
8.d.(3)).

b. Severance costs (OMB Circular A-87, Attachment B, paragraph 8.9.(3)).

C. Post retirement health benefit (PRHB) costs (OMB Circular A-87,
Attachment B, paragraph 8.(f)).
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5. Unallowable Costs to Programs (Direct or | ndirect)

Officials from ED have noted that in cases where grantees rent or lease buildings
or equipment from an affiliate organization, the costs associated with the lease or
rental agreement can be excessive. The auditor should be aerted to the fact that
the measure of allowability in such “less-than-arms-length-relationships’ is not
fair market value, but rather the “costs of ownership” standard as referenced in
each OMB cost principles circular as follows:

a OMB Circular A-87, Attachment B. paragraph 37.c.

b. OMB Circular A-21, Section J.43.

C. OMB Circular A-122, Attachment B, Paragraph 43.c.
C. Cash Management

ESEA programs in this Supplement to which this section applies are: Title I, Part A
(84.010); MEP (84.011); SDFSCA (including the Governor’s Program authorized under
Section 4114) (84.186); CSP (84.282); 21st CCLC (84.287); Bilingual (84.288, 84.290
and 84.291); TitleV, Part A (84.298); Ed Tech (84.318); Reading First (84.357); Title
I11, Part A (84.365); MSP (84.366); and Titlell, Part A (84.367).

This section also applies to Adult Education (84.002); IDEA (84.027 and 84.173); TRIO
Cluster (84.042, 84.044, 84.047, 84.066 and 84.217); Vocational Education (84.048);
Vocational Rehabilitation (84.126); IDEA, Part C (84.181); and HERA (84.938A,
84.938B, 84.938C, 84.938D, 84.938E, 84.938F).

Grantees draw funds using the Grant Administration and Payment System (GAPS).
Grantees request funds by: (1) creating a payment request using the GAPS External
Access System through the Internet; (2) calling the GAPS Payee Hotline; or (3) if the
grantee is placed on areimbursement basis for an award, submitting an SF-270, Request
for Advance or Reimbursement, to an ED program or regional office. When creating a
payment request in GAPS, the grantee enters the drawdown amounts, by award, directly
into GAPS. Grantees can redistribute drawn amounts between grant awards by making
adjustments in GAPS to reflect actual disbursements for each award. When requesting
funds using the other two methods, the grantee provides drawdown information to the
hotline operator, or on the SF-270.

To assist granteesin reconciling their internal accounting records with GAPS, grantees
can use the GAPS External Access System (http://e-grants.ed.gov/) to obtain a GAPS
Activity Report showing cumulative and detail information for each award. The GAPS
Activity Report can be created and viewed on-line and a hard copy may be printed as
well.
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D. Davis-Bacon Act

Under the General Education Provisions Act, when authorized, all construction and
minor remodeling projects under ED programs covered by the Cross-Cutting Section are
subject to the requirements of the Davis-Bacon Act (20 USC 1232b). Additional ED
programs are subject to the Davis-Bacon Act asindicated in the relevant program
description.

G. Matching, Level of Effort, Earmarking

1.

21

Matching
Seeindividual program compliance supplement for any matching requirements.
Level of Effort - Maintenance of Effort (SEAS/LEAS)

ESEA programsin this Supplement to which this section applies are: Title |, Part
A (84.010); SDFSCA (except the Governor’s Program authorized under Section
4114) (84.186); Ed Tech (84.318); Title 111, Part A (84.365); and Title I, Part A
(84.367).

Asdescribed in I1, “Program Procedures - General and Program-Specific Cross-
Cutting Requirements,” this requirement isageneral cross-cutting requirement
that need only be tested once to cover al maor programs to which it applies.

An LEA may receive funds under an applicable program only if the SEA finds
that the combined fiscal effort per student or the aggregate expenditures of the
LEA from State and local funds for free public education for the preceding year
was hot less than 90 percent of the combined fiscal effort or aggregate
expenditures for the second preceding year, unless specifically waived by ED.

An LEA’s expenditures from State and local funds for free public education
include expenditures for administration, instruction, attendance and health
services, pupil transportation services, operation and maintenance of plant, fixed
charges, and net expenditures to cover deficits for food services and student body
activities. They do not include the following expenditures. (a) any expenditures
for community services, capital outlay, debt service and supplementary expenses
asaresult of a Presidentially declared disaster and (b) any expenditures made
from funds provided by the Federal government.

If an LEA failsto maintain fiscal effort, the SEA must reduce the amount of the
allocation of funds under an applicable program in any fiscal year in the exact
proportion by which the LEA fails to maintain effort by falling below 90 percent
of both the combined fiscal effort per student and aggregate expenditures (using
the measure most favorable to the LEA) (Section 9521 of ESEA (20 USC 7901);
34 CFR section 299.5).
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2.2

In some States, the SEA prepares the calculation from information provided by
the LEA. In other States, the LEAS prepare their own calculation. The audit
procedures contained in 111.G.2.1, “Level of Effort - Maintenance of Effort,”
should be adapted to fit the circumstances. For example, if auditing the LEA and
the LEA does the calculations, the auditor should perform steps a, b, and c. If
auditing the LEA and the SEA does the calculation, the auditor should perform
step ¢ for the amounts reported to the SEA. If auditing the SEA and the SEA
performs the calculation, the auditor should perform steps a. and b. and amend
step c to trace amounts to the LEA reports. If auditing the SEA and the LEA
performs the calculation, the auditor should perform step a. and, if the
requirement was not met, determine if the funding was reduced appropriately.

Level of Effort - Supplement Not Supplant (SEAS/LEAS)

ESEA programsin this Supplement to which this section applies are: Title |, Part
A (84.010); MEP (84.011); SDFSCA (84.186); 21st CCLC (84.287); Bilingual
(84.288, 84.290 and 84.291); Title V, Part A (84.298); Ed Tech (84.318); Titlelll,
Part A (84.365); MSP (84.366); and Title 1, Part A (84.367).

General - An SEA and LEA may use program funds only to supplement and, to
the extent practical, increase the level of funds that would, in the absence of the
Federal funds, be made available from non-Federal sources for the education of
participating students. In no case may an LEA use Federal program funds to
supplant funds from non-Federal sources (Title I, Part A, Section 1120A(b) of
ESEA (20 USC 6321(b)); MEP, Section 1304(c)(2) of ESEA (20 USC
6394(c)(2)); Titlelll, Section 3115(g) of ESEA (20 USC 6825(g)); SDFSCA,
Section 4113(a)(8) of ESEA (20 USC 7113(a)(8)); 21st CLCC, Section 4204 of
ESEA (20 USC 7174(b)(2)(G)); Title V, Part A, Section 5144 of ESEA (20 USC
7217c); Ed Tech, Section 2413(b)(6) of ESEA (20 USC 6763(b)(6)); MSP,
Section 2202(a)(4) of ESEA (20 USC 6662(a)(4)); and Title 1, Part A, Sections
2113(f) and 2123(b) of ESEA (20 USC 6613(f) and 6623(b))).

In the following instances, it is presumed that supplanting has occurred:

a The SEA or LEA used Federa funds (except Bilingual) to provide
services that the SEA or LEA was required to make available under other
Federal, State or local laws.

b. The SEA or LEA used Federal funds to provide services that the SEA or
LEA provided with non-Federal fundsin the prior year.

C. The SEA or LEA used Title|, Part A or MEP funds to provide services for
participating children that the SEA or LEA provided with non-Federal
funds for nonparticipating children.

These presumptions are rebuttable if the SEA or LEA can demonstrate that it
would not have provided the services in question with non-Federal funds had the
Federal funds not been available.
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Schoolwide Program - In aTitle | schoolwide program, a school is not required to
provide supplemental servicesto identified children. A school operating a
schoolwide program does not have to: (1) show that Federal funds used within the
school are paying for additional services that would not otherwise be provided,;

(2) demonstrate that Federal funds are used only for specific target popul ations; or
(3) separately track Federal program funds once they reach the school. Such a
school, however, isrequired to use funds available under Title I and under any
other Federal programs that are consolidated to support its schoolwide program to
supplement the total amount of funds that would, in the absence of the Federal
funds, be made available from non-Federal sources for that school, including
funds needed to provide services that are required by law for children with
disabilities and children with limited English proficiency (Title 1, Part A, Section
1114(a)(2) and (a)(3)(C) of ESEA (20 USC 6314(a)(2) and (8)(3)(C)); MEP,
Section 1306(b)(4) of ESEA (20 USC 6396(b)(4)); 34 CFR sections 200.25 (c)
and (d)).

Titlel, Part A and MEP - An SEA and LEA may exclude from determinations of
compliance with the supplement not supplant requirement, supplemental State or
local funds spent in any school attendance area or school for programs that meet
the intent and purposes of Title |, Part A or the MEP, respectively, asidentified in
Titlel of ESEA (Sections 1120A (d) and 1304(c)(2) of ESEA (20 USC 6321(d)
and 6394(c)(2)); 34 CFR sections 200.79 and 200.88).

Bilingual - This supplement not supplant requirement does not preclude an LEA
from using Bilingual program funds for activities carried out under a Federa or
State court order respecting services to be provided to limited English proficient
(LEP) children, or to carry out a plan approved by the Secretary as adequate under
Title VI of the Civil Rights Act of 1964 with respect to services to be provided to
LEP children (Title VI, Section 7116(h)(4) of ESEA, prior to enactment of
NCLB (20 USC 7426(h)(4))).

3. Earmarking
a Administration (SEAS)

ESEA programsin this Supplement to which this section applies are:
Titlel, Part A (84.010) and MEP (84.011).

An SEA may reserve for the administration of Title| programs up to one
percent from each of the amounts allocated to the State under Title I, Parts
A, C(MEP), and D (Subpart 1) or $400,000, whichever is greater. An
SEA may reserve less than one percent from each of Parts A, C, and D.
Moreover, an SEA does not need to reserve the same percentage from
each part, although the SEA may not reserve more from Parts C and D
than it would have reserved if it had reserved proportionate amounts from
Parts A, C, and D. An SEA reserving $400,000 must reserve
proportionate amounts from each of the amounts allocated to the State
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under Part A, but is not required to reserve funds proportionately from
each of Parts A, C, and D (Subpart 1) and may, for example, take the
reservation entirely out of Part A funds. However, in reserving $400,000,
an SEA cannot reserve more funds for State administration from Part C or
Part D (Subpart 1) than it would have if it had reserved proportionate
funds from Parts A, C, and D (Subpart 1). For more detail, see page 33 of
the guidance entitled Sate Educational Agency Procedures for Adjusting
Basic, Concentration, Targeted, and Education Finance Incentive Grant
Allocations Determined by the U.S. Department of Education (May 23,
2003)

(http://www.ed.gov/programg/titl ei parta/seagui dancef oradj ustingallocati ons.doc).

AsexplainedinIll.A.1, “Activities Allowed or Unallowed - Consolidation
of administrative funds,” the amounts reserved above may be consolidated
with State administrative funds available under other applicable programs
(Section 1004 of ESEA (20 USC 6304); see also 34 CFR section
200.100(b)).

Transferability (SEAsand LEAYS)

ESEA programs in this Supplement to which this section applies are:
SDFSCA (84.186); 21st CCLC (84.287); Title V, Part A (84.298); Ed Tech
(84.318); and Title 1, Part A (84.367).

SEAs may transfer up to 50 percent of each fiscal year’s base of non-
administrative funds allocated for State-level activities from one or more
of the listed applicable programs to one or more of the other listed
applicable programs, or to Title I, Part A (84.010). Except for 21st CCLC
(84.287), LEAs not identified for improvement or corrective action under
Section 1116 of ESEA may also transfer up to 50 percent of each fiscal
year’s funds from one or more of the listed applicable programs to another
listed applicable program, or to Titlel, Part A. LEAsidentified for
improvement may transfer up to 30 percent of their allocation base. LEAS
identified for corrective action may not transfer funds (Sections 6123(a)
and (b) of ESEA (20 USC 7305b(a) and (b))).

The allocation base for a program for afiscal year equals that fiscal year's
original funding plus funds transferred into the program for that fiscal
year. Funds may be transferred during afiscal year’s carryover period, as
long as the total amount transferred from the fiscal year’ s allocation base
does not exceed the maximum percentage. Funds must be transferred to
the receiving program’ s allocation for the same fiscal year that the funds
were allocated to the transferring program (Sections 6123(a) and (b) of
ESEA (20 USC 7305b(a) and (b))).
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H.

Period of Availability of Federal Funds (All grantees)

ESEA programs in this Supplement to which this section applies are: Title |, Part A
(84.010); MEP (84.011); SDFSCA (including the Governor’s Program authorized under
Section 4114) (84.186); CSP (84.282); Bilingual (84.288, 84.290 and 84.291); Title V,
Part A (84.298); Ed Tech (84.318); Reading First (84.357); Title 11, Part A (84.365);
MSP (84.366); and Title 11, Part A (84.367).

This section also applies to Adult Education (84.002); IDEA (84.027 and 84.173);
Vocational Education (84.048); and IDEA, Part C (84.181).

All ESEA and other programs listed above except Bilingual, CSP, and subrecipients
under Vocational Education - LEAs and SEAs must obligate funds during the 27 months,
extending from July 1 of the fiscal year for which the funds were appropriated through
September 30 of the second following fiscal year. This maximum period includes a 15-
month period of initial availability plus a 12-month period for carryover. For example,
funds from the fiscal year (FY) 2004 appropriation initially became available on July 1,
2004 and can be obligated by the grantee and subgrantee through September 30, 2006.
(Section 421(b) of GEPA (20 USC 1225(b)); 34 CFR sections 76.703 through 76.710).

Titlel, Part A - An LEA that receives $50,000 or more in Title I, Part A funds cannot
carry over beyond the initial 15 months of availability more than 15 percent of its Titlel,
Part A funds. An SEA may grant awaiver of the percentage limitation once every three
yearsif the LEA’ srequest is reasonable and necessary. An SEA may also grant awaiver
in any fiscal year in which supplemental appropriationsfor Title I, Part A become
available for obligation. (Section 1127 of ESEA (20 USC 6339)).

SDFSCA program - An LEA that receives SDFSCA funding cannot carry over beyond
theinitial 15 months of availability more than 25 percent of its SDFSCA State Grant
funds. An SEA may waive the percentage limitation for good cause (Section
4114(a)(3)(B) of ESEA (20 USC 7114(a)(3)(B))).

Bilingual and CSP programs - The recipient must obligate funds from a grant during the
period for which the funds are available for obligation as set forth in the grant award
document. Recipients must maintain documentation to demonstrate that the obligation
occurred during the period of availability and was charged to an appropriate year’'s grant
funds. If obligations occur outside of the period of availability, the funds are not timely
obligated and must be returned. However, under the “expanded authorities” provisions
grantees are permitted to:

a Extend grants automatically at the end of a project period for up to one year
without prior approval (with some exceptions);

b. Carry funds over from one budget period to the next;

C. Obligate funds up to 90 days before the effective date of a budget period without
prior approval; and
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d. Transfer funds among budget categories without prior approval, except for a

limited number of specific cases.

Further explanation of these expanded authorities may be obtained from the Grants
Policy and Oversight Staff at http://www.ed.gov/policy/fund/guid/gposbul/gpos19.html

(34 CFR sections 75.261, 75.253(c), 75.263, and 75.264).

Vocational Education program - In any academic year that a subrecipient does not
obligate all of the amountsit is allocated under the Secondary, Postsecondary, and Adult
Vocational Education programs for that year, it must return the unobligated amounts to
the State to be reall ocated under the Secondary, Postsecondary, and Adult V ocational
Education Programs, as applicable (Perkins 111, section 133(b) (20 USC 2353(b))).

Consolidated administrative funds - Consolidated administrative funds must be obligated
within the period of availability of the program that the funds came from. Because
expenditures in a consolidated administrative fund are not accounted for by specific
Federal programs, an SEA or LEA may use afirst-in, first-out method for determining
when funds were obligated, may attribute costs in proportion to the dollars provided, or

may use another reasonable method.

Definition of Obligation - An obligation is not necessarily aliability in accordance with
generally accepted accounting principles. When an obligation occurs (is made) depends
on the type of property or services that the obligation isfor:

IF AN OBLIGATION ISFOR --

THE OBLIGATION ISMADE --

(a) Acquisition of real or personal property.

On the date on which the State or subgrantee
makes a binding written commitment to
acquire the property.

(b) Personal services by an employee of the
State or subgrantee.

When the services are performed.

(c) Personal services by a contractor who is
not an employee of the State or
subgrantee.

On the date on which the State or subgrantee
makes a binding written commitment to
obtain the services.

(d) Performance of work other than personal
Sservices.

On the date on which the State or subgrantee
makes a binding written commitment to
obtain the work.

(e) Public utility services.

When the State or subgrantee receives the
services.

(f) Travel.

When the travel is taken.

(9) Rental of real or personal property.

When the State or subgrantee uses the
property.

(h) A pre-agreement cost that was properly
approved by the State under the
applicable cost principles.

On thefirst day of the subgrant period.
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The act of an SEA or other grantee awarding Federal fundsto an LEA or other eligible
entity within a State does not constitute afinal obligation. An SEA or other grantee may
not reallocate grant funds from one subrecipient to another after the period of availability
(Section 421(b) of GEPA (20 USC 1225(b)); 34 CFR sections 76.703 through 76.710).

If agrantee or subgrantee uses a different accounting system or accounting principles
from one year to the next, it shall demonstrate that the system or principle was not
improperly changed to avoid returning funds that were not timely obligated. A grantee or
subgrantee may not make accounting adjustments after the period of availability in an
attempt to offset audit disallowances. The disallowed costs must be refunded.

L. Reporting
1. Financial Reporting

ESEA programs in this Supplement to which this section applies are: Title I, Part
A (84.010); MEP (84.011); SDFSCA (including the Governor’s Program
authorized under Section 4114) (84.186); CSP (84.282); 21st Century (84.287);
Bilingual (84.288, 84.290 and 84.291); Title V, Part A (84.298); Ed Tech
(84.318); Reading First (84.357); Titlelll, Part A (84.365); MSP (84.366); Title
11, Part A (84.367); and HERA (84.938A, 84.938B, 84.938C).

This section also appliesto IDEA (84.027 and 84.173) and IDEA, Part C (84.181)
and HERA (84.938D, 84.938E, 84.938F).

a SF-269, Financial Status Report - Not Applicable

b. SF-270, Request for Advance or Reimbursement - Only grantees placed on
reimbursement are required to complete this form to request payment of
grant award funds. The requirement to use thisform isimposed on an
individual recipient basis.

C. SF-271, Outlay Report and Request for Reimbursement for Construction
Programs - Not Applicable

d. SF-272, Federal Cash Transactions Report - Not Applicable

e LEAs and other subrecipients are generally required to report financial
information to the pass-through entity. These reports should be tested
during audits of LEAS.

2. Performance Reporting - Not Applicable
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3. Special Reporting
Sate Per Pupil Expenditure (SPPE) Data (OMB No. 1850-0067) (SEAS/LEAS)

ESEA programsin this Supplement to which this section appliesare: Titlel, Part
A (84.010) and MEP (84.011).

Asdescribed in I1, “Program Procedures - General and Program-Specific Cross-
Cutting Requirements,” this requirement isageneral cross-cutting requirement
that need only be tested once to cover al maor programs to which it applies.

Each year, an SEA must submit its average State per pupil expenditure (SPPE)
datato the National Center for Education Statistics. These SPPE data are used by
ED to make allocations under several ESEA programs, including Title |, Part A,
and MEP. SPPE data are reported on the National Public Education Finance
Survey. SPPE data comprise the State’ s annual current expenditures for free
public education, less certain designated exclusions, divided by the State’'s
average daily attendance.

LEAs must submit data to the SEA for the SEA’sreport. The SEA determines the
format of the data submissions.

Current expenditures to be included are those for free public education, including
administration, instruction, attendance and health services, pupil transportation
services, operation and maintenance of plant, fixed charges, and net expenditures
to cover deficits for food services and student body activities. Current
expenditures to be excluded are those for community services, capital outlay, debt
service, and expenditures from funds received under Title| and Title V, Part A of
ESEA. To determine its expenditures under Titles| and V, Part A of ESEA ina
schoolwide program, an LEA could calculate the percentage of funds that Title |
and TitleV, Part A contributed to the schoolwide program and then apply those
percentages to the total expenditures in the schoolwide program. Other
reasonable methods may also be used (Section 9101(14) of ESEA (20 USC
7801(14))).

Except when provided otherwise by State law, average daily attendance generally
means the aggregate number of days of attendance of all students during a school
year divided by the number of days school isin session during such school year.
For purposes of ESEA, average daily membership (or ssimilar data) can be used in
place of average daily attendance in States that provide State aid to LEAs on the
basis of average daily membership or such other data. When an LEA in which a
child resides makes a tuition or other payment for the free public education of the
child in aschool of another LEA, the child is considered to be in attendance at the
school of the LEA making the payment, and not at the school of the LEA
receiving the payment. Similarly, when an LEA makes atuition payment to a
private school or to a public school of another LEA for a child with disabilities,
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the child is considered to be in attendance at the school of the LEA making the
payment.

N. Special Testsand Provisions
1. Participation of Private School Children (SEAS/LEAS)

ESEA programs in this Supplement to which this section applies are: Titlel, Part A
(84.010); MEP (84.011); SDFSCA (except the Governor’s Program authorized under
Section 4114) (84.186); 21st CCLC (84.287); Bilingual (84.288, 84.290 and 84.291);
TitleV, Part A (84.298); Ed Tech (84.318); Reading First (84.357); Titlelll, Part A
(84.365); MSP (84.366); and Titlell, Part A (84.367).

Depending on how the SEA/LEA implements requirements for the provision of equitable
participation of private school children, this requirement may be tested on a general or
program-specific basis (as described in 11, “ Program Procedures - General and Program-
Specific Cross-Cutting Requirements”).

Compliance Requirements — For programs funded under Title I, Part A (CFDA 84.010),
an LEA, after timely and meaningful consultation with private school officials, must
provide equitable services to eligible private school children, their teachers, and their
families. Eligible private school children are those who reside in a participating public
school attendance area and have educational needs under section 1115(b) of ESEA (20
U.S.C. 6315(b)). Titlel, Part A funds must be allocated to each participating public
school attendance area on the basis of the total number of children from low-income
familiesresiding in that area. In calculating the total number of children from low-
income families, an LEA must include children from low-income families who attend
private schools. An LEA must use the portion of Title I, Part A funds attributable to
private school children from low-income families included in the calculation to provide
servicesto digible private school children. For example, if $100,000 of Titlel, Part A
funds are allocated based on 100 children from low-income families, 25 of whom are
private school children, $25,000 of the $100,000 must be expended to provide equitable
servicesto digible private school children.

If an LEA reserves funds off the top of its Title I, Part A allocation to provide
instructional and related activities for public school students at the district level, the LEA
must also provide from those funds, as applicable, equitable servicesto eligible private
school students. From applicable funds reserved for parent involvement and professional
development, an LEA must ensure that teachers and families of participating private
school children have an equitable opportunity to participate in professional development
and parent involvement activities, respectively. The amount of funds available to provide
these services must be proportionate to the number of private school children from low-
income families residing in participating public school attendance areas (Sections 1113(c)
and 1120 of ESEA (20 USC 6313 and 6320); 34 CFR sections 200.62 through 200.67
and 200.77 through 200.78).
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For all other programs, an SEA, LEA, or any other educational service agency (or
consortium of such agencies) receiving financial assistance under an applicable program
must provide eligible private school children and their teachers or other educational
personnel with equitable services or other benefits under the program. Before an agency
or consortium makes any decision that affects the opportunity of eligible private school
children, teachers, and other educational personnel to participate, the agency or
consortium must engage in timely and meaningful consultation with private school
officials. Expendituresfor services and benefits to eligible private school children and
their teachers and other educational personnel must be equal on a per-pupil basisto the
expenditures for participating public school children and their teachers and other
educational personnel, taking into account the number and educational needs of the
children, teachers and other educational personnel to be served (Sections 5142 and 9501
of ESEA (20 USC 7217aand 7881); 34 CFR sections 299.6 through 299.9).

The control of funds used to provide equitable servicesto ligible private school students,
teachers and other educationa personnel, and families, and title to materials, equipment,
and property purchased with those funds must be in a public agency and the public
agency must administer the funds, materials, equipment, and property. The provision of
equitable services must be by employees of a public agency or through a contract by the
public agency with an individual, association, agency, or organization that is independent
of any private school or religious organization. The contract must be under the control of
the public agency (Sections 1120(d), 5142(c), and 9501(d) of ESEA (20 USC 6320(d),
7217a(c) and 7881(d); 34 CFR sections 200.67 and 299.9).

This compliance requirement also appliesto Transferability (Seelll.A.3, “Activities
Allowed or Unallowed - Transferability (SEAs and LEAS)”) for transfers made by
SDFSCA (84.186); 21st CCLC (84.287); TitleV, Part A (84.298); Ed Tech (84.318); and
Title 11, Part A (84.367) (Section 6123(e)(2) of ESEA (20 USC 7305b(e)(2))).

Audit Objectives - Determine whether (1) the LEA, SEA, or other agency receiving
ESEA funds has conducted timely consultation with private school officials to determine
the kind of educational servicesto provide to eligible private school children, (2) the
planned services were provided, and (3) the required amount was used for private school
children.

Suggested Audit Procedures (LEA/SEA)

a Verify, by reviewing minutes of meetings and other appropriate documents, that
the SEA or LEA conducted timely consultation with private school officialsin
making its determinations and set aside the required amount for private school
children.

b. Review program expenditure and other records to verify that educational services
that were planned were provided.

C. For Titlel, Part A, verify that:
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@D The per pupil alocation (PPA) generated by private school children from
low-income families living in participating public school attendance areas
isequal to the PPA generated by public school children from low-income
families living in the same attendance areas:

2 Funds to provide equitable servicesto private school students were
available, as applicable, from funds, if any, reserved off the top of the
LEA’s Part A alocation for instructional and related activities at the
district level; and

(©)) Funds to provide equitable services to teachers and families of
participating private school students were available from reservations of
funds for professional development and parent involvement.

d. If the LEA provides servicesto eligible private school students under an
arrangement with athird-party provider, verify that the LEA retains proper
administration and control by having a written contract that:

Q) Describes the services to be provided; and

2 Provides that the LEA retains ownership of to materials, equipment, and
property purchased with Federal | funds.

e For programs other than Title I, Part A, verify that expenditures are equal on a
per-pupil basis for public and private school students, teachers and other
educational personnel, taking into consideration their numbers and needs as
required by 34 CFR section 299.7.

2. Schoolwide Programs (SEASLEAS)

ESEA programs in this Supplement to which this section applies are: Titlel, Part A
(84.010); MEP (84.011); SDFSCA (including the Governor’s Program authorized under
Section 4114) (84.186); 21st CCLC (84.287); Bilingual (84.288, 84.290 and 84.291);
TitleV, Part A (84.298); Ed Tech (84.318); TitleI11, Part A (84.365); and Titlell, Part A
(84.367).

This section also appliesto IDEA (84.027 and 84.173) and Vocational Education
(84.048).

Asdescribed in 11, “Program Procedures - General and Program-Specific Cross-Cutting
Requirements,” this requirement is ageneral cross-cutting requirement that only needs to
be tested once to cover al major programs to which it applies.

Compliance Requirements - A school participating under Title |, Part A may, in
consultation with its LEA, useits Title I, Part A funds, along with funds provided from
the above-identified programs and other Federal, State, and local education funds, to
upgrade the school’ s entire educational program in a schoolwide program. At least 40
percent of the children enrolled in the school or residing in the school attendance area for
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theinitial year of the schoolwide program must be from low-income families. The LEA
isrequired to maintain records to demonstrate compliance with this requirement.

a To operate a schoolwide program, a school must include the following three core
elements:

Q) Comprehensive needs assessment of the entire school (34 CFR section
200.26(a)).

2 Comprehensive plan based on data from the needs assessment (34 CFR
section 200.26(b)).

(©)) Annual evaluation of, and results achieved by, the schoolwide program
and revision of the schoolwide plan based on that evaluation (34 CFR
section 200.26(c)).

b. A schoolwide plan also must include the following components:
Q) Schoolwide reform strategies (34 CFR section 200.28(a)).

2 Instruction by highly qualified professional staff (34 CFR section
200.28(b)).

3 Strategies to increase parental involvement (34 CFR section 200.28(c)).

4 Additional support to students experiencing difficulty (34 CFR section
200.28(d)).

5) Transition plans for assisting preschool children in the successful
transition to the schoolwide program (34 CFR section 200.28(€)).

C. In consolidating funds, a schoolwide program school must also ensure that its
schoolwide program addresses the needs of children who are members of the
target population of any Federal program that isincluded in the schoolwide
program. Specific requirements apply to these programs as follows:

Q) Before consolidating funds or services received under MEP, a schoolwide
program must: (a) in consultation with parents of migratory children or
organizations representing those parents, first meet the identified needs of
migratory children that result from the effects of their migratory lifestyle
or are needed to permit migratory children to participate effectively in
schools; and (b) document that services addressing those needs have been
met.

(2) A schoolwide program must have the approval of the Indian parent
advisory committee established in section 7114(c)(4) of ESEA (20 USC
7424(c)(4)) before funds received under the Title VII, Part A, Subpart 1
Indian Education program can be consolidated.
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(©)) A schoolwide program may consolidate funds received under IDEA, Part
B. However, the amount of funds consolidated may not exceed the
amount received by the LEA under IDEA, Part B for that fiscal year,
divided by the number of children with disabilitiesin the jurisdiction of
the LEA and multiplied by the number of children with disabilities
participating in the schoolwide program. A school that consolidates
IDEA, Part B funds may use those funds for any activities under the
schoolwide plan but must comply with all other requirements of IDEA,
Part B to the same extent it would if it did not consolidate funds under
IDEA, Part B in the schoolwide program.

An SEA must modify State fiscal and accounting procedures, if necessary, to
eliminate barriers so that schools can easily consolidate funds from other Federal,
State, and local sources for schoolwide programs. The SEA must also notify its
LEAs of the authority to operate schoolwide programs.

(Sections 1111(c)(6), (9) and (10), 1114, 1306(b)(4), and 7115(c) of ESEA (20
USC 6311(c)(6), (9) and (10), 6314, 6396(b)(4), and 7425(c)); Section
613(a)(2)(D) of IDEA (20 USC 1413(a)(2)(D)); 34 CFR sections 200.25 through
200.29).

Audit Objectives (SEA) — Determine whether the SEA has taken steps to (1) notify its
LEAs of the authority to consolidate Federal, State, and local funds in schoolwide
programs, and (2) remove fiscal and accounting barriers preventing such consolidation of
funds.

Suggested Audit Procedures (SEA)

Review documentation to determine whether the SEA notified its LEAS of the authority
to consolidate Federal, State, and local funds in schoolwide programs, and examined its
fiscal and accounting procedures to remove any barriers preventing such consolidation of
funds.

Audit Objectives (LEA) - Determine whether (1) the schools operating schoolwide
programs were eligible to do so, and (2) the schoolwide programs included the core
elements and components.

Suggested Audit Procedures (LEA)

a For schools operating a schoolwide program, review records and ascertain if the
schools met the poverty eligibility requirements.

b. Review the schoolwide plan and ascertain if it included the required core elements
and components described above.

C. Review documentation to support:
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Q) Consultation with parents including, when MEP funds are consolidated,
the parents of migratory children or organizations representing those
parents; and, when Title VII, Part A, Subpart 1 (Indian Education) funds
are consolidated, approval by the Indian parent advisory committee.

2 If MEP funds are consolidated in the schoolwide program, the identified
needs of migratory children were met before MEP funds were
consolidated.

3. Compar ability (SEAS/LEAS)

ESEA programs in this Supplement to which this section applies are: Titlel, Part A
(84.010) and MEP (84.011).

Asdescribed in 11, “Program Procedures - General and Program-Specific Cross-Cutting
Requirements,” this requirement is ageneral cross-cutting requirement that need only be
tested once to cover all major programs to which it applies.

Compliance Requirements - An LEA may receive funds under Title I, Part A and the
MEP (Titlel, Part C) only if State and local funds will be used in participating schools to
provide services that, taken as awhole, are at least comparable to services that the LEA is
providing in schools not receiving Title |, Part A or MEP funds. An LEA isconsidered
to have met the statutory comparability requirementsif it has implemented (1) an LEA-
wide salary schedule; (2) apolicy to ensure equivalence among schools in teachers,
administrators, and other staff; and (3) a policy to ensure equivalence among schools in
the provision of curriculum materials and instructional supplies. An LEA may also use
other measures to determine comparability, such as comparing the average number of
students per instructional staff or the average staff salary per student in each school
receiving Title I, Part A or MEP funds with those in schools that do not receive Titlel,
Part A or MEP funds. If all schools are served by Titlel, Part A or MEP, an LEA must
use State and local fundsto provide services that, taken as awhole, are substantially
comparable in each school. Determinations may be made on either a district-wide or
grade-span basis.

An LEA may exclude schools with fewer than 100 students from its comparability
determinations. The comparability requirement does not apply to an LEA that has only
one school for each grade span. An LEA may exclude from determinations of
compliance with this requirement State and local funds expended for (1) bilingual
education for children with limited English proficiency (LEP); (2) excess costs of
providing services to children with disabilities as determined by the LEA; and

(3) supplemental State or local funds for programs that meet the intent and purposes of
Titlel, Part A or MEP (Sections 1120A(c)-(d) and 1304(c)(2) of ESEA (20 USC
6321(c)-(d) and 6394(c)(2)); 34 CFR sections 200.79 and 200.88).

Each LEA must develop procedures for complying with the comparability requirements
and implement the procedures annually. They must maintain records that are updated
biennially documenting compliance with the comparability requirements. The SEA,
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however, is ultimately responsible for ensuring that LEAS remain in compliance with the
comparability requirement (Section 1120A(c) of ESEA (20 USC 6321(c))).

Audit Objective (SEAS) - Determine whether the SEA isdetermining if LEAs are
complying with the comparability requirements.

Suggested Audit Procedure (SEAS)

For asample of LEAS, review SEA records that document SEA review of LEA
compliance with the comparability requirements.

Audit Objective (LEAS) - Determine whether the LEA has devel oped procedures for
complying with the comparability requirements and maintained records that are updated
at least biennially documenting compliance with the comparability requirements.

Suggested Audit Procedures (LEAS)

a Through inquiry and review, ascertain if the LEA has developed procedures and
measures for complying with the comparability requirements.

b. Review LEA comparability documentation to ascertain (1) if it has been updated
within two years of the end of the audit period and (2) that it documents
compliance with the comparability requirements.

C. Test comparability data to supporting records.

4, Accessto Federal Fundsfor New or Significantly Expanded Charter Schools
(SEAYLEAS)

ESEA programs in this Supplement to which this section appliesare: Titlel, Part A
(84.010); SDFSCA (except the Governor’s Program authorized under Section 4114)
(84.186); 21% CCLC (84.287); TitleV, Part A (84.298); Ed Tech (84.318); Reading First
(84.357); Title 111, Part A (84.365); and Title 11, Part A (84.367).

This section also applies to Adult Education (84.002); IDEA (84.027, 84.173); and
Vocational Education (84.048).

Asdescribed in 11, “Program Procedures — General and Program-Specific Cross-Cutting
Requirements,” this requirement is a program-specific cross-cutting eligibility
requirement that needs to be tested separately for each covered program in the
Supplement.

Note: Thisrequirement only applies with respect to funds allocated to new, or
significantly expanded, charter schools under a covered program in a State that has
charter schools. A covered program means an elementary or secondary education
program administered by ED under which the Secretary allocates funds to States on
aformulabasis, except that the term does not include a program or portion of a
program under which an SEA awards subgrants on a discretionary, noncompetitive
basis. Charter school has the same meaning as provided in Title V, Part B, Subpart
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1 of the ESEA. With respect to an existing charter school LEA that has not
significantly expanded its enrollment, an SEA must determine the school’s
eligibility and allocate Federal fundsto the school in a manner consistent with
applicable Federal statutes and regulations under each covered program.

If a State considers a charter school to be an LEA under a covered program, this
requirement appliesto the SEA or other State agency responsible for alocating
funds under that program—either by formula or through a competition—to LEAS.
If a State considers a charter school to be a public school within an LEA under a
covered program, this requirement appliesto the LEA. Therequirementsin this
Supplement address an SEA’ s responsibilities with respect to eligible charter
school LEAs. An LEA that isresponsible for providing funds under a covered
program to eligible charter schools must comply with these requirements on the
same basis as an SEA.

Compliance Requirements— An SEA must ensure that a charter school LEA that
opens for the first time or significantly expands its enrollment receives the funds
under each covered program for which it is eligible. Sgnificant expansion of
enrollment means a substantial increase in the number of students attending a
charter school due to a significant event that is unlikely to occur on aregular basis,
such as the addition of one or more grades or educational programs in major
curriculum areas. The term aso includes any other expansion of enrollment that an
SEA determines to be significant.

Except as noted below, if a charter school LEA opens or expands by November 1,
the SEA must alocate to the school the funds for which it is eligible no later than 5
months after the school first opens or significantly expands its enrollment; if a
charter school LEA opens or significantly expands after November 1 but before
February 1, an SEA must allocate to the school a pro rata portion of the funds for
which the school is éligible on or before the date the SEA makes allocations to
other LEAs under that program for the succeeding academic year; if a charter
school LEA opens or expands after February 1, the SEA may, but is not required
to, allocate to the school a pro rata portion of the funds for which the school is
eigible.

An SEA must determine a new or expanding charter school LEA’ s eligibility based
on actual enrollment or other eligibility data available on or after the date the
charter school LEA opens or significantly expands. An SEA may not deny funding
to anew or expanding charter school LEA due to the lack of prior-year data, even
if eligibility and allocation amounts for other LEAS are based on prior-year data.
An SEA may allocate funds to, or reserve funds for, an eligible charter school LEA
based on reasonable estimates of projected enrollment at the charter school LEA.

If an SEA allocates more or fewer fundsto a charter school LEA than the amount
for which the charter school LEA is eligible, based on actual enrollment or
eigibility data, the SEA must make appropriate adjustments to the amount of funds
allocated to the charter school LEA aswell asto other LEAs under a covered
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program on or before the date the SEA allocates funds to LEASs for the succeeding
academic year.

At least 120 days before the date a charter school LEA is scheduled to open or
significantly expand its enrollment, the charter school LEA or its authorized public
chartering agency must provide the SEA with written notice of that date. Upon
receiving such notice, an SEA must provide the charter school LEA with timely
and meaningful information about each covered program in which the charter
school LEA may be eligible to participate, including notice of any upcoming
competitions under the program. An SEA is not required to make allocations
within 5 months of the date a charter school LEA opens for the first time or
significantly expandsif the charter school LEA, or its charter authorizer, failsto
provide to the SEA proper written notice of the school’ s opening or expansion.

For a covered program in which an SEA awards subgrants on a competitive basis,
the SEA must provide an eligible charter school LEA that is scheduled to open on
or before the closing date of any competition afull and fair opportunity to apply to
participate in the program. However, the SEA is not required to delay the
competitive processin order to allow a charter school LEA that has not yet opened
or expanded to compete. (Section 5206 of ESEA (20 USC 7221e); 34 CFR sections
76.785 through 76.799).

Audit Objectives (SEA/LEA, depending on which entity is responsible for funding
charter schools) — Determine whether new or significantly expanding charter schools
received the amount of Federal formula funds for which they were eligible in atimely
manner.

Suggested Audit Procedures (SEA/LEA, depending on which entity is responsible for
funding charter schools)

a Determine if the entity was responsible for providing Federal formula funds under
the applicable covered program to any charter school LEAS/charter schools that
opened for the first time or significantly expanded enrollment on or before
November 1 of the academic year.

b. Determineif the entity was responsible for providing Federal formula funds under
the applicable covered program to any charter school LEAS/charter schools that
opened for the first time or significantly expanded enrollment between November
1 and February 1 of the academic year.

C. Review the entity’ s procedures for allocating Federal formula funds under the
applicable covered program to determine whether eligibility to participate in the
program was based on enrollment or eligibility datafrom aprior year. If prior-
year data were used for allocations, determine whether the entity properly based
the new or expanding charter school LEA’s/charter school’s eligibility and
allocation amount on actual eligibility or enrollment data for the year in which the
school opened or expanded.
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d. Review documentation to identify the opening or expansion date for each eligible
charter school LEA/charter school that opened or significantly expanded its
enrollment on or before November 1 of the academic year. Determine whether
the charter school LEA/charter school was given access to all of the funds for
which it was eligible, in the proper amount, within five months of the opening or
expansion date (provided that SEA or LEA noatification, data submission, and
application requirements were met).

e Review documentation to identify the opening or expansion date for each eligible
charter school LEA/charter school that opened or significantly expanded its
enrollment between November 1 and February 1 of the academic year. Determine
whether the charter school LEA/charter school was given access to the pro rata
portion of the funds for which the school was eligible, in the proper amount, on or
before the date the SEA or LEA made allocations to other LEAS/public schools
under the program for the succeeding academic year (provided that SEA or LEA
notification, data submission, and application requirements were met).

f. Review documentation to determine whether the SEA or LEA made necessary
adjustments to account for over- or under-allocations once actual eligibility and
enrollment data became available.

OTHER INFORMATION
Schoolwide Programs (LEAS)

ESEA programs in this Supplement to which this section applies are: Titlel, Part A
(84.010); MEP (84.011); SDFSCA (including the Governor’s Program authorized under
Section 4114) (84.186); 21st CCLC (84.287); Bilingual (84.288, 84.290 and 84.291);
TitleV, Part A (84.298); Ed Tech (84.318); Reading First (84.357); Titlelll, Part A
(84.365); and Title 1, Part A (84.367).

This section also appliesto IDEA (84.027 and 84.173) and Vocational Education
(84.048).

Since schoolwide programs are not separate Federal programs, as defined in OMB
Circular A-133, amounts used in schoolwide programs should be included in the total
expenditures of the program contributing the funds when determining Type A Programs
and in the Schedule of Expenditures of Federal Awards. A footnote showing, by
program, amounts used in schoolwide programs is encouraged.

Transferability (SEAs and LEAS)

ESEA programs in this Supplement to which this section applies are: SDFSCA (84.186);
21st CCLC (84.287); TitleV, Part A (84.298); Ed Tech (84.318); and Title I, Part A
(84.367).

Expenditures of funds transferred from one program to another (as described in I11.A.3,
“Activities Allowed or Unallowed - Transferability (SEAsand LEAS)”) should be
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included in the audit universe and total expenditures of the receiving program for
purposes of (1) determining Type A programs, and (2) completing the Schedule of
Expenditures of Federal Awards. A footnote showing amounts transferred between
programs is encouraged.

Small Rural Schools Achievement (SRSA) Alternative Uses of Funds Program

ESEA programs in this Supplement to which this section applies are: SDFSCA (84.186);
TitleV, Part A (84.298); Ed Tech (84.318); and TitleI1, Part A (84.367).

Unlike “Transferability” above, where the funds are actually transferred from one
program to another, under SRSA the funds are expended from the original program but
for activities allowed under another program. Funds used under the SRSA Alternative
Uses of Funds program should be included in the audit universe and total expenditures of
the programs from which they originated for purposes of (1) determining Type A
programs, and (2) completing the Schedule of Expenditures of Federal Awards.

Prima Facie Case Requirement for Audit Findings

Section 452(a)(2) of the General Educations Provisions Act (20 USC 1234a(a)(2))
requires that ED officials establish a prima facie case when they seek recoveries of
unallowable costs charged to ED programs. When the preliminary ED decision to seek
recovery is based on an OMB Circular A-133 audit, upon request, auditors will need to
provide ED program officials audit documentation. For this purpose, audit
documentation (part of which is the auditor’ s working papers) includes information the
auditor isrequired to report and document that is not aready included in the reporting
package.

Program Waivers and Special Provisions Due to Hurricanes Katrina and Rita

See Appendix VI.
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DEPARTMENT OF EDUCATION
CFDA 84.002 ADULT EDUCATION--STATE GRANT PROGRAM
l. PROGRAM OBJECTIVES

The Adult Education and Family Literacy State Grant program provides grantsto eligible
agencies to provide adult education and literacy services. These grants help adults become
literate and obtain the knowledge and skills necessary for employment; obtain the educational
skills necessary to become full partnersin the educational development of their children; and
complete a secondary school education.

. PROGRAM PROCEDURES

Funds are provided to the State eligible agency each year in accordance with a statutory formula.
Eligible agencies develop a 5-year State plan that is approved by the Secretary, which may be
revised when substantial changesin conditions occur. Local activities include services or
instruction in one or more of the following categories: adult education and literacy services,
including workplace literacy services; family literacy services, and English literacy programs.

Eligible providersinclude alocal educational agency; a community-based organization of
demonstrated effectiveness; a volunteer literacy organization of demonstrated effectiveness; an
institution of higher education; a public or private non-profit agency; alibrary; a public housing
authority; any other non-profit institution that has the ability to provide literacy services to adults
and families; and a consortium of the agencies, organizations, institutions, libraries, or authorities
described above.

Sour ce of Gover ning Requirements

The program is authorized by the Adult Education and Family Literacy Act (the Act), Title 11 of
the Workforce Investment Act of 1998 (Pub. L. No. 105-220 (20 USC 9201 et seq.)).

1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirementsto
identify which of the 14 types of compliance requirements described in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.

Certain compliance requirements that apply to multiple Department of Education (ED) programs
are discussed oncein the ED Cross-Cutting Section of this supplement (page 4-84.000-1) rather
than being repeated in each individual program. Where applicable, this section references to the
Cross-Cutting Section for these requirements.
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A. Activities Allowed or Unallowed

The eligible agency shall require that each eligible provider receiving a grant or contract
establish or operate one or more programs that provide services or instruction in one or
more of the following categories: (1) adult education and literacy services, including
workplace literacy services; (2) family literacy services,; and (3) English literacy
programs. Adultsinclude individuals who are at least 16 years of age, who are not
enrolled or required to be enrolled in secondary school under State law; and who lack
sufficient mastery of basic educational skills, do not have a secondary school diploma or
its recognized equivalent, or are unable to speak, read, or write the English language
(Pub. L. No. 105-220 (sections 231 and 203 of the Act) (20 USC 9241 and 9202(1))).

1 Sate-Level Activities - State eligible agencies may use funds for the following:
(also see l11.G.3, “Matching, Level of Effort, Earmarking - Earmarking”)

a Subgrants to eligible providers.

b. State administrative costs including the development, and implementation
of the State plan; consultation with other appropriate agenciesin the
development and implementation of activities assisted under the Act; and
coordination and non-duplication with related Federal and State programs
(section 221 of the Act (20 USC 9221)).

C. State leadership activities such as professional development programs,
technical assistance, support of State literacy resource centers, and
monitoring and evaluation of adult education and literacy activities
(section 223(a) of the Act (20 USC 9223(a)).

2. Subrecipient Activities

Allowable activities are described in the eligible provider’ s approved application.
Generaly, eligible providers must establish or operate one or more programs that
provide services or instruction in one or more of the following categories. (1)
adult education and literacy services, including workplace literacy services; (2)
family literacy services; and (3) English literacy programs. Adultsinclude
individuals who are at least 16 years of age, who are not enrolled or required to be
enrolled in secondary school under State law; and who lack sufficient mastery of
basic educational skills, do not have a secondary school diploma or its recognized
equivalent, or are unable to speak, read, or write the English language. Funds can
also be used for administrative costs (see I11.G.3.b, “Matching, Level of Effort,
Earmarking - Earmarking” for limitation) (Pub. L. No. 105-220 (sections 231,
232, 234 and 203 of the Act) (20 USC 9241, 9242, 9243 and 9202(1)).

B. Allowable Costs/Cost Principles

See ED Cross-Cutting Section.

A-133 Compliance Supplement 4-84.002-2



March 2007 Adult Education ED

C. Cash Management
See ED Cross-Cutting Section.

G. Matching, Level of Effort, Earmarking
1 Matching

a Each State eligible agency providing adult education and literacy services
shall provide anon-Federal contribution of at least 25 percent of the total
amount of funds expended for adult education and literacy activitiesin the
State (section 222(b) of the Act (20 USC 9222(b))).

b. An eligible agency serving an outlying area shall provide a non-Federal
contribution equal to 12 percent of the total amount of funds for adult
education and literacy activities in the outlying area, unless the Secretary
allows a smaller non-Federal contribution (section 222 (b) of the Act
(20 USC 9222(by))).

C. An eligible agency’ s non-Federal contribution may be provided in cash or
in-kind, fairly evaluated, and shall include only non-Federal funds that are
used for adult education and literacy activitiesin amanner that is
consistent with the purpose of the Act (section 222(b) of the Act (20 USC
9222(b))).

2.1 Level of Effort - Maintenance of Effort

An eligible agency may receive funds for any fiscal year if the Secretary finds that
the fiscal effort per student or the aggregate expenditures of such eligible agency
for adult education and literacy activities, in the second preceding fiscal year, was
not less than 90 percent of the fiscal effort per student or the aggregate
expenditures of the eligible agency for adult education and literacy activities, in
the third preceding fiscal year (section 241(b) of the Act (20 USC 9251(b))).

2.2  Leve of Effort - Supplement Not Supplant - Not Applicable
3. Earmarking

a Sate Eligible Agency - The following earmarking requirements are for
each yearly grant award and must be met within the period of its
availability (generaly 27 months) (34 CFR sections 76.703 through
76.710):

Q) Grants and contracts for eligible providers shall not be less than
82.5 percent of the eligible agency’ s grant funds (section 222(a)(1)
of the Act (20 USC 9222(a)(1))).
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2 Correction education and education for other institutionalized
individuals shall not be more than 10 percent of the 82.5 percent
mentioned above (section 222(a)(1) of the Act (20 USC
9222(a)(1))).

(©)) State leadership activities under section 223 of the Act shall not
exceed 12.5 percent of the grant funds (section 222(a)(2) of the Act
(20 USC 9222(8)(2))).

4) Necessary and reasonable administrative expenses of the eligible
agency shall not be more than five percent of the grant funds, or
$65,000, whichever is greater (section 222(a)(3) of the Act
(20 USC 9222(a)(3))).

b. Subrecipients - Generally, subrecipients may use up to five percent of their
funds for non-instructional costs, such as administration of local programs.
In cases where the five percent limit is too restrictive, the eligible provider
shall negotiate with the eligible agency to determine the adequate level of
funds for non-instructional purposes (section 233 of the Act) (20 USC
9243).

H. Period of Availability of Federal Funds
See ED Cross-Cutting Section.

L. Reporting
1. Financial Reporting

a SF-269 - Financial Satus Report — Applicable (using ED-specific form -
OMB No. 1830-0027) -

b. SF-270 - Request for Advance or Reimbursement - Only grantees placed
on reimbursement are required to complete this form to request payment
of grant award funds. The requirement to use this form isimposed on an
individual recipient basis.

C. SF-271- Outlay Report and Request for Reimbursement for Construction
Programs- Not Applicable

d. SF-272 - Federal Cash Transactions Report - Not Applicable

e LEAs and other subrecipients are generally required to report financial
information to the pass-through entity. These reports should be tested
during audits of LEASs and other subrecipients.

2. Performance Reporting - Not Applicable
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3.

Special Reporting - Not Applicable

N. Special Testsand Provisions

1.

Accessto Federal Fundsfor New or Significantly Expanded Charter Schools

See ED Cross-Cutting Section.
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DEPARTMENT OF EDUCATION

CFDA 84.010 TITLEI GRANTSTO LOCAL EDUCATIONAL AGENCIES(LEAS)
(Titlel, Part A of ESEA)

l. PROGRAM OBJECTIVES

The objective of this program is to improve the teaching and learning of children who are at risk
of not meeting challenging academic standards and who reside in areas with high concentrations
of children from low-income families.

. PROGRAM PROCEDURES

The Department of Education (ED) provides Title |, Part A funds through each State Educational
Agency (SEA) to local educational agencies (LEAS) through a statutory formula based primarily
on the number of children ages 5 through 17 from low-income families. This number is
augmented by annually collected counts of children ages 5 through 17 in foster homes, locally
operated institutions for neglected or delinquent children, and families above poverty that receive
assistance under Temporary Assistance for Needy Families (TANF), adjusted to account for the
cost of education in each State. To receive funds, an SEA must submit to ED for approval either:
(1) anindividual State plan as provided in Section 1111 of the Elementary and Secondary
Education Act (ESEA) (20 USC 6311), or (2) aconsolidated plan that includes Part A, in
accordance with Section 9302 of the ESEA (20 USC 7842). Theindividual or consolidated plan,
after approval by ED, remainsin effect for the duration of the State' s participation in Title |, Part
A. The plan must be updated to reflect substantive changes.

Toreceive Titlel, Part A funds, LEAs must have on file with the SEA an approved plan that
includes descriptions of the general nature of services to be provided, how program services will
be coordinated with the LEA’ sregular program of instruction, additional LEA assessments, if
any, used to gauge program outcomes, and strategies to be used to provide professional
development. An LEA may also include Part A as part of a consolidated application submitted to
the SEA under Section 9305 of the ESEA (20 USC 7845).

LEAsallocate Title I, Part A fundsto eligible school attendance areas based on the number of
children from low-income families residing within the attendance area. A school at or above 40
percent poverty may useits Part A funds, along with other Federal, State, and local funds, to
operate a schoolwide program to upgrade the instructional program in the whole school (20 USC
6314(a)). Otherwise, a school operates atargeted assistance program in which the school
identifies students who are failing, or most at risk of failing, to meet the State’ s challenging
student academic achievement standards and who have the greatest need for assistance. The
school then designs, in consultation with parents, staff, and the LEA, an instructional program to
meet the needs of those students (20 USC 6315).

A-133 Compliance Supplement 4-84.010-1



March 2007 Titlel, Part A ED

Sour ce of Gover ning Requirements

This program is authorized by Titlel, Part A of the ESEA, as amended by the No Child Left
Behind Act of 2001 (Pub. L. 107-110 (20 USC 6301 through 6339 and 6571 through 6578)).
Program regulations are found at 34 CFR part 200. The Education Department General
Administrative Regulations (EDGAR) at 34 CFR parts 76, 77, 81, 82, 98, and 99 also apply to
this program, as do certain requirements of 34 CFR part 299 (Genera Provisions).

Availability of Other Program Information

A number of documents posted on ED’ s website contain documents pertinent to the Title I, Part
A requirements in this Compliance Supplement. They are:

e Local Educational Agency Identification and Selection of School Attendance Areas and
Schools and Allocation of Title | Funds to Those Areas and Schools (August 2003)
(http://www.ed.gov/programs/titl el parta/wdag.doc);

e Improving Teacher Quality State Grants (August 3, 2005
(http://www.ed.gov/programs/teacherqual/guidance.doc);

e Public School Choice (February 6, 2004)

(http://www.ed.gov/policy/el sec/guid/school choi ceguid.doc);

e Report Cards, Titlel, Part A (September 12, 2003)
(http://www.ed.gov/programg/titl el parta/reportcardsgui dance.doc);

e Supplemental Educational Services (June 13, 2005)

(http://www.ed.gov/policy/el sec/guid/suppsvcsguid.doc);

e Titlel Paraprofessionals (March 1, 2004)
(http://www.ed.gov/policy/el sec/guid/paraguidance.doc);

e Titlel Servicesto Eligible Private School Children (October 17, 2003)
(http://www.ed.gov/programg/titl el parta/psguidance.doc); and

e LEA and School Improvement (January 7, 2004)

(http://www.ed.gov/policy/el sec/guid/schoolimprovementqguid. pdf

1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.

Certain compliance requirements that apply to multiple programs are discussed once in the ED
Cross-Cutting Section of this Supplement (page 4-84.000-1) rather than being repeated in each
individual program. Where applicable, this section references the Cross-Cutting Section for
these requirements. Also, as discussed in the Cross-Cutting Section, SEAs and LEAs may have
been granted waivers from certain compliance requirements.
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A.

Activities Allowed or Unallowed

Also see ED Cross-Cutting Section.

1.

LEAs (Targeted assistance programs only. Seelll.N, “Special Tests and
Provisions’ for schoolwide programs.)

In atargeted assistance school, funds available under Part A may be used only for
programs that are designed to help participating children meet the State' s student
academic achievement standards expected of all children. Allowable activitiesin
these schools include, but are not limited to, instructional programs, counseling,
mentoring, other pupil services, college and career awareness and preparation,
services to prepare students for the transition from school to work, servicesto
assist preschool children in the transition to elementary school programs, parental
involvement activities, and professional staff development. If health, nutrition,
and other social services are not otherwise available from other sources to
participating children, Part A funds may be used as alast resort to provide such
services. The LEA’splan will provide a description of the general nature of the
servicesto be provided with Part A funds. However, each Title | school
determines the actual program it will provide (Title I, Section 1115 of ESEA

(20 USC 6315)).

SEAS

SEAs can use funds to provide subgrants to LEAS, for State administration, and
for school improvement activities in accordance with the State plan (Titlel,
Sections 1003, 1004, 1111, and 1117 of ESEA (20 USC 6303, 6304, 6311, and
6317)).

Allowable Costs/Cost Principles

See ED Cross-Cutting Section.

Cash Management

See ED Cross-Cutting Section.

Eligibility

1.

Eligibility for Individuals
Eligible Children (LEA targeted assistance programs only)

Titlel, Part A, funds are to be used to provide services and benefits to eligible
children residing or enrolled in eligible school attendance areas. Once funds are
allocated to eligible school attendance areas (see E.2.a and E.2.b below), a school
operating atargeted assistance program must use Title | funds only for programs
that are designed to meet the needs of children identified by the school asfailing,
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or most at risk of failing, to meet the State' s challenging student academic
achievement standards. In general, eligible children are identified on the basis of
multiple, educationally related, objective criteria established by the LEA and
supplemented by the school. Children who are economically disadvantaged,
children with disabilities, migrant children, and limited English proficient (LEP)
children are eligible for Part A services on the same basis as other children who
are selected for services. In addition, certain categories of children are considered
at risk of failing to meet the State’ s student academic achievement standards and
arethus eligible for Part A services because of their status. Such children include:
children who are homeless; children who participated in aHead Start, Even Start,
Early Reading First, or Title | preschool program at any time in the two preceding
years; children who received services under the Migrant Education Program under
Titlel, Part C at any time in the two preceding years; and children who arein a
local ingtitution for neglected or delinquent children or attending a community
day program. From the pool of eligible children, atargeted assistance school
selects those children who have the greatest need for special assistance to receive
Part A services (Titlel, Section 1115 of ESEA (20 USC 6315)).

Eligibility for Group of Individualsor Area of Service Delivery

a School Attendance Areas or Schools (LEAs with either schoolwide
programs or targeted assistance programs)

An LEA must determine which school attendance areas are eligible to
participate in Part A. A school attendance areais generaly eligible to
participate if the percentage of children from low-income familiesis at
least as high as the percentage of children from low-income familiesin the
LEA asawholeor at least 35 percent. An LEA may also designate and
serve aschool in an ineligible attendance area if the percentage of children
from low-income families enrolled in that school is equal to or greater
than the percentage of such children in a participating school attendance
area. When determining eligibility, an LEA must select a poverty measure
from among the following data sources: (1) the number of children ages 5-
17 in poverty counted in the most recent census; (2) the number of
children eligible for free and reduced price lunches; (3) the number of
children in families receiving TANF; (4) the number of children eligible to
receive Medicaid assistance; or (5) acomposite of these data sources. The
LEA must use that measure consistently across the district to rank all its
school attendance areas according to their percentage of poverty.

An LEA must serve digible schools or attendance areas in rank order
according to their percentage of poverty. An LEA must serve those areas
or schools above 75 percent poverty, including any middie or high
schools, before it serves any with a poverty percentage below 75 percent.
After an LEA has served all areas and schools with a poverty rate above
75 percent, the LEA may serve lower-poverty areas and schools either by
continuing with the district-wide ranking or by ranking its schools below
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75 percent poverty according to grade-span grouping (e.g., K-6, 7-9,
10-12). If an LEA ranks by grade span, the LEA may use the district-wide
poverty average or the poverty average for the respective grade span
grouping. An LEA may serve, for one additional year, an attendance area
that is not currently eligible but that was eligible and served in the
preceding year.

An LEA may elect not to serve an eligible area or school that has a higher
percentage of children from low-income familiesif: (1) the school meets
the Title | comparability requirements; (2) the school isreceiving
supplemental State or local funds that are spent according to the
requirementsin sections 1114 or 1115 of TitleI; and (3) the supplemental
State and local funds expended in the area or school equal or exceed the
amount that would be provided under Part A. An LEA with an enrollment
of less than 1000 students or with only one school per grade span is not
required to rank its school attendance areas (Title I, Section 1113(a)-(b) of
ESEA (20 USC 6313(a)-(b)); 34 CFR section 200.78(a)).

b. Allocating funds to eligible school attendance areas and schools (LEAS
with either schoolwide programs or targeted assistance programs)

An LEA must allocate Part A funds to each participating school
attendance area or school, in rank order, on the basis of the total number
of children from low-income familiesresiding in the area or attending the
school. In calculating the total number of children from low-income
families, the LEA must include children from low-income families who
reside in a participating area and attend private schools, using the same
poverty data, if available, asthe LEA usesto count public school children.
If the same data are not available, the LEA may use comparable data. If
an LEA uses asurvey of families of private school children, the LEA may
extrapolate, from actual data on a representative sample of private school
children, the number of children from low-income families who attend
private schools. An LEA may also correlate sources of data, or apply the
low-income percentage of each participating public school attendance area
to the number of private school children who residein that area. If an
LEA selects apublic school to participate on the basis of enrollment,
rather than because it serves an eligible school attendance area, the LEA
must, in consultation with private school officials, determine an equitable
way to count poor private school children in order to calculate the amount
of Title| funds available to serve private school children. An LEA may
count private school children from low-income families every year or
every two years.

If an LEA serves any attendance area with less than a 35 percent poverty
rate, the LEA must allocate to all its participating areas an amount per
poor child that equals at least 125 percent of the LEA’s Part A alocation
per poor child. (An LEA’s allocation per poor child isthe total LEA
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alocation under subpart 2 of Part A divided by the number of poor
children in the LEA according to the poverty measure selected by the LEA
to identify eligible school attendance areas. The LEA then multiplies this
per-child amount by 125 percent.) If an LEA servesonly areas with a
poverty rate greater than 35 percent, the LEA must allocate funds, in rank
order, on the basis of the total number of poor children in each area or
school, but is not required to alocate a per-pupil amount of at least 125
percent. With the possible exception of a school in corrective action or
restructuring, an LEA may not allocate a higher amount per poor child to
areas or schools with lower percentages of poverty than to areas with
higher percentages. Because an LEA may not reduce the allocation of a
school identified for corrective action or restructuring by more than 15
percent in order to reserve Title | funds for choice-related transportation
and supplemental educational services, the final allocation per poor child
of such aschool after application of this rule may be higher than a higher-
poverty school. If an LEA serves areas or schools below 75 percent
poverty by grade span groupings, the LEA may allocate different amounts
per poor child for different grade span groupings as long as those amounts
do not exceed the amount per poor child allocated to any area or school
above 75 percent poverty. Amounts per poor child within grade spans
may also vary aslong as the LEA allocates higher amounts per poor child
to higher poverty areas or schools within the grade span than it allocates to
lower poverty areas or schools.

The LEA must reserve the amounts generated by poor private school
children who reside in participating public school attendance areas to
provide servicesto eligible private school children (Title |, Section
1113(c) of ESEA (20 USC 6313(c)) and Title I, Section 1116(b)(10)(D) of
ESEA (20 USC 6316(b)(10)(D)); 34 CFR sections 200.77 and 200.78).

3. Eligibility for Subrecipients- Not Applicable
G. Matching, Level of Effort, Earmarking
1 Matching - Not Applicable
2.1  Level of Effort - Maintenance of Effort
See ED Cross-Cutting Section.
2.2  Levde of Effort - Supplement Not Supplant

See ED Cross-Cutting Section.
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3. Earmarking (SEAS)
See ED Cross-Cutting Section and the following:
a Targeting School Improvement Funds

Each SEA must reserve 4 percent of the amount the State receives under
subpart 2 of Part A for school improvement activities under sections 1116
and 1117 of Titlel. Of the amount reserved, the SEA must alocate not
less than 95 percent directly to LEAsfor activities under section 1116 in
schoolsidentified for school improvement, corrective action, and
restructuring. However, the SEA may, with the approval of its LEAS,
provide directly for these activities or arrange for them to be provided by
other entities such as school support teams or educational service
agencies. In allocating these fundsto LEAS, the SEA must give priority to
LEAsthat: (1) serve the lowest-achieving students; (2) demonstrate the
greatest need for the funds; and (3) demonstrate the strongest commitment
to ensuring that the funds will be used to enable the lowest-achieving
schools to meet their progress goals.

In reserving these funds, an SEA may not reduce the sum of the
allocations an LEA receives under subpart 2 of Part A below the sum of
the alocations the LEA received for the preceding fiscal year. If funds are
insufficient to reserve 4 percent and meet this provision, the SEA is not
required to reserve the full amount.

If, after consulting with LEAS, the SEA determines that the amount of
funds reserved is greater than needed, the SEA must allocate the excess
amount to LEASs (1) in proportion to their allocations under subpart 2 of
Part A, or (2) in accordance with the SEA’ s reallocation procedures under
section 1126(c) of Title| (Title, Section 1003(a)-(e) of ESEA (20 USC
6303(a)-(€)); 34 CFR section 200.100(a)).

b. Targeting Funds for Choice-Related Transportation and Supplemental
Educational Services

In the case of aschool that isrequired to provide choice-related
transportation under section 1116(b)(1)(E) of Title | and/or supplemental
educational services under section 1116(e) of Title|, the LEA must spend
an amount equal to 20 percent of its allocation under subpart 2 of Part A to
provide such transportation and supplemental services, unless alesser
amount is needed to satisfy al requests. Of this amount, the LEA must
spend a minimum of an amount equal to 5 percent of its subpart 2
allocation on choice-related transportation and a minimum of an amount
equal to 5 percent of its subpart 2 alocation for supplemental educational
services. It may spend the remaining 10 percent for either or both
activities. The LEA may not include costs for administration or
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transportation related to supplemental educational services, if any, toward
meeting these percentage requirements. In applying this provision, an
LEA may not reduce by more than 15 percent the total amount it makes
available under Part A to aschool it hasidentified for corrective action or
restructuring.

For each student receiving supplemental educational services, the LEA
must make available the lesser of (1) the amount of its allocation under
subpart 2 of Part A divided by the number of studentsin the LEA from
families below the poverty level as determined by the U.S. Bureau of the
Census; or (2) the actual cost of the services received by the student (Title
I, Sections 1116(b)(10) and (e)(6) of ESEA (20 USC 6316(b)(10), (€)(6));

34 CFR section 200.48).

H. Period of Availability of Federal Funds

See ED Cross-Cutting Section.

L. Reporting

1.

Financial Reporting

See ED Cross-Cutting Section.
Performance Reporting - Not Applicable
Special Reporting

See ED Cross-Cutting Section.

N. Special Testsand Provisions

1.

Participation of Private School Children
See ED Cross-Cutting Section.
Schoolwide Programs (LEAS)

See ED Cross-Cutting Section.

Compar ability

See ED Cross-Cutting Section.

Accessto Federal Fundsfor New or Significantly Expanded Charter Schools

See ED Cross-Cutting Section.
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5. I dentifying Schools and L EAs Needing | mprovement
Compliance Requirements
SEAs

An SEA must annually review the progress of each LEA that receives funds under
subpart 2 of Part A of Title| to determine whether the LEA made adequate yearly
progress as defined by the State. The SEA must identify for improvement any LEA that
fails to make adequate yearly progress, as defined by the State, for two consecutive years.
The SEA must identify the LEA for corrective action if it continuesto fail to make
adequate yearly progress at the end of its second full year in improvement (subject to the
delay provision discussed in the next paragraph).

The SEA may delay implementation of corrective action for a period not to exceed one
year if the LEA makes adequate yearly progress for one year; or its failure to make
adequate yearly progress is due to exceptional or uncontrollable circumstances, such as a
natural disaster or a precipitous and unforeseen decline in the financial resources of the
LEA (Titlel, Section 1116(c) of ESEA (20 USC 6316(c)); 34 CFR sections 200.50-
200.53).

Each SEA must report annually to the Secretary (OMB No0.1810-0581), and make certain
information widely available within the State, including the number and names of each
school identified for improvement under section 1116(b), the reason why each school
was so identified, and the measures taken to address the achievement problems of such
schools. In addition, the SEA must prepare and disseminate an annual State report card
that contains information on the performance of LEASs regarding adequate yearly
progress, including the number and names of each school and LEA identified for
improvement. Moreover, the SEA must ensure that each LEA collects the data necessary
to prepare its annual report card (Title I, Sections 1111(h)(1) and (4) of ESEA (20 USC
6311(h)(1) and (4))).

LEAs

An LEA must annually review the progress of each school served under Titlel, Part A to
determine whether the school has made adequate yearly progress. The LEA must
identify for school improvement any school that fails to make adequate yearly progress,
as defined by the SEA, for two consecutive school years. After a school has been
identified for improvement for two school years (subject to the delay provision discussed
in the next paragraph), the LEA must identify that school for corrective action if it
continues to fail to make adequate yearly progress. After a school has been in corrective
action for afull school year (subject to the delay provision discussed in the next
paragraph), the LEA must identify it for restructuring if it continues to fail to make
adequate yearly progress.

The LEA may delay, for a period not to exceed one year, implementation of requirements
under the second year of school improvement, corrective action, or restructuring if the
school makes adequate yearly progress for one year or the failure to make adequate
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yearly progress is due to exceptional or uncontrollable circumstances, such as a natural
disaster or a precipitous and unforeseen decline in the financial resources of the school or
LEA.

Each LEA must prepare and disseminate to all schoolsin the LEA--and to all parents of
students attending those schools—an annual LEA report card that, among other things,
includes the number, names, and percentage of schools identified for school improvement
and how long the schools have been so identified. The LEA must also publicize and
disseminate the results of its annual progress review to the community. The LEA should
use broad means of communication, such as the Internet and publicly available media, to
disseminate and publicize thisinformation (Title I, Sections 1111(h)(2) and 1116(b) of
ESEA (20 USC 6311(h)(2) and 6316(b)); 34 CFR sections 200.30-200.38).

Note: In many states, the SEA conducts the review of progress of schools within LEAs
and sends the results of that review to the LEAS.

Audit Objectives— Determine whether, in collecting, compiling, and reporting progress
of LEAs and schools that receive funds under subpart 2 of Part A of Titlel, the SEA and
LEA complied with the above requirements.

Suggested Audit Procedures
SEAS

a Review how the SEA collects, compiles, and determines the accuracy of
information obtained about the number and names of schools and LEASin need
of improvement and reports this datato ED and the public.

b. Review data received about schools and LEAS to ascertain that those data were
included and correctly reflected in the SEA’ s submission to ED and the
information disseminated to the public.

LEAs
a Review how the LEA determines the schools in need of improvement.
b. Trace the data about the LEA to source records to determine its accuracy,

reliability, and completeness.

C. Determine whether the LEA disseminated information to all schoolsin the LEA
and to all parents of students attending those schools and made the information
widely available through public means, such as the Internet and the media.
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6. Highly Qualified Teachersand Paraprofessionals
Compliance Requirements
Highly qualified teachers.

An LEA must ensure that any teacher who is hired after the first day of the 2002-2003
school year to teach a core academic subject and who works in a program supported with
Titlel, Part A fundsis highly qualified as defined in 34 CFR section 200.56. This
requirement appliesto teachersin Title | targeted assistance programs who teach a core
academic subject and are paid with Title I, Part A funds and to all teachers who teach a
core academic subject in a Title | schoolwide program school. All teachers of core
academic subjects, whether or not they work in a program supported with Title I, Part A
funds, must be highly qualified by the end of the 2005-06 school year. Core academic
subjects means English, reading or language arts, mathematics, science, foreign
languages, civics and government, economics, arts, history, and geography (Titlel,
Section 1119(a) of ESEA (20 USC 6319(a)); 34 CFR sections 200.55 and 200.56).

Note: Asprovided in letters from the Secretary and the Assistant Secretary for
Elementary and Secondary Education, dated October 21, 2005 and March 21, 2006,
respectively (see below), most States have negotiated a plan to come into compliance
with the highly qualified teacher requirements by the end of the 2006-07 school year.

Qualifications of paraprofessionals.

a An LEA must ensure that each paraprofessional who is hired by the LEA after
January 8, 2002 and who works in a program supported with Title I, Part A funds
meets specific qualification requirements. Paraprofessionals who work in a
program supported with Title |, Part A funds and who were hired by an LEA prior
to January 8, 2002, must meet these requirements by the end of the 2005-2006
school year. The term “paraprofessional” means an individual who provides
instructional support; it does not include individuals who have only non-
instructional duties (such as providing technical support for computers, providing
personal care services, or performing clerical duties). A paraprofessiona works
in a program supported with Title I, Part A funds if the paraprofessional is paid
with Titlel, Part A fundsin aTitle | targeted assistance school or any
paraprofessional in a schoolwide program school.

b. A paraprofessional must hold a high-school diploma or its recognized equivalent
and meet one of the following requirements:

Q) Have completed at |east two years of study at an institution of higher
education.

2 Have obtained an associate’ s or higher degree.

3 Have met arigorous standard of quality, and can demonstrate through a
formal State or local academic assessment knowledge of, and the ability to
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assist in instructing, reading/language arts, writing, and mathematics, or
reading readiness, writing readiness, and mathematics readiness.

C. A paraprofessional who is proficient in English and a language other than English
and acts as atranslator or who has duties that consist solely of conducting parental
involvement activities need only have a high-school diploma or its recognized
equivalent.

(Title 1, Section 1119(c)-(f) of ESEA (20 USC 6319(c)-(f)); 34 CFR section 200.58)

A number of documents posted on ED’ s website contain documents pertinent to the Title
I, Part A requirements regarding highly qualified teachers and paraprofessionals. They
are:

e Key Poalicy Letters Signed by the Education Secretary or Deputy Secretary
(March 31, 2004) http://www.ed.gov/policy/el sec/guid/secletter/040331.html)

e Key Policy Letters Signed by the Education Secretary or Deputy Secretary
(October 21, 2005) (http://www.ed.gov/policy/el sec/quid/secletter/051021.html)

e Statement Regarding No Child Left Behind Requirements for Paraprofessionals
(June 17, 2005) (http://www.ed.gov/news/pressrel eases/2005/06/06172005a.html)

e Key Policy Letter Signed by the Assistant Secretary for Elementary and
Secondary Education (March 21, 2006)
(http://www.ed.gov/programs/teacherqual /cssol tr.doc)

e Key Policy Letters Signed by the Education secretary or Deputy Secretary
(September 5, 2006) (http://www.ed.gov/policy/el sec/quid/secl etter/060905.html)

Audit Objective — Determine whether the LEA is hiring highly qualified teachers and
paraprofessionals in programs supported with Title I, Part A funds.

Suggested Audit Procedures

a Review LEA procedures for hiring highly qualified teachers and
paraprofessionals in programs supported with Title I, Part A funds.

b. Trace the data to source records to determine if teachers hired after the first day of
the 2002-2003 school year or paraprofessionals hired after January 8, 2002 met
the criteriain 34 CFR sections 200.55, 200.56, and 200.58.
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DEPARTMENT OF EDUCATION

CFDA 84.011 MIGRANT EDUCATION - STATE GRANT PROGRAM (Titlel, Part C
of ESEA)

l. PROGRAM OBJECTIVES

The objectives of the Migrant Education - State Grant Program (Migrant Education Program or
MEP) are to: (1) support high-quality and comprehensive educational programs for migratory
children to help reduce the educational disruptions and other problems that result from repeated
moves; (2) ensure that migratory children who move among the States are not penalized in any
manner by disparities among the States in curriculum, graduation requirements, and State
academic content and student academic achievement standards; (3) ensure that migratory
children are provided with appropriate educational services (including support services) that
address their specia needsin a coordinated and efficient manner; (4) ensure that migratory
children receive full and appropriate opportunities to meet the same challenging State content
standards and challenging State student academic content standards and student academic
achievement standards that all children are expected to meet; (5) design programsto help
migratory children overcome educational disruption, cultural and language barriers, social
isolation, various health-related problems, and other factors which inhibit the ability of migrant
children to do well in school, and to prepare such children to make a successful transition to
postsecondary education or employment; and (6) ensure that migratory children benefit from
State and local systemic reforms.

. PROGRAM PROCEDURES

MEP funds are allocated to a State educational agency (SEA), under either an approved
consolidated application or an approved individual program application, in order for the SEA to
provide MEP services and activities either directly, or through subgrantsto local operating
agencies. The amount of funding an SEA receives annually depends, in part, on the number of
eligible migrant children that the SEA determined reside within the State. Local operating
agencies can be either local educational agencies (LEAS) or other public or non-profit private
agencies. Because an SEA may choose to provide MEP services directly or through alocal
operating agency, some of the suggested audit procedures will apply for an SEA or local
operating agency, depending on which agency provides the services and where the records are
maintai ned.

Sour ce of Gover ning Requirements

This program is authorized by Title I, Part C of the Elementary and Secondary Education Act of
1965, as amended (ESEA)(20 USC 6391 through 6399). The Education Department (ED)
General Administrative Regulations at 34 CFR parts 76, 77, 80, 82, and 85 apply to this
program. Other requirementsin 34 CFR part 200, subparts C (34 CFR sections 200.81 through
200.88) and E (34 CFR sections 200.100 through 200.103), and 34 CFR part 299 also apply.
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1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.

Certain compliance requirements that apply to multiple ESEA programs are discussed oncein
the ED Cross-Cutting Section of this Supplement (page 4-84.000-1) rather than being repeated in
each individual program. Where applicable, this section references to the Cross-Cutting Section
for these requirements. Also, as discussed in the Cross-Cutting Section, SEAs and LEAs may
have been granted waivers from certain compliance requirements.

A. Activities Allowed or Unallowed
Also see ED Cross-Cutting Section.

1 SEAs - SEAs may use funds to operate the program (directly or through
contracts), make subgrants to LEA or other local operating agencies, and pay for
State administration. In general, funds available under the MEP may be used only
to: (a) identify eligible migratory children and their needs; and (b) provide
educational and support services (including, but not limited to, preschool services,
professional development, advocacy and outreach, parental involvement activities
and the acquisition of equipment) that address the identified needs of the eligible
children.

An SEA may also use MEP funds to carry out administrative activities that are
unique to the program. These activitiesinclude, but are not limited to, Statewide
identification and recruitment of migratory children, interstate and intrastate
program coordination, transfer of student records, collecting and using
information to make subgrants, and direct supervision of instructional or support
staff (Titlel, Part C, Sections 1301, 1304(c) and 1306(b) of ESEA (20 USC
6392, 6394(c), and 6396(b)); 34 CFR section 200.41).

2. LEAs or Other Local Operating Agencies- LEASs or other local operating
agencies use funds in accordance with the agreement with the SEA to (a) identify
eligible migratory children and their needs; and (b) provide educational and
support services that address the identified needs of the eligible children.

B. Allowable Costs/Cost Principles
See ED Cross-Cutting Section.
C. Cash Management

See ED Cross-Cutting Section.

A-133 Compliance Supplement 4-84.011-2



March 2007

Migrant Education Program (MEP) ED

E.  Eligibility

1.

3.

Eligibility for Individuals (LEAS)

Only eligible migratory children may receive MEP services. A “migratory child’
means a child who is, or the child's parent or child’s spouseis, amigratory
agricultural worker, including amigratory dairy worker, or amigratory fisher, and
who, in the preceding 36 months, in order to obtain, or accompany a parent or
spouse, in order to obtain, temporary or seasona employment in agriculture or
fishing work (a) has moved from one school district to another, (b) in a State that
is comprised of asingle school district, has moved from one administrative area to
another within such district, or (c) resides in a school district of more than 15,000
square miles, and migrates a distance of 20 miles or more to atemporary
residence to engage in afishing activity. (Title |, Part C, Section 1309(2) (20 USC
6399(2)). ED hasissued implementing regulationsin 34 CFR section 200.81 that
further define a“migratory child” aswell as the following key terms: “migratory
agricultural worker,” “migratory fisher,” “agricultural activity,” “fishing activity,”
and “principal means of livelihood” (Titlel, Part C, Section 1302 and 1304(b)(1)
of ESEA (20 USC 6392 and 6394(b)(1))).

Eligibility of Group of Individualsor Area of Service Delivery - Not
Applicable

Eligibility for Subrecipients— Not Applicable

G. Matching, Level of Effort, Earmarking

1.

21

2.2

Matching - Not Applicable

Level of Effort - Maintenance of Effort - Not Applicable
Level of Effort - Supplement Not Supplant

See ED Cross-Cutting Section.

Earmarking (SEAS)

See ED Cross-Cutting Section.

H. Period of Availability of Federal Funds

See ED Cross-Cutting Section.

L. Reporting

1.

Financial Reporting

See ED Cross-Cutting Section.
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2. Performance Reporting - Not Applicable

3. Special Reporting

a Sate Per Pupil Expenditure (SPPE) Data (OMB No 1850-0067)
(SEAYLEAS)

See ED Cross-Cutting Section.

b. Migrant Child Count Report for State Formula Grant Migrant Education
Programs under the Elementary and Secondary Education Act, as
amended by the No Child Left Behind Act of 2001 (OMB No. 1810-0519)

(1)

Migrant Child Counts of Children Eligible for Funding Purposes
(SEAS)

The SEA isrequired—for allocation purposes—to assist ED in
determining the number of eligible migratory children who reside
in the State, using such procedures as ED requires. Each SEA
annually provides unduplicated Statewide counts (and the
procedures used to develop these counts) of eligible migratory
children in each of two categories: (a) children ages 3 through 21
who resided in the State for one or more days during the preceding
September 1-August 31; and (b) such children who were served
one or more days in a migrant-funded project conducted either
during the summer term or an intersession period (i.e., when a
year-round school isnot in session.) The SEA’sreport of State
child countsis based on data submitted to it by the LEAS or other
local operating agenciesin the State, and is prepared based on data
for the school year prior to the year that is subject to audit. For
example, for the audit covering school year 2005-2006, the
Migrant Child Count Report to be audited is the report on school
year 2004-2005 submitted to ED in December 2005.

SEAS provide an assurance that they will assist ED in determining
the number of migratory children in the State so that ED may
determine the correct size of the State’s annual MEP allocation.
The statute and MEP regulations define who is amigrant (or
migratory) child (Title 1, Part C, Section 1309(2) (20 USC
6399(2)); 34 CFR section 200.81). ED offers further explanations
of these definitions in non-binding guidance; i.e., guidance that
represents an acceptable, but not necessarily the only, way to meet
the legal requirements (Chapter 11 of Title |, Part C, Education of
Migratory Children: Draft Non-Regulatory Guidance, available
on the Internet at
http://www.ed.gov/programs/mep/mepguidance2003.doc). ED’s
non-binding guidance to SEAs also addresses quality control
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measures that represent an acceptable, but not necessarily the only,
way to ensure that the numbers of migrant children they annually
report to ED are accurate and unduplicated (Chapter 111 of Titlel,
Part C, Education of Migratory Children: Draft Non-Regulatory
Guidance).

2 Reporting the number of eligible migrant children to the SEA
(LEASs or other local operating agencies and SEASs providing direct
services)

LEAs or other local operating agencies and SEAS providing direct
services must implement procedures, based on the eligibility
documentation they collect and maintain, to count and report
eligible children in the two categories specified in I11.L.3.b(1)
Reporting - Specia Reporting (Title I, Part C, Section 1304(c)(7)
of ESEA (20 USC 6394(c)(7)); 34 CFR sections 76.730 and
76.731).

Consolidated State Performance Report, Part 11 (OMB No. 1810-0614)
(SEAS)

An SEA must annually report population and program performance data
that includes the unduplicated number of migrant children who were
identified within the State as eligible to be served by the MEP, and who
were identified within the State as having priority for services as defined
inTitlel, Part C, Section 1304(d) of ESEA (20 USC 6394(d). ED offers
further explanations of priority for servicesin non-binding guidance; i.e.,
guidance that represents an acceptable, but not necessarily the only, way
to meet the legal requirements (Chapter V of Title |, Part C, Education of
Migratory Children: Draft Non-Regulatory Guidance, available on the
Internet at http://www.ed.gov/programs/mep/mepguidance2003.doc). The
reported data are for the school year prior to the year that is subject to
audit. For example, for the audit covering school year 2005-2006, the
Consolidated State Performance Report, Part 11, to be audited would be the
report on school year 2004-2005 submitted to ED in April 2006.

Key Line Items— The follow line item contains critical information:

Part 11, Section |11, Education of Migratory Children, Table 1, Line A.1,
Eligible Migrant Children, “Total,” and Line B.1, Priority for Service,
“Total.” (Information by age/grade level does not need to be tested.)
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N. Special Testsand Provisions

1. Participation of Private School Children (SEAS/LEAS)
See ED Cross-Cutting Section.

2. Schoolwide Programs (LEAS)
See ED Cross-Cutting Section.

3. Comparability (SEAS/LEAS)
See ED Cross-Cutting Section.

4, Priority for Services

Compliance Requirement - SEAs and LEASs or other local operating agencies must give
priority for MEP services to migratory children who are failing, or most at risk of failing,
to meet the State’ s challenging content and performance standards, and whose education
has been interrupted in the regular school year (Title I, Part C, Section 1304(d) of ESEA
(20 USC 6394(d)).

Audit Objective - (SEAs providing services directly and LEA or other local operating
agencies) - Determine whether the SEA or LEA or other local operating agency is
defining, and properly identifying and counting, “ priority-for-services’ migratory
children so that priority in the provision of MEP servicesis given to those migratory
children identified as failing, or most at risk of failing, to meet the State’' s challenging
content and performance standards, and whose education has been interrupted in the
regular school year (priority children).

Suggested Audit Procedures- (SEAs providing services directly and LEA or other local
operating agencies)

a Review the SEA’sor LEA’s or other operating agency’ s definition of what
constitutes failing, or most at risk of failing, to meet the State’ s challenging
content and performance standards, and whose education has been interrupted in
the regular school year.

b. Review the SEA’sor LEA’ s or other local operating agency’ s procedures to
identify those individual migrant children who meet the applicable definition of
failing, or most at risk of failing, to meet the State' s challenging content and
performance standards, and whose education has been interrupted in the regular
school year (i.e., migrant children who meet the “ priority-for-services’ criteria).

C. Review the SEA’sor LEA’s or other local operating agency’s procedures to
accurately count and report the unduplicated number of migrant children with
“priority-for-services” who were identified and served. See the Consolidated
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Sate Performance Report: Part |1, Section 111, Education of Migratory Children,
Tablel, LineB.1.

d. Review the SEA or LEA or other local operating agency’s process for selecting
children to receive MEP services.

e Select a sample of migratory children who were identified as priority children.
Review program records to determine if these children were provided MEP
services. (Inrareinstances, alocal project may not have any “priority-for-
services’ children inits service area, in which case the suggested audit procedures
would not apply.)

5. Subgrant Process (SEAS)

Compliance Requirement - SEAs may provide MEP services either directly, or through
subgrants to LEA or other local operating agencies, including LEAs. Where the SEA
awards subgrants, in order to target program funds appropriately, the SEA isrequired
determine the amount of the subgrants by taking into account (a) the numbers of
migratory children, (b) the needs of migratory children, (c) the “priority-for services’
requirement in section 1304 (d) of ESEA (20 USC 6394(d)), and (4) the availability of
funds from other Federal, State, and local programs. How the SEA takesinto
consideration the availability of fundsisleft to SEA discretion (Title I, Part C, Sections
1301 and 1304(b)(5) of the ESEA (20 USC 6391 and 6394(b)(5))).

Audit Objective - Determine whether the SEA’ s process to determine the amount of
MEP subgrants takes into account current information on numbers of migratory children,
needs of migratory children, need to serve priority children, and the availability of funds
from other Federal, State, and local programs.

Suggested Audit Procedures
Review the SEA’ s process to target MEP funds to ascertain if the process:
a Uses current information.

b. Takes into account the (1) the numbers of migratory children, (2) the needs of
migratory children, (3) the “priority-for services” requirement in Section 1304(d)
of ESEA, and (4) the availability of funds from other Federal, State, and local
programs.

6. Child Counts

Compliance Requirement - In Part B of the Migrant Child Count Report for State
Formula Grant Migrant Education Programs under the ESEA, as amended by the No
Child Left Behind Act of 2001 (OMB No. 1810-0519) (Seelll.L.3.b.), SEAsarerequired
to describe their quality control process for ensuring that the SEA properly determines
and verifies the eligibility of each child in the reported count of eligible children.
Counted children are educated at LEAS; therefore, in preparing Part B, SEAs may require
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LEASsto submit information to the SEA and comply with specified procedures
concerning the child count (20 USC 6394(c)(7)).

Audit Objective - Determine whether the SEA and participating LEAS carried out the
quality control process described in the Migrant Child Count Report.

Suggested Audit Procedures
SEAS

a Determine that the SEA’ s Migrant Child Count Report contains a description of
the quality control process over the count of eligible children, as required.

b. Review the description of the SEA’s quality control process over the count of
eligible children.
C. Ascertain whether the described quality control process was conducted in the

manner described in the Migrant Child Count Report.
LEAs

a Determine if the LEA was required to submit information to the SEA relating to
the SEA’s Migrant Child Count Report, and if so, what information was required,
the processes for obtaining it, and how quality was ensured.

b. Ascertain whether the LEA complied with the SEA’ s requirements relating to the
Migrant Child Count.
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DEPARTMENT OF EDUCATION

CFDA 84.027  SPECIAL EDUCATION—GRANTSTO STATES (IDEA, Part B)
CFDA 84.173  SPECIAL EDUCATION—PRESCHOOL GRANTS (IDEA Preschool)

l. PROGRAM OBJECTIVES

The purposes of the Individuals with Disabilities Education Act (IDEA) are to: (1) ensure that all
children with disabilities have available to them a free appropriate public education (FAPE)
which emphasizes special education and related services designed to meet their unigque needs;

(2) ensure that the rights of children with disabilities and their parents or guardians are protected;
(3) assist States, localities, educational service agencies and Federal agenciesto provide for the
education of all children with disabilities; and (4) assess and ensure the effectiveness of efforts to
educate children with disabilities. The Assistance for Education of All Children with Disabilities
Program (IDEA, Part B) provides grants to States to assist them in meeting these purposes

(20 USC 1400 et seq.).

IDEA’s Specia Education--Preschool Grants Program, (Preschool Grants for Children with
Disabilities Program), also known as the “619 Program,” provides grants to States, and through
them to LEAS, to assist them in providing special education and related services to children with
disabilities ages three through five and, at a State’' s discretion, to two-year-old children with
disabilities who will turn three during the school year (20 USC 1419).

. PROGRAM PROCEDURES

A State applying through its State Education Agency (SEA) for assistance under IDEA, Part B
must, among other things, submit a plan to the Department of Education (ED) that provides
assurances that the SEA has in effect policies and procedures that ensure that all children with
disabilities have the right to a FAPE (20 USC 1412(a)).

States that receive assistance under IDEA, Part B, may receive additional assistance under the
Preschool Grants Program. A Stateis eligible to receive agrant under the Preschool Grants
Program if (1) the State is eligible under 20 USC 1412 and (2) the State demonstrates to the
Secretary that it hasin effect policies and procedures that ensure the provision of FAPE to all
children with disabilities aged three through five years residing in the State. However, a State
that provides early intervention services in accordance with Part C of the IDEA to achild who is
eligible for services under Section 1419 is not required to provide that child with FAPE

(20 USC 1412(a)(1)(C) and 20 USC 1419(b) and (c)).

Sour ce of Gover ning Requirements

This program is authorized under the Individuals with Disabilities Education Act, Part B
(IDEA-B) as amended on December 3, 2004 (Pub. L. No. 108-446; 20 USC 1400 et seq.).
Implementing regulations for these programs are 34 CFR part 300.
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1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.

Certain compliance requirements that apply to multiple ED programs are discussed once in the
ED Cross-Cutting Section of this Supplement (page 4-84.000-1) rather than being repeated in
each individual program. Where applicable, this section references the Cross-Cutting Section for
these requirements.

A. Activities Allowed or Unallowed
Also see ED Cross-Cutting Section.

1. SEAs - Allowable activities for SEAs are subgranting fundsto LEAs and State
administration, and other State-level activities (See “111.G.3, Earmarking” for a
further description of these activities).

2. LEAs

a IDEA, Part B - An LEA may use Federal funds under IDEA, Part B for
the excess costs of providing special education and related servicesto
children with disabilities. Special education includes specially designed
instruction, at no cost to the parent, to meet the unique needs of a child
with adisability, including instruction conducted in the classroom, in the
home, in hospitals and institutions and in other settings, and instruction in
physical education. Related services include transportation and such
developmental, corrective and other supportive services as may be
required to assist a child with a disability to benefit from special
education. Related services do not include amedical devicethat is
surgically implanted or the replacement of such device. A portion of these
funds, under conditions specified in the law, may also be used by the
LEA: for services and aids that also benefit non-disabled children; for
early intervening services; to establish and implement high-cost or risk-
sharing funds; and for administrative case management (20 USC 1401(26)
and (29); 20 USC 1413(a)(2) and (4)).

b. IDEA Preschool - A LEA may use Federal funds under the Preschool
Grants Program only for the costs of providing special education and
related services (as described above) to children with disabilities ages
three through five and, at a State’ s discretion, providing afree appropriate
public education to two-year-old children with disabilities who will turn
three during the school year (20 USC 1419(Q)).
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B. Allowable Costs/Cost Principles

See ED Cross-Cutting Section.

C. Cash Management

See ED Cross-Cutting Section.

G. Matching, Level of Effort, Earmarking

1. Matching - Not Applicable

2.1 Level of Effort - Maintenance of Effort (SEAS/LEAS)

a SEASs

(1)

)

A State may not reduce the amount of State financial support for
special education and related services for children with disabilities
(or State financia support otherwise made available because of the
excess costs of educating those children) below the amount of

State financial support provided for the preceding fiscal year. The
Secretary reduces the allocation of funds under 20 USC 1411 for
any fiscal year following the fiscal year in which the State fails to
comply with this requirement by the amount by which the State
failed to meet the requirement.

If, for any fiscal year, a State fails to meet the State-level
maintenance of effort requirement (or is granted awaiver from this
requirement), the financial support required of the State in future
years for maintenance of effort must be the amount that would
have been required in the absence of that failure (or waiver) and
not the reduced level of the State's support (20 USC 1412(a)(18);
34 CFR section 300.163).

For any fiscal year for which the Federal allocation received by a
State exceeds the amount received for the previous fiscal year and
if the State pays or reimburses all LEAs within the State from State
revenue 100 percent of the non-federal share of the costs of special
education and related services, the SEA may reduce its level of
expenditure from State sources by not more than 50 percent of the
amount of such excess (20 USC 1413(j)(2)).
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Q) IDEA, Part B funds received by an LEA cannot be used, except
under certain limited circumstances, to reduce the level of
expenditures for the education of children with disabilities made
by the LEA from local funds, or a combination of State and local
funds, below the level of those expenditures for the preceding
fiscal year. To meet thisrequirement, an LEA must expend, in any
particular fiscal year, an amount of local funds, or a combination
of State and local funds, for the education of children with
disabilitiesthat is at least equal, on either an aggregate or per
capita basis, to the amount of local funds, or a combination of State
and local funds, expended for this purpose by the LEA in the prior
fiscal year. Allowances may be made for: (a) the voluntary
departure, by retirement or otherwise, or departure for just cause,
of special education personnel; (b) adecrease in the enrollment of
children with disabilities; (c) the termination of the obligation of
the agency, consistent with this part, to provide a program of
special education to a particular child with a disability that isan
exceptionally costly program, as determined by the SEA, because
the child has left the jurisdiction of the agency, has reached the age
at which the obligation of the agency to provide a FAPE has
terminated or no longer needs such program of special education;
(d) the termination of costly expenditures for long-term purchases,
such as the acquisition of equipment and the construction of school
facilities; or (€) the assumption of costs by the high cost fund
operated by the SEA under 34 CFR section 300.704 (20 USC
1413(a)(2); 34 CFR sections 300.203 and 300.204).

2 For any fiscal year for which the federal allocation received by a
LEA exceeds the amount received for the previous fiscal year, the
LEA may reduce the level of local or State and local expenditures
by not more than 50 percent of the excess (20 USC
1413(a)(2)(C)(i)). If an LEA exercisesthis authority, it must use
an amount of local funds equal to the reduction in expenditures
under Section 1413(a)(2)(C)(i) to carry out activities authorized
under the Elementary and Secondary Education Act (ESEA) of
1965. The amount of funds expended by the LEA for early
intervening services counts toward the maximum amount of State
and local expenditures that the LEA may reduce. However, if an
SEA determines that an LEA is unable to establish and maintain
programs of FAPE that meet the requirements of Section 1413(a)
or the SEA has taken action against the LEA under Section 1416,
the SEA shall prohibit the LEA from reducing itslocal or State and
local expendituresfor that fiscal year (20 USC 1413(a)(2)(C)).

2.2  Level of Effort - Supplement Not Supplant - Not Applicable
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3. Earmarking

Individual State grant award documents identify the amount of funds a State must
distribute to its LEASs on aformula basis and the amount it can set aside for
administration and other State-level activities.

a IDEA, Part B (SEAS)

D

(2)

Administration: Each State may reserve, for each fiscal year, not
more than the maximum amount the State was eligible to reserve
for State administration under 20 USC 1411 for FY 2004, or
$800,000 (adjusted for inflation in accordance with 20 USC
1411(e)(1)(B)), whichever is greater. Administration includes the
coordination of activities under this part with, and providing
technical assistance to, other programs that provide servicesto
children with disabilities. These funds may also be used for the
administration of Part C of the IDEA if the SEA isthe lead agency
(20 USC 1411(e)(1)A) and 1411()(2)).

Sate-level activities: Each State, for fiscal years 2005 and 2006,
may reserve not more than 10 percent from the amount of the
State’ s allocation under Section 1411(d) for State-level activities.
States, for which the maximum amount reserved for State
administration is not greater than $850,000, may reserve, in fiscal
years 2005 and 2006, 10.5 percent from the amount of the State’s
allocation under Section 1411(d) for the purpose of carrying out
State-level activities. However, any State that, in FY's 2005 or
2006, does not reserve funds for the LEA Risk Pool shall have the
maximum amount it can reserve for State-level activities reduced
by 1 percent of the amount of its alocation under Section 1411(d)
(20 USC 1411(e)(2)). SEAs must use State-level activity funds for
monitoring, enforcement, and complaint investigation, and to
establish and implement the mediation process, including
providing for the costs of mediators and support personnel.

These funds may also be used:

@ for support and direct services, including technical
assistance and personnel preparation and professional
development and training;

(b) to support paperwork reduction activities, including
expanding the use of technology in the individualized
education plan (IEP) process;

(© to assist LEAs n providing positive behaviora
interventions and supports and appropriate mental health
services for children with disabilities;
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(d) to improve the use of technology in the classroom to
enhance learning by children with disabilities;

(e to support the use of technology, including technology with
universal design principals and assistive technology
devices, to maximize accessibility to the general education
curriculum for children with disabilities;

()] for development and implementation of transition
programs;

(o)) for assistance to LEAs in meeting personnel shortages;

(h) to support capacity-building activities and improve the
delivery of services by LEAsto improve results for
children with disabilities;

(1) for aternative programming for children with disabilities
who have been expelled from school, and services for
children with disabilitiesin correctional facilities, children
enrolled in State-operated or State-supported schools, and
children with disabilities in charter schools;

() to support the development of and provision of appropriate
accommodations for children with disabilities, or the
development and provision of alternative assessments that
arevalid and reliable for assessing the performance of
children with disabilities; and

(k) to provide technical assistance to schools and LEAs and
direct services, including supplemental educational services
as defined in section 1116(e)(12)(C) of the ESEA (20 USC
6316(€)(12)(C)), in schools or LEAs identified for
improvement solely on the basis of the assessment results
of the disaggregated group of children with disabilities (20
USC 1411(e)(2)).

3 LEA Risk Pool: Each State has the option to reserve for each fiscal
year 10 percent of the amount of funds the State reserves for State-
level activities: (a) to establish and make disbursements from the
high-cost fund to LEAS; and (b) to support innovative and effective
ways of cost-sharing by the State, by an LEA, or anong a
consortium of LEAS, as determined by the State in coordination
with representatives from LEAS. For purposes of this provision,
theterm “LEA” includes a charter school that isan LEA, or a
consortium of LEAS (20 USC 1411(e)(3)).
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(4)

b.  IDEA
D

Formula Subgrants to LEAs: Any funds under this program that
the SEA does not retain for administration and other State-level
activities shall be distributed to eligible LEAsin the State. An SEA
must distribute to each eligible LEA the amount that LEA would
have received, from the fiscal year 1999 appropriation, if the State
had distributed 75 percent of its grant for that year to LEAS. (This
amount is based on the IDEA-B child count conducted on
December 1, 1998.) The SEA must then distribute 85 percent of
any remaining funds to those LEASs on the basis of the relative
numbers of children enrolled in public and private el ementary and
secondary schools within the LEA’ s jurisdiction; and then
distribute 15 percent of any remaining funds to those LEASIn
accordance with their relative numbers of children living in
poverty, as determined by the State educational agency (20 USC
1411()(2)).

Preschool Grants Program (SEAS)

Reservation for Sate Activities: For each fiscal year, the Secretary
shall determine and report to the SEA an amount that is 25 percent
of the amount the State received under this program for fiscal year
1998, cumulatively adjusted by the Secretary for each succeeding
fiscal year. These funds may be retained by the State for
administration and other State level activities (20 USC 1419(d)).

(8 SateActivities (Administration): An SEA may use up to 20
percent of the fundsit is allowed to retain for State activities
under 20 USC 1419(d) for the purposes of administering this
program, including the coordination of activities under the
IDEA with, and providing technical assistance to, other
programs that provide services to children with disabilities.
These funds may also be used for the administration of Part
C of the IDEA if the SEA isthe lead agency for the State
under this part (20 USC 1419(e)).

(b) SateActivities (Other State level activities): SEAs shall use
fundsreserved for State level activities that are not used for
administration for: (a) support services (including
establishing and implementing the mediation process
required by section 20 USC 1415(e)), which may benefit
children with disabilities younger than 3 or older than 5 as
long as those services also benefit children with disabilities
aged 3 through 5; (b) direct services for children eligible for
services under this program; (c) development of a State
improvement plan; (d) activities at the State and local levels
to meet the performance goals established by the State and to
support implementation of the State improvement plan; or
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(e) supplementing other funds used to develop and
implement a Statewide coordinated services system designed
to improve results for children and families, including
children with disabilities and their families, but not to exceed
one percent of the amount received by the State under this
program for afiscal year (20 USC 1419(f)).

2 Formula Subgrantsto LEAs: Any funds under this program that
the SEA does not retain for administration and other State-level
activities shall be distributed to eligible LEAsin the State. An SEA
must distribute to each eligible LEA the amount the LEA would
have received from the fiscal year 1997 appropriation if the State
had distributed 75 percent of its grant for that year to LEAS. (This
amount is based on the IDEA-B child count conducted on
December 1, 1996.) The SEA must then distribute 85 percent of
any remaining funds to those agencies on the basis of the relative
numbers of children enrolled in public and private el ementary and
secondary schools within the agency’ s jurisdiction; and then
distribute 15 percent of any remaining funds to those agenciesin
accordance with their relative numbers of children living in
poverty, as determined by the SEA. (If an SEA determines that an
LEA is adequately providing a FAPE to all children with
disabilities aged 3 through 5 residing in the area served by that
agency with State and local funds, the SEA may reallocate any
portion of the funds under this program that are not needed by that
LEA to provide a FAPE to other LEAs in the State that are not
adequately providing specia education and related servicesto all
children with disabilities aged 3 through 5 residing in the areas
they serve) (20 USC 1419(qg)).

Schoolwide Programs (LEAS)

The amount of IDEA- B funds used in a schoolwide program, may not
exceed the amount received by the LEA under IDEA-B for that fiscal year
divided by the number of children in the jurisdiction of the LEA
multiplied by the number of children participating in the schoolwide
program (34 CFR section 300.206).

Redistribution of Formula Fundsto LEAS

If anew LEA is created within a State, the State shall divide the base
allocation for the LEAS that would have been responsible for serving
children with disabilities now being served by the new LEA among the
new LEA and affected LEAS based on the relative numbers of children
with disabilities currently provided special education by each of the LEAS.
If one or more LEASs are combined into asingle LEA, the State shall
combine the base allocation of the merged LEAS. If, for two or more
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LEAS, geographic boundaries or administrative responsibilities for
providing services to children with disabilities ages 3 through 21 change,
the base allocation of affected LEAS shall be redistributed among affected
LEASs based on the relative numbers of children with disabilities currently
provided special education by each affected LEA (34 CFR section
300.705(b)(2)).

e Early Intervention Services

An LEA can use not more than 15 percent of the amount of Federal funds
(less any amount by which it reduces State and local expenditures under
20 USC 1413(a)(2)(C)) (See G.2.1.b. in this section), in combination with
other funds for early intervening services for children in kindergarten
through grade 12 who have not been identified under IDEA but need
additional academic and behavioral support to succeed in the general
education environment (20 USC 1413(f)).

H. Period of Availability of Federal Funds
See ED Cross-Cutting Section.
L. Reporting
1 Financial Reporting
See ED Cross-Cutting Section.
2. Performance Reporting - Not Applicable
3. Special Reporting

a Report of Children and Youth with Disabilities Receiving Special
Education Under Part B of the Individuals With Disabilities Education
Act, as amended (OMB Nos. 1820-0030, 1820-0043, 1820-0517, 1820-
0521, and 1820-0621) - Each SEA isrequired to report to the Secretary an
unduplicated count of children with disabilities receiving special education
and related services.

The SEA may include in this count children with disabilities who are
enrolled in a school or program that is operated or supported by a public
agency, and that either (1) provides them with both special education and
related services or (2) provides them only with special education if they do
not need related services to assist them in benefiting from that special
education. The SEA may not, however, include in this count children with
disabilitieswho: (1) are not enrolled in a school or program operated or
supported by a public agency; (2) are not provided special education that
meets State standards; or (3) are not provided with arelated service that
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they need to assist them in benefiting from special education
(34 CFR sections 300.640, 300.643, and 300.644).

Each SEA must: (1) establish procedures to be used by LEAs and other
educational institutions in counting the number of children with
disabilities receiving special education and related services; (2) obtain
certification from each agency and institution that an unduplicated and
accurate count has been made; and (3) ensure that documentation is
maintained that enables the State and the Secretary to audit the accuracy of
the count (34 CFR sections 300.645(a), (c), and (€)).

LEAs must report to the SEA in accordance with the SEA-established
procedure.

N. Special Testsand Provisions
1. Schoolwide Programs
See ED Cross-Cutting Section.
2. Accessto Federal Fundsfor New or Significantly Expanded Charter Schools

See ED Cross-Cutting Section.

A-133 Compliance Supplement 4-84.027-10



March 2007 Federal Family Education Loans— (Guaranty Agencies) ED

DEPARTMENT OF EDUCATION

CFDA 84.032 FEDERAL FAMILY EDUCATION LOANS (FFEL) - (Guaranty
Agencies)

l. PROGRAM OBJECTIVES

Non-profit and State guaranty agencies are established to guarantee student loans made by
lenders and perform certain administrative and oversight functions under the Federal Family
Education Loans (FFEL) program, which includes the Federal Stafford Loan, Federal PLUS,
Federal SLS and Federal Consolidation loan programs. The Department of Education (ED)
provides reinsurance to the guaranty agency.

. PROGRAM PROCEDURES

To participate in the FFEL programs and to receive various payments and benefits incident to
that participation, a guaranty agency enters into agreements with ED under which the guaranty
agency agrees to comply with the applicable law and regulations. In general, guaranty agencies
(1) establish and maintain a Federal Student L oan Reserve Fund (Federal Fund) and the Agency
Operating Fund; (2) service defaulted loans that have been submitted to them; (3) make timely
claim payments to lenders on defaulted loans; (4) make timely reinsurance filings with ED; (5)
provide accurate and reliable reportsto ED; (6) apply proper charges to defaulted borrowers; and
(7) take proper enforcement measures with respect to lenders, lender servicers, and defaulted
borrowers.

Section 428A of the Higher Education Act, as amended (HEA), alows ED to enter into
Voluntary Flexible Agreements (VFA) with guaranty agencies to pilot alternatives to the current
guaranty agency financing model or structure. Any guaranty agency or consortium of agencies
may apply to enter into aVFA with ED (Section 428A(a)(3) of the HEA (20 USC 1078-
1(a)(3))). VFA pilots are uniquely designed by each guaranty agency and may waive some of the
compliance requirements. If aVFA exists, the auditor should review the VFA and determine:
(1) which of the I11. Compliance Requirements below are applicable, and (2) what, if any,
additional or aternative audit procedures should be performed to test compliance with the terms
of the VFA.

Sour ce of Gover ning Requirements

The FFEL program is authorized by the Higher Education Act (HEA) of 1965, as amended (20
USC 1071 to 1087-2). Program regulations are located at 34 CFR part 682.

1. COMPLIANCE REQUIREMENTS

In developing the audit proceduresto test compliance with the requirementsfor a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirementsdescribed in Part 3are
applicable and then look to Parts 3 and 4 for the details of the requirements.
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A. Activities Allowed or Unallowed

The compliance requirements and suggested audit procedures for alowed and unallowed
services are presented separately in I11. N.9, “Special Tests and Provisions - Federal Fund
and Agency Operating Fund.”

L. Reporting
1. Financial Reporting - Not Applicable
2. Performance Reporting - Not Applicable
3. Special Reporting

ED Form 2000, Guaranty Agency Financial Report (OMB No. 1845-0026) -
Guaranty agencies submit this form monthly, monthly/quarterly, or annually.
Instructions for this report are available on the Internet at
http://www.fp.ed.gov/PORTAL SWebA pp/fp/proj1.jsp

In determining which amounts to test on ED Form 2000, particular attention
should be given to the September 30 amounts for current year defaults, current
year collections, |oans receivable and the sources and uses of funds in the Federal
Fund (or equivalent line items pertaining to the Federal/Operating Funds for the
September 30 report). Also, guaranty agencies are required to submit loan level
detail information to the National Student Loan Data System (NSLDS) (OMB No.
1845-0035). When reviewing support for the above reports, the auditor should
consider whether the relevant amounts in these reports reconcile with the NSLDS
Extract submitted by the guaranty agency. (Note: There may be some differences
between the ED Form 2000 and the NSLDS Extracts due to timing factors (e.g.,
pulling of NSLDS Extract in third week vs. month end). Finally, ED may send
edits back to the guaranty agency to be entered.)

The guaranty agency is required to submit loan-level detail datato the NSLDS.
The following are identified as key data elements:

a Social security number;
b. First name;
C. Date of birth;

d. Original school code;

e. Academic levdl;
f. Current school code;
0. Enrollment status code;

A-133 Compliance Supplement 4-84.032-G-2


http://www.fp.ed.gov/PORTALSWebApp/fp/proj1.jsp

March 2007 Federal Family Education Loans— (Guaranty Agencies) ED

h. Enrollment status date;

i Originating lender code;

B L oan guarantee date;

K. Amount of guarantee;

l. Current holder lender code;

m. Date repayment entered;

n. Loan status code;

0. Loan status date;

p. Outstanding principal;

g Amount of claim paid to lenders (principal and interest); and
r. Interest and fee amounts for loans in defaulted status.

ED sends edits back to the guaranty agency for disposition. Samples should be
selected from the guaranty agency’ s NSLDS Extracts (Note: Guaranty Agencies
may have changed to automated exchanges of data with schools and lenders; thus,
hard copy documents may not exist. In thisinstance, auditors may only be able to
trace to system information and not to supporting records.) (34 CFR section
682.414(b)).

In addition to providing ED with information it needs to maintain its accounting
and loan database records, datain the ED Form 2000 report are used for various
purposes by ED. The use of this datais the subject of several o