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INTRODUCTION
Title I, Part A

Use of Funds

The purpose of Title I, Part A is to ensure that all children have a fair, equal, and significant opportunity to obtain a high-quality education and reach, at a minimum, proficiency on challenging state academic achievement standards and state academic assessments.  Therefore, all requests for funds must address the purpose and intent of the program.
There are a number of federal rules which govern the use of funds for federal programs, and program rules and guidance which govern the use of Title I funds.  The purpose of this guidance is to provide a framework against which to judge the allowability of requests to use Title I,    Part A funds.  In requesting funds under Title I, Part A, the applicant must be cognizant of multiple rules which govern the federal program, and must ensure that the request addresses the purpose of Title I, Part A.
Framework for Conducting a Use of Funds Analysis at the School District Level

Federal grants are governed by many rules, and at times, it may be difficult to determine what costs can be supported with federal funds.  While each proposed use of funds must be examined individually, there are general considerations that LEAs can keep in mind when developing spending plans.  

· Is the proposed cost forbidden by Office of Management and Budget (OMB) Circular A-87 or the Education Department General Administrative Regulations (EDGAR)?  

If the answer is yes then the cost may not be charged to the federal education program.

· Is the proposed cost consistent with program requirements, such as:

· Targeted to eligible beneficiaries?

· Consistent with applicable program plans?

· Consistent with any use of funds requirements under the program?

· Consistent with any set-asides under the program?

If the answer is no then the cost may not be charged to the federal education program.

· Is the proposed cost consistent with federal cost principles, including the requirement that costs be necessary, reasonable, allocable, authorized under state and local rules and adequately documented?

If the answer is no then the cost may not be charged to the federal education program.

· Is the proposed cost consistent with any program-specific fiscal rules (such as the supplement not supplant requirement)?

If the answer is no then the cost may not be charged to the federal education program.

· Is the proposed cost consistent with the school district’s approved program plan and budget, including any application or school-level plan?

If the answer is no then the cost may not be charged to the federal education program.

Each of these considerations is discussed in more detail below.
Costs Forbidden by OMB Circular A-87 and EDGAR
OMB Circular A-87 and EDGAR identify certain costs that may never be paid with federal funds.  The following list provides examples of such costs.  If a cost is on this list, it may not be supported with federal funds. 

The fact that a cost is not on this list does not mean it is necessarily permissible.  There are other important restrictions that apply to federal funds; thus, this list is not exhaustive.

Costs that are unallowable under OMB Circular A-87 include:

· Advertising and public relations costs (with limited exceptions), which includes promotional items and memorabilia, including models, gifts and souvenirs
· Alcoholic beverages

· Bad debts

· Contingency provisions (with limited exceptions) 

· Donations and contributions

· Entertainment costs

· Fines and penalties (with limited exceptions) 

· Fundraising and investment management costs (with limited exceptions) 

· General government expenses (with limited exceptions pertaining to Indian tribal governments and Councils of Governments (COGs)

· Goods or services for personal use

· Lobbying

· Selling and marketing costs (with limited exceptions)

Costs that are unallowable under EDGAR include:

· The use of funds for religion

· The acquisition of real property (unless specifically permitted by programmatic statute or regulations which is rare in federal education programs) 

· The use of funds for construction (unless specifically permitted by programmatic statute or regulations which is rare in federal education programs with the exception of certain ARRA programs)

· Charging tuition or fees collected from students toward meeting matching, cost sharing, or maintenance of effort requirements of a program

Program Allowability

Assuming a proposed cost is not forbidden by OMB Circular A-87 or EDGAR, the LEA must verify it is permissible under the particular program that will be charged for the cost.  Common rules include:
· Eligibility requirements – Title I has specific eligibility criteria defining the target population that can be served by the program.  Costs may only support eligible beneficiaries; costs spent on ineligible beneficiaries are unallowable.

In a Title I Targeted Assistance School (TAS), eligibility for services is based on student academic need.  Some students are automatically eligible for Title I services including students experiencing homelessness; students in local institutions for neglected and delinquent children; and children who in the past two years have participated in Head Start, Even Start, Early Reading First, or in a Title I preschool program.
In a Title I Schoolwide Program (SWP), funds may be used to upgrade the entire educational program and specific student selection and eligibility do not apply. Requests for funds must align to the Schoolwide plan.
· Planning requirements – Title I requires recipients to develop plans that meet specific criteria and require funds to be spent consistent with those plans.  Costs that are not consistent with these plans may be unallowable.
· Use of funds –In general, an LEA should look at the “purpose” section of the statute and make certain that a proposed cost clearly aligns to the purpose.  

· Mandatory set-asides – Title I  requires funds to be spent on specific costs such as required reserves for parent involvement, services for students experiencing homelessness, and students in programs for neglected or delinquent youth.  Auditors or other oversight entities may conclude that recipients who do not meet these mandatory set-asides have misspent funds.

Federal Cost Principles

Assuming the proposed cost is allowable under the relevant program, the LEA must verify that it is consistent with federal cost principles set out in OMB Circular A-87.  OMB Circular A-87 establishes basic standards for all costs charged to federal programs, as well as more specific rules that apply to certain types of costs (known as “selected items of cost”).  
While there are many requirements contained in A-87, there are certain fundamental principles that serve as an important guide for effective grants management.  These core principles require all costs to be: 

· Necessary for the proper and efficient performance and/or administration of the program.  As a practical matter, all costs charged to federal education programs must be necessary to make the program function properly.

Federal auditors have questioned whether costs were necessary when items purchased were not used by the program, were used infrequently, or were warehoused for future use.
· Reasonable.  In general, a cost is considered reasonable if the LEA follows sound business practices, pays a fair market price, and acts with prudence under the circumstances.  As a practical matter, it must be clear to an objective observer why a decision to spend funds is a good idea considering the amount of money being spent, the needs of the program, and other relevant circumstances.


Federal auditors have questioned whether costs were reasonable when similar items could be 
purchased for less money, there was no evidence an item related to the purpose of the 
program, or the LEA did not have capacity to use an item.

· Allocable to the federal program that paid for the cost.  This means that a program must benefit in proportion to the amount charged to the federal program.  As a practical matter, LEAs must be able track items purchased with federal funds in order to demonstrate they are being used for program purposes. 
Federal auditors have questioned whether costs were allocable when an item could not be located (indicating the program did not benefit from the cost), the LEA failed to keep appropriate documentation (such as time and effort records demonstrating that an employee benefitted the program paying his/her salary), or a cost was split between two funding sources without considering how much each program benefitted from the cost.
· Authorized (or at least not prohibited) under state and local rules. As a practical matter, decisions and actions must be consistent with state and local law, policies and procedures.


Federal auditors have questioned whether costs were authorized when LEAs failed to follow 
their own internal policies (e.g. purchased a good without following local procurement rules), or 
policies established by the SEA.

· Adequately documented.  As a practical matter, grantees and subgrantees must maintain sufficient documentation to walk an auditor or monitor through all phases of the grant process.  The documentation should be sufficient so that an objective observer can understand the decision to spend funds and can trace how the funds were spent. 

Federal auditors have questioned whether costs were adequately documented when 
transactions were not supported by invoices or receipts, invoices were vague, payments were 
made to vendors without evidence the purchased goods or services were received, and staff 
salaries were paid without supporting time and effort records.
A Word about Cost Allocation 
What is Cost Allocation? 

Cost allocation is the process of determining how much (e.g. what percentage) of a cost to charge to a particular funding source.  This is important because if a cost is not properly allocated, it can be questioned by federal oversight officials, possibly leading to repayment.  
Why Worry about Cost Allocation?

OMB Circular A-87 requires all costs charged to federal funds to be “allocable,” meaning LEAs must take steps to ensure no federal program pays more than its “fair share” of a cost.  As discussed in more detail below, determining what constitutes a “fair share” can be difficult; however, in general, a program should only pay for costs that benefit the program.  For example, if an LEA hires an employee to work part-time on a federal program and part-time on a local program, the LEA cannot charge the full cost of the employee’s salary to federal funds.  Instead, the LEA must split – or allocate – the employee’s salary between the relevant federal grant and local funds in proportion to the amount of time the employee spends on each program.  (OMB Circular A-87 simply prohibits the LEA from charging a federal program more than it benefits.)
What Factors Affect Cost Allocation?
Any cost allocated to a federal grant must benefit the grant.  For example, an LEA using Title I funds to pay an employee’s salary must be able to demonstrate the employee worked on allowable activities with Title I eligible students.  If the employee spends 100% of his/her time on Title I, then the LEA may allocate 100% of the employee’s salary to Title I.  If the employee spends only 30% of his/her time on Title I, then the LEA may only allocate 30% of the employee’s salary to Title I.
How is a Cost’s “Benefit” Measured?

Measuring a cost’s benefit can be tricky, especially if one cost benefits multiple programs.  For goods and services, an LEA must be able to demonstrate the program actually used the item.  This requires good inventory management and contract administration systems to keep track of the goods and services an LEA purchases with federal funds.

For employee salaries, an LEA must be able to demonstrate the employee worked on allowable program activities.  This requires employees paid with federal funds to maintain “time and effort records” consistent with OMB Circular A-87.  
Sometimes RIDE may require an LEA to provide extra documentation to justify certain costs as requested as part of the Consolidated Resource Plan (CRP) review.  RIDE will closely scrutinize costs, and LEAs will have to work closely with RIDE to ensure costs are appropriate.

Program Specific Fiscal Rules

Assuming the cost is consistent with federal cost principles, the LEA must verify it does not violate any program specific fiscal rules.

Federal education programs include a variety of program-specific fiscal requirements, which are essentially “tests” LEAs must use to verify they are spending program funds on extra costs the LEA would not support in the absence of federal funds.  For Tile I, these tests include: 
· Maintenance of Effort (NCLB, Sec. 1120A(a): An LEA must maintain its fiscal effort with respect to the provision of free public education at not less that 90%.
· Supplement, not Supplant (NCLB, Sec.1120A(b):  An LEA may use Title I funds to supplement and, to the extent practical, increase the level of funds that would , in the absence of Title I funds, be made available from non-federal sources.
· Comparability (NCLB, Sec. 1120A(c):  An LEA must use state and local funds to provide services in Title I schools that are comparable to services provided in non-Title I schools.
A Word about Supplement Not Supplant

Generally, the “supplement, not supplant” provision means that federal funds must be used to supplement the level of funds from non-federal sources by providing additional services, staff, programs, or materials.  In other words, federal funds normally cannot be used to pay for things that would otherwise be paid for with state or local funds. 

Auditors generally presume supplanting has occurred in three situations:

1. 
An LEA uses federal funds to provide services the LEA is required to make available 


under other federal, state or local laws.


2.
An LEA uses federal funds to provide services the LEA provided with state or local funds 


in the prior year.


3.
An LEA uses Title I, Part A or migrant funds to provide the same services to Title I or 


migrant students that the LEA provides with state or local funds to nonparticipating 


students. 

Each case of presumed supplanting must be reviewed individually to determine whether the presumption of supplanting is rebuttable.
Approved Program Plans, Budgets and Special Conditions

As required by OMB Circular A-87, all costs must be consistent with approved program plans and budgets.  This includes the Consolidated Resource Plan (CRP) submitted to RIDE and school-level plans such as schoolwide plans.  Costs must also be consistent with all terms and conditions of federal awards, including any special conditions imposed on the LEA’s grants.    
Additional Resources
The purpose of this guidance was to provide a framework to determine allowable costs under the Title I, Part A program.  Additional details are available at the following sites:

Office of Management and Budget (OMB) Circular A-87    http://www.whitehouse.gov/omb/circulars_a087_2004/    

Education Department General Administrative Regulations (EDGAR) http://www2.ed.gov/policy/fund/reg/edgarReg/edghttp://www.law.cornell.edu/uscode/text/20/chapter-31ar.html  

ESEA Title I

http://www2.ed.gov/policy/elsec/leg/esea02/pg2.html  

Title I, Part A Program Guidance

http://www2.ed.gov
or 
 RIDE AcceleGrants Document Library
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