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 SEQ CHAPTER \h \r 1General Budgeting, Funding and Accounting Principles for Federal Funds Accounting
Under Section 9306 (20 USC 7846) of No Child Left Behind, Public Law 107-110, applicants will give an assurance to keep such records and provide such information to the Arkansas Department of Education (ADE) as may be required for fiscal audit and program evaluation.  The general budgeting, accounting and reporting procedures described below are intended to guide and assist school districts, applicable state agencies and the ADE to establish and maintain records to fulfill the assurance provisions.  The procedures contained herein are not intended to alter the regular accounting system (APSCN).

I. 
GENERAL PRINCIPLES FOR FEDERAL ACCOUNTING

There are certain important principles that hold for every transaction in which federal funds are involved.  Some of the following statements will be reiterated in later sections but are placed in the beginning for clarity and emphasis.

A. 
The notice of an allocation of funds carries no authority to spend.

B. 
No funds from a cash balance, funds in reserve or uncommitted funds can be obligated or expended until included in a program or project budget and approved by means of a formal application (ACSIP) to the ADE.

C. 
Total expenditures cannot exceed the approved budget even though funds are held in reserve or are otherwise available from the allotment.

D. 
No federal account can end the year with a deficit balance.

E. 
Unpaid obligations of a federal program in one fiscal year cannot be paid from funds approved for use in a program of a later fiscal year nor from reserve funds left unbudgeted.

F. 
Refunds always reduce expenditures and do not increase receipts.

G. 
Once a cash balance for a fiscal year has been established via an annual financial report (AFR), all future adjustments must be made against current year’s expenditures.

H. 
Section 76.707 of the Education Department General Administrative Regulations (EDGAR) provides that an obligation for personal services by an employee is made when the services are performed.  If LEA funds remain available for the LEA under the Tydings Amendment, the SEA may make appropriate accounting adjustments to cover allowable obligations made during the approved project period.  For example, it is allowable to charge the negotiated salary adjustments to either FY 2002 or 2003 Title I funds if the funds are available to the LEA under the Tydings Amendment.  It is not allowable to use FY 2004 funds to pay the retroactive pay and benefits for services provided in school year 2002-2003.

II. 
BUDGETING AND ACCOUNTING

Federal funds from No Child Left Behind (Titles I, II-A, II-D, III, IV-A, V, and VI) allocated for any fiscal year remain available for an approved program through the next fiscal year unless reallocated as provided by law.  Funds received under any part of No Child Left Behind are accounted for separately by Fund and Source Codes.


A.
Budgeting Guides

1. 
Budget line item entries must be identified according to the function and code number described in the Arkansas School and Educational Service Cooperative Financial Accounting Manual.

2.
Expenditures for direct instructional services to students are to be budgeted in the 1000 series of budget function codes.  Indirect support services such as professional development for teachers should be budgeted under 2210 Improvement of Instruction at the building level if appropriate.

3. The expenditures for each function (line item) must be columnized into these six (6) object categories: 61000 Employee Salaries; 62000 Employee Benefits; 63000-65000 Purchased Services; 66000 Materials and Supplies; 67000 Capital Outlay; and 68000 Other Objects.

4.
Summarize the budget outlays by total expenditures, indirect costs and uncommitted funds.  Total outlays must equal total funds available.

5.
The ADE may grant approval for any budgeting procedure not inconsistent with law to avoid the loss or unwise use of available funds.

6.
Indirect costs such as accounting, personnel, payroll, purchasing and financial reports may be budgeted for costs not directly attributable to the specific program, but may be recovered only at the close of the fiscal year using the restricted rate determined by the ADE for that year.  Indirect cost is calculated by taking “Total Direct Cost Expenditures” for a program, subtracting “Capital Outlay” expenditures and multiplying by the restricted indirect cost rate.  Indirect Cost cannot exceed the maximum amount produced by the formula in the previous sentence.  A district may choose to take less than the maximum Indirect Cost.  There must be funds remaining in a program after total direct costs are paid for a district to take Indirect Costs.  The budget for the program must have Indirect Cost included before a district can take Indirect Costs.

B.
Accounting Guides

The funds paid to school districts shall be controlled by the approved grant award.  Funds should be requested in accordance with program approval and needs.  The ADE may alter the request for funds to ensure that the accumulated balance does not become excessive.

Following is the minimum information which must be obtainable from the accounting process for expenditures.

1.
For each function (line item such as reading, math, etc.) within an approved program, the expenditures of that function must be accounted for separately and in accordance with the approved budget.

2.
For each object (column heading such as salaries, employee benefits, etc.) the total expenditures for that object must be accounted for separately and in accordance with the approved budget.

C. Posting Information

1.
Receipts for approved programs include the cash balance (if any) from the previous year and funds distributed by the ADE.  Refunds, audit adjustments or other non-revenue receipts are never to be entered as receipts.

2.
Warrants or check for making payments from the federal funds accounts must contain coding and other information to allow for retrieval of expenditures information at the close of the fiscal year.

3.
Rebates, refunds, audit adjustments or other transactions which appear to alter the funds available cause a major portion of accounting and reporting problems.  There are only two sources of receipts.  They are cash balances and payments from the ADE.  There are two acceptable ways to handle refunds, rebates, audit adjustments or similar transactions.  The expenditures must be adjusted or the adjustment paid to the ADE.  Attempts to adjust or revise financial reports of prior years are not feasible because of the enormous amount of paperwork to correct even minor errors.

a. Adjusting Expenditures.  Enter a rebate or a refund as a negative expenditure posted so as to reduce the expenditures function (line item) and object (column total) for which a return of funds was made.  An audit adjustment may be either a negative or positive entry to adjust the specific expenditure found to have been posted in error.  In posting to a current account, an adjustment for a prior year may result in a negative expenditures which is acceptable in such cases.

b.
Paybacks to the ADE.  Should an audit determine a shortage in a federal fund appropriated for a fiscal year earlier than the current fiscal year, the school district may be required to pay the adjustment from non-federal funds to the ADE.  Before any repayment is made on any such transaction, contact either Dr. Bobbie Davis or Ms. Patsy Hammond.

III. 
DEVIATIONS FROM AN APPROVED PROGRAM BUDGET

Any expenditure deviation not in accord with the provisions of this section may require a refund of the unauthorized expenditure to the local federal account or to the ADE.

A. 
Minor Deviations

Minor deviations from the amounts of funds budgeted and approved for a program are allowed with in the following limitations:

1. 
Expenditures may not exceed the total amount of any line item or function in the approved program budget by more than 10% of such total amount (EDGAR, Section 80.30).

2. 
Expenditures may not exceed the grand total amount for any column or object classification of an approved program by more than 10% of such total amount (EDGAR, Section 80.30).

3. 
The allowable 10% deviation notwithstanding, expenditures limited to a maximum amount such as indirect costs may exceed the maximum under two conditions:

a.  
If rounding to the nearest dollar has been made, such overage may not be requested to be refunded.

b. 
If adjustments in the AFR causes indirect cost to be in excess and that excess if less than one dollar ($1), no refund will be requested.

4. 
Expenditures may not exceed the grand total amount approved for any federal program.

B.
Major Deviation from Approved Budget

Any major deviation (excess of allowable 10% from the approved program) requires prior ADE approval through a program amendment which must be submitted by the school district within prescribed time limits.

An exception to the major deviation rule may be made by the ADE when an expenditure not adequately budgeted is required by law due to prior approval of another expenditure.  Social Security or Teacher Retirement matching requirement are examples.  Because the salaries involved were approved, it follows that the legal matching was approved though not budgeted.

IV. 
INTERIM FUNDING OF FEDERAL PROGRAMS

Expenditures can be made or obligated as soon as the grant award has been approved and an effective date for beginning the program activities has been established.  The cash balance may be used to meet the obligations if adequate.  If sufficient program funds are not available, it may be necessary to provide interim funding from general operating funds.  Such temporary funding of legitimate federal obligations may include the applicable procedures described below:

A. 
Short Term Borrowing

When it is necessary to meet federal obligations through interim financing, it may be possible to borrow funds from other school accounts.  Borrowing from a bank is also possible but EDGAR does not permit the paying of interest or other charges for handling funds.  The method used may include the procedures outlined below:

1. 
An amount of money necessary to meet current federal program obligations may be transferred from the general operating account of the school district by the treasurer based on a transfer order.  When the federal funds become available, a reverse transfer of the same amount is made from the federal account to restore the funds.  The following precautions should always be observed:

a. 
The transfer to restore funds to the general operating account should be the exact amount of the total transfers into the federal account and

b. 
The transfers must be “washed out”, i.e. not counted as receipts when transferred into and not counted as expenditures when transferred out of either the federal account or the lending account.

2. 
Use of warrants between accounts is preferred by many treasurers.  A warrant is drawn on the general operating account of the school district and made payable to the federal program borrowing the funds in an amount sufficient to meet current obligations.  When funds are again available, a warrant from the federal fund account is drawn payable to the general operating account.  It is important that the following rules be observed to avoid accounting errors:

a. 
The warrant to restore funds to the general operating account must be the exact amount of the warrant to bring funds into the federal account.

b. 
A warrant written to transfer funds into or out of the federal account must not be treated as a receipt when written to, nor an expenditure when written from, either of the accounts involved.  Such warrants should be entered as “Transfers”.

3. 
Borrowing from a bank is not often used because interest is involved.  When this procedure is used, the rules hold as for other borrowing.

a. 
The loan must not be treated as revenue to the federal account and the repayment is not included in the federal expenditures.

b. 
The amounts of principal borrowed and returned must be exactly the same amounts.

4. 
There are some situations where direct payments of a federal obligation are made from another account of the school district and the payments are reimbursed when the federal funds are available.  Be sure:

a. 
Each direct payment is identified on the warrant as a Title __ obligation of an approved program.

b. 
The reimbursement warrant carries identification for every direct payment, warrant by warrant, and is coded for allocation of costs to the proper federal program line items and column classifications in accordance with the program approval.

c. 
If more direct payments are made than the totals approved, then these excess payments must remain expenditures of the original accounts which paid them.  Only net receipts and expenditures of the federal fund are included for the individual federal program at the closing of the accounts for the fiscal year.

V. 
RETENTION OF RECORDS

The General Education Provisions Act (GEPA) requires records on the spending of federal funds to be kept and made available for inspection by authorized personnel.  This 

includes the SEA Federal Finance personnel, State Legislative auditors and the General Accounting Office auditors.

A. 
Records to be Kept

The federal program records that are required to be kept by law include the approved application, all fiscal and related records, equipment inventories and documentation on program area selection for Title I, Title I comparability data, needs assessment, parental involvement, participation of private school children, evaluation and other related books, documents, papers, or records.  Districts must maintain documentation that all set aside requirements have been met as well as documentation that professional development expenditures from federal funds were in excess of the state mandated 30 hours.

B. 
Time Limits

Representatives of the government must have, for the purpose of audit and examination, access to any records or documents relating to the federal programs for a period of five (5) years after completion of the program. Completion of the program is the date on which the final financial or evaluation report on the program is made.  Current federal law requires that records be retained three (3) years, but Arkansas law specifies five (5) years.  (Arkansas law prevails.)  Under federal law, if records are available, they may be audited regardless of the length of retention.

VI. 
FAIR COMPETITION

All procurement transactions shall be conducted in a manner to provide open and free competition.  The purchase record of the school district shall contain the following information:

A. 
Price received from performance bidders;

B. 
Disclosure of any relationship between successful bidder and the school district;

C. 
Basis for selection; and

D. 
Justification for sole source transactions or contracts.


Use prevailing state law as to when solicitation of bids is required.
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