Office of the Utah State Auditor 	Chapter 3
State Compliance Audit Guide	Audit Procedures for Minimum School
May 1, 2016 	  Program Funds Received through USBE

CHAPTER 3:
AUDIT PROCEDURES FOR MINIMUM SCHOOL PROGRAM FUNDS
RECEIVED FROM THE UTAH STATE BOARD OF EDUCATION
(Local Education Agencies)


This part of the State Compliance Audit Guide identifies compliance testwork relating to State funds received from the Utah State Board of Education (USBE) for the Minimum School Program.   This chapter provides a source of information for auditors to understand and document the USBE programs’ objectives, procedures, and compliance requirements relevant to the audit, as well as audit objectives and suggested audit procedures for determining compliance with these requirements. In the following text, "LEA" means Local Education Agency and refers to school districts and charter schools, including charter schools organized as nonprofits.

	IN DETERMINING HOW THE LEA ENSURES COMPLIANCE, CONSIDER THE FOLLOWING:
· Accounting system capable of recording appropriations or budgets and comparing them to actual results
· Reconciling appropriation or budget totals to totals recorded in the accounting system
· Policies and Procedures Manuals
· Knowledge and Training of personnel
· Legislative and Management Monitoring
· Management’s identification of changes in laws and regulations
· Management’s communication of changes in laws and regulations to employees
· Appropriately functioning audit committee




A. MINIMUM SCHOOL PROGRAM PROCEDURES
(Report as a “Major Program” in the Compliance Report)

The objective of the Minimum School Program (MSP) is to provide reasonably equal educational opportunities for all children in the State of Utah regardless of where they live or their economic status.  This Guide applies to school year 2015-2016.

MSP funds are allocated to LEAs by the USBE in accordance with formulas found in UCA 53A-17a and State Board of Education administrative rules.  The largest share of funds use allocations based on average daily membership and fall enrollment.  Some allocations are based on fixed or competitive grant applications.

The MSP provides funding for most educational activities.  The MSP programs in which LEAs most commonly participate are listed in Chapter 3, Appendix 1.  Full descriptions for these programs can be found at the following website:

http://www.schools.utah.gov/finance/Minimum-School-Program/MSP-Descriptions.aspx

Classification of MSP Programs:

For state compliance audit purposes, the school programs within the MSP can be divided into two groups:  general and restricted.

“General” school programs have few specific compliance requirements and are intended for general educational purposes. 

“Restricted” school programs are those programs or awards within the MSP that are to be used for those specific purposes or populations as outlined in Utah statute or Board Administrative Rules.  These programs are to be evaluated for risk and tested for compliance on a rotating basis.

This Guide does not detail all audit procedures necessary to test for compliance.  We have included in this Guide detailed steps for those procedures we feel are most significant.  Other procedures in this Guide are broad in nature and may require the auditor to determine the applicable program requirements and the appropriate audit procedures to test for compliance with those requirements.

Information contacts:	Jaime Barrett, USBE School Finance Section, 801-538-7667
	Von Hortin, USBE School Finance Section, 801-538-7670


	Document below the control procedures which address each of the MSP compliance requirements tested below:
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	PROCEDURES FOR ALL MSP PROGRAMS:
	
	

	
	1. Trace the flow of funding for each individual Minimum School Program (MSP) to the final disposition as follows:

a. Determine if the LEA is using the chart of accounts established by the USBE, including the appropriate funds, functions, objects, and revenue codes, or that the LEA’s map of their own codes is accurate and rolls to the USBE codes.  http://www.schools.utah.gov/finance/Financial-Reporting/Chart-of-Accounts.aspx
	
	

	
	b. Trace the LEA’s reconciliation of program activities from reports prepared by the USBE (monthly allotments, recipient reports, and LEA summary reports) to the LEA’s records and reports (general ledger, program revenue and expenditure reports, claims for reimbursement, financial statements, Annual Program Report, and Annual Financial Report).
	
	

	
	c. Verify that program balances agree with prior-year and current-year ending balances on reports prepared by the LEA.  (For each program, the LEA’s reconciliation should include beginning receivable or unspent program balance, receipts, expenditures, adjustments, and ending receivable or unspent program balance.)  The Illustrative State and Federal Revenue Reconciliation worksheet could be used. (See Chapter 3, Appendix 2)
	
	

	UCA
53A
	2. MSP Schedule – Complete the MSP Schedule in the format provided in Chapter 3, Appendix 1 of this Guide.  The completed schedule should identify the classification (general vs. restricted) of school programs within the MSP, the most recent year each significant restricted program was selected for compliance testing by the independent auditor, and the percent of restricted school programs tested. This schedule will be used in identifying and documenting the programs selected for testwork.  

(NOTE:  This schedule is also required to be submitted to the USBE by November 30, in the Excel format outlined in Chapter 3, Appendix 1). 
	
	

	
	PROCEDURES FOR GENERAL SCHOOL MSP PROGRAMS:
	
	

	
	3. For All General School Programs:

a. Document the LEA’s internal control over compliance with the applicable requirements of the general school programs, including, but not limited to allowable activities, allowable costs, equipment management, procurement, and reporting. 
	
	

	
	b. Select samples of costs charged to these general school programs and test for compliance or document your consideration of how audit procedures performed in other areas support an opinion on whether the LEA complied in all material respects with the applicable compliance requirements of the MSP.
	
	

	
	c. Determine whether expenditures are properly classified by fund, function, program, and object code.
	
	

	
	NOTE:  The auditor is reminded of the requirement to consider the LEA’s internal control over compliance and obtain sufficient appropriate audit evidence to form an opinion and report on whether the LEA complied in all material respects with the applicable compliance requirements of the MSP.  The auditor should also consider indications of abuse.
	
	

	UCA
53A-1a-513
(4)(e)
	4. Charter School Local Replacement Funds – Verify that at least 10% of this program is used for facilities-related costs.  (Note: the remaining 90% is unrestricted for general education expenditures.)
	
	

	
	PROCEDURES FOR RESTRICTED MSP PROGRAMS:
	
	

	
	5. Determine Which Restricted Programs to Test:

a. Significant restricted programs (those programs with expenditures totaling 3% or more of the calculated total) must be selected at least once every three years.  If a significant restricted program is new to the LEA in the current year, it should be selected in the current year because it was not selected in one of the prior two years.  Also, a program that reaches the 3% threshold for the first time and has not been selected in one of the prior two years must be selected in the current year.  If the LEA reaches the $750,000 threshold for the first time, then each significant restricted program is to be selected once during a 3-year period.

b. Restricted programs designated as high risk by the USBE or for which there were audit findings in either of the preceding two years must be selected in the current year.

c. A cluster of programs is a grouping of closely related restricted programs that share common compliance requirements.  Two clusters (Special Education and Enhancement for Accelerated Students) have been identified.  A cluster of restricted programs should be treated as one program when determining which programs to select.

The combined amount of restricted program expenditures selected for testwork must be equal to or greater than 25% of the total of all restricted programs for MSP.  Therefore, additional programs may need to be selected to meet the required percentage of coverage.  These additional programs are selected by the auditor, using professional judgment and considering risks of noncompliance.
	
	

	
	6. Identify compliance requirements for restricted school programs selected for testwork by consulting applicable state laws and rules and contacting state program administrators.  Determine any necessary audit procedures which need to be performed in addition to those listed below.  
	
	

	
	7. Document control procedures over each compliance requirement identified in Procedure 8 above.
	
	

	OMB
Uniform Guidance
200.402
thru
200.410
	8. For each restricted school program selected for testing verify that funds were expended appropriately by performing the following steps:  
	
	

	
	a. Identify the allowable activities and costs for each selected program.  In the absence of specific state provisions, federal cost principles from Uniform Guidance should be followed (See Uniform Guidance beginning at section 200.420).
	
	

	
	b. Select samples of expenditures from each selected program, ensuring that the population from which the sample is selected includes all program expenditures (including payroll and non-payroll transactions and adjustments, as well as those qualifying for matching and level of effort), and perform procedures and tests to verify that transactions were properly classified and accumulated into the activity totals and that activities and costs were allowable per the following criteria:
· necessary and reasonable; 
· conform to any limitations established by state laws or administrative rules; 
· consistent with policies and procedures
· given consistent treatment; 
· allocated in accordance with relative benefits received; 
· determined in accordance with generally accepted accounting principles;
· not included to meet cost sharing or matching requirements;
· adequately documented. 
· classified correctly by fund, function, program, and object code.

(See OMB Uniform Guidance for guidance on cost principles.)
	
	

	
	c. Perform procedures and tests to verify that indirect cost rates were applied in accordance with approved rate limitations and guidelines.
	
	

	
	d. Determine and document requirements for matching, level of effort, and earmarking:  
· Verify that the required matching contributions or level of effort were met.
· Verify that matching contributions were from allowable sources.
· Verify that earmarking requirements were met.
· Verify that amounts used in computations were derived from the books and records from which the audited financial statements and program reports were prepared.

NOTE:  Matching includes requirements to provide unrestricted contributions of a specified amount or percentage to match state program funding.  Matching usually is in the form of allowable costs incurred.  Level of effort or maintenance of effort (MOE) includes requirements for (a) a specified level of service to be provided from period to period, (b) a specified level of expenditures from unrestricted sources for specified activities to be maintained from period to period, and (c) state funds to supplement and not supplant non-state funding of services.  Earmarking includes requirements that specify the minimum and/or maximum amount or percentage of the program’s funding that must/may be used for specified activities.  

State-funded programs with MOE requirements are the State Special Education Cluster and the Career and Technical Education, Reading Improvement, and Transportation programs.
	
	

	
	PROCEDURES FOR RESTRICTED SCHOOL PROGRAMS COMMONLY SELECTED FOR TESTWORK:
	
	

	
	9. Adult Education –
	
	

	R277-733-5
	a. Ensure that any carryover of unspent State Adult Education program funds is not more than ten percent or $50,000 (whichever is less) of State Adult Education funds allocated to the LEA for the year; review the revised budget and written USBE approval to carry forward such funds. 
	
	

	R277-733-9

and

UCA
53A-17a-119
	b. Ensure that tuition and fees charged to a student for Adult Basic Education (ABE), GED preparation, Adult Secondary Education (ASE or AHSC or HSC), or English for Speakers of Other Languages (ESOL) courses do not exceed $100 annually.  Ensure that fees and tuition charges are reasonable and necessary as determined by the LEA board.  Ensure that fees collected are used to provide additional adult education and literacy services that the program would otherwise be unable to provide. 
	
	

	
	c. Test program expenditures for allowability (used only for Adult Education programs) and compatibility with the LEA’s annual plan.
	
	

	UCA
53A-21-102
	10. Capital Outlay Foundation – These funds are to be used for school district capital outlay and debt service purposes.
	
	

	
	a. Trace allotments of capital outlay programs to the capital projects fund and determine the use of these funds are for capital outlay or debt service purposes.
	
	

	
	b. If the school district participates in the school building revolving account, ensure loan proceeds are used to meet the district’s needs for school building and renovation.
	
	

	


UCA
53A-17a-113
	11. Career and Technical Education (CTE) – Add-On – 

a. Obtain a copy of the class listings, preferably with either the grade or birthdates, and verify that the student information is correct within the Student Information System.
	
	

	R277-911
	b. Verify that CTE funding was used only for students in grades 9-12.  (NOTE:  Some LEAs may allow students of lower grades to participate in these classes; however, students from these lower grades may not be counted towards membership for CTE purposes.)
	
	

	
	c. Ensure the CTE maintenance of effort requirements are met. If students in grades 7-8 are also enrolled in a CTE course, local revenue beyond that required for meeting CTE Maintenance of Effort requirements must be included with local revenue for the program. The amount of local revenues should be equivalent to the CTE funding for students in grades 9-12 on a per student basis.  CTE maintenance of effort as calculated by the USBE (see http://www.schools.utah.gov/CTE/funding/DOCS/AllocationMOE16.aspx) must be added to the program.  The CTE maintenance of effort can be from unrestricted local or state sources.  Ensure MOE funds are recorded appropriately on the Schedule of the APR.
	
	

	


UCA
53A-17a-124.5
	12. Class Size Reduction – 

a. Verify that at least fifty percent of the allocation is used to reduce class size in any one or all of grades kindergarten through grade two, unless a waiver has been granted by the State because the average class size of the LEA is less than 18 in grades K-2.  
	
	

	
	b. Select a sample of costs charged to this program and test for allowability (personnel and related benefit costs for qualifying classroom teachers and facility costs for qualifying classroom projects).
	
	

	
	c. Verify that funding was used to supplement allowable class size reduction activities. 

NOTE:  Twenty percent of the funds may be used for capital facilities projects that help reduce class size.  If student population increases by five percent or 700 students from the previous school year, the LEA may use up to fifty percent of its funds for classroom construction.  This funding is to supplement any other appropriation for class size reduction.  It is recommended the LEA maintain a list of educators and related benefits paid from this funding.
	
	

	R277-459
	13. Classroom Supplies and Materials – Obtain a listing of the amounts allocated by teacher.  Verify that either 1) reimbursements are occurring based upon receipts being turned in or 2) the LEA is including the amounts paid to teachers in their W-2 wages.  (The amounts allocated to each teacher are based upon elementary or secondary assignment as well as the number of years of teaching experience.)
	
	

	R277-713
	14. Concurrent Enrollment – Perform the following procedures:

a. Ensure reports submitted to USBE agree with supporting documentation.  
	
	

	R277-713-8(E)
	b. Test program expenditures for allowability.
	
	

	R277-713-6
	c. Review fees and tuition collected for compliance with R277-713-6.
	
	

	UCA
53A-17a-167 
and 
R277-489
	15. Early Intervention – Perform the following procedures:

a. Review the LEA’s application and state funding requirements for this program. 
	
	

	
	b. Ensure that use of allocated funds is consistent with the LEA’s application and state funding requirements by selecting a sample of expenditures charged to the program and testing the sampled items for allowability and proper classification. 
	
	

	UCA
53A-17a-153 
and
R277-110
	16. Educator Salary Adjustments Funds – These funds are appropriated by the Utah Legislature to give an on-going salary adjustment to each qualifying educator ($4,200) and school administrator ($2,500) employed by the LEA.

a. Select a sample of persons whose salary has been charged to this program and verify that these employees are currently employed in a qualifying position and that they have received a satisfactory rating or above on their most recent evaluation.  
b. Review the amount of the adjustment paid to the persons sampled.  Also, review employer-paid benefits charged to the programs for allowability.
NOTE:  A qualifying educator means a person employed by an LEA who holds a license and a position as a classroom teacher, speech pathologist, librarian or media specialist, preschool teacher, mentor teacher, teacher specialist or teacher leader, guidance counselor, audiologist, psychologist, or social worker.  A qualifying school administrator means persons employed by the LEA who are “licensed educators, which hold an Administrative/Supervisory area of concentration, who serve as formal leaders at each school site.  Duties include items such as school safety, budget, building operations and maintenance, teacher quality, student achievement, parent and community relations, core instruction, and extracurricular activities.  Principals, assistant principals and administrative interns are included in this definition” (see CACTUS Educator Categories – 5/2/2014 at the following site:  http://www.schools.utah.gov/CURR/main/Codes-Approval.aspx

Salary adjustments are to be the same for each full-time qualifying position; a person who is not in a full-time qualifying position receives a partial salary adjustment based on the number of hours the person works in a qualifying position.  Educator salary adjustments can include costs for the following employer-paid benefits: retirement, worker’s compensation, Social Security, and Medicare.
	
	

	UCA
53A-17a-166
and
R277-708
	17. Enhancement for At-Risk Students – Perform the following procedures:

a. Review the LEA’s application and state funding requirements for this program. 
	
	

	
	b. [bookmark: _GoBack]Ensure that use of allocated funds is consistent with the LEA’s application and state funding requirements by selecting a sample of expenditures charged to the program and testing the sampled items for allowability and proper classification. 

(Note:  Gang Prevention funds are awarded on a grant basis and should be tested separately if the LEA has an award during the current fiscal year.)
	
	

	UCA
53A-17a-150
	18. Reading Improvement – 

a. Review the LEA’s State board approved plan and test related expenditures for allowability, classification, and compliance with the plan.
	
	

	
	b. Determine that the LEA allocated to the program the amounts specified below, depending on the LEA’s level of participation:

To fully participate in the Guarantee Program of the Reading Improvement Program, a district must allocate to the program an amount of unrestricted local resources equal to the amount of revenue that would be generated by a tax rate of .000056.  To fully participate in the Low Income Students Program of the Reading Improvement program (see Chapter 4, Section A of this Guide and UCA 53A-17a-150), a district must allocate to the program an amount of unrestricted local resources equal to the amount of revenue that would be generated by a tax rate of .000065.
	
	

	UCA
53A-16-101.5 (5)

R277-477
	19. School LAND Trust – Board-approved plans can be viewed at http://www.schoollandtrust.org/schools/program-plans.

Test expenditures for allowability, classification, and compliance with the approved plan and budget categories set forth in the plan. See Administrative Rule R277-477 for specific allowable costs.
	
	

	UCA
53A-17a-111, 112, and 158

R277-479
R277-525
R277-750 and 751

	20. Special Education Cluster – 

a. Verify that special education programs were only used to provide additional or special services to students with disabilities.  For example, students participating in the state special education add-on program qualify for one WPU of regular classroom funding and one additional WPU for state special education add-on funding.  Accordingly, costs charged to special education programs are for services performed in addition or supplementary to regular services that are provided in the regular classroom, such as aids, program modifications, and support that are provided in conjunction with regular classroom instruction.  Costs can also be for special classes, resource room or itinerant instruction, related supplies, testing, specialists, and direct supervision of special education services.  
	
	

	
	b. Obtain either class rolls or inquiry access to the student information system (SIS) and verify that students enrolled in special education programs have been included in the December 1 count of students used to drive the special education funding.  An alternative step would be to review the criteria used by the LEA to identify students as having disabilities to qualify them for inclusion in the December 1 count.  

NOTE:  The funding is determined by the level of service required by the student; the LEA may not inflate the level of service required in order to generate additional funds.  Programmatic compliance reviews are conducted to ensure students receive only the level of service (and therefore funding) that is required to implement their Individualized Educational Plan.
	
	

	
	c. Select a sample of costs charged to state special education programs and test for allowability.  Funds may be spent only for direct costs.  Indirect costs are not allowable.  Allowable and unallowable direct costs for approved programs for students with disabilities are published in the USBE Special Education Rules (Rules), beginning on page 191 of the PDF version located at http://www.schools.utah.gov/sars/DOCS/law/utspedrules010614.aspx   Ensure that costs for regular classroom instruction have not been included with or allocated to state special education programs.  

NOTE:  Although a regular education teacher of a student with a disability is a member of the individualized education program (IEP) team and participates in the development of the IEP of the student or reviews the IEP of the student that participates in the general education classroom, none of the regular education teacher’s personnel costs can be allocated to a special education program.  However, special education services and aids that provide incidental benefit to nondisabled children may be allowable.  The costs of special education and related services, and supplementary aids and services, provided in a regular class or other education-related setting to a student with a disability in accordance with the IEP of the student are allowable, even if one or more nondisabled students benefit from these services.
	
	

	
	d. Ensure the special education maintenance of effort requirements were met.  The LEA is to ensure that current year expenditures in its state special education programs are equal to or greater than the level of those expenditures of the preceding year.  Certain exceptions apply.  See the Rules, pages 189-190, regarding maintenance of effort.  Special education maintenance of effort is the amount of unrestricted local or state sources that must be added to the program each year.
	
	

	UCA
53A-17a-126–127

R277-600
	21. Transportation – Select a sample of expenditures charged to the student transportation program and test the sampled items for allowability and proper classification.  

a. Compare total costs recorded for student transportation as reported on the AFR for function 2700 with the APR for the transportation program. Only costs for transporting students are allowable.  Transportation and maintenance costs for administrative, LEA fleet, maintenance, or other purposes should not be charged to these funding sources.
	
	

	
	b. State Guarantee on Transportation Levy:  To fully participate in the State Guarantee on Transportation Levy program, the district must expend an amount of revenue equal to at least what a tax rate of .000200 would generate for eligible transportation costs (transporting students and replacement of school buses.

Determine that the LEA allocated to the program the value of .000200 from unrestricted state and local sources.
	
	

	UCA 53A-17a-159

R277-492
	22. USTAR Centers (Year-Round Math & Science) – 

a. Verify that the LEA used USTAR funds only for full-year teacher contracts, part-time teacher contract extensions, or a combination of both, and only for math and science teachers.
	
	

	
	b. Test program expenditures for allowability and proper classification.
	
	

	
	c. Review program results and ensure no more than 5% of program expenditures were used for math and science field trips, textbooks, and supplies.
	
	

	UCA
53A-1-403

R277-709
	23. Youth-In-Custody – From the LEA’s funding application, obtain an understanding of allowable expenditures.  Test expenditures for allowability and proper classification in accordance with that application.
	
	

	R277-419-3(D)
	REPORTING REQUIREMENTS RELATED TO MINIMUM SCHOOL PROGRAM – Determine that the LEA submitted the following reports to the State Office of Education timely. 
	
	

	UCA
63A-3-406
and
R277-425-3
	a. LEA Annual Financial Report (AFR) and Annual Program Report (APR) (due to the USOE by October 1)
	
	

	
	b. Audited Financial Statements (due to USOE by November 30) – performed by an independent auditor separately from the requirements of this Guide.  A certification of the financial statements and the Audited Financial Statements are to be uploaded to the Office of the State Auditor’s Online Reporting System by December 31 (see reporting.auditor.utah.gov).
	
	



	CONCLUSION (adequacy of the controls, significant deficiencies/material weaknesses, and management letter comments):
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