July 23, 2009

The department has received numerous inquiries from auditors in the field regarding the accounting requirements for the state fiscal stabilization funds districts received on June 15, 2009.  Districts were directed to record the payment to source 718.

To date, we are not aware of additional addenda to the federal compliance supplement being issued regarding the audit of the state stabilization fund program.  You should continue to watch for this guidance.  However, as you move through your audits, you will need to make a decision on how to proceed with auditing these funds.  You can:  1) continue to wait for OMB guidance and go back to district at a later date OR 2) test allowable costs based on general guidance received from the U.S. Department of Education (USDE) and go back to district if deemed necessary.  As a state agency, we do not mandate how the districts are allowed to spend the funds.
The USDE guidelines are available at:  http://www.ed.gov/programs/statestabilization/guidance.pdf
Per the guidance, it is our understanding that a school district may use the stabilization funds for any activity that is authorized under the following Federal education acts:

· The Elementary and Secondary Education Act of 1965 (ESEA)

· The Individuals with Disabilities Education Act (IDEA)

· The Adult Education and Family Literacy Act (AEFLA)

· The Carl D. Perkins Career and Technical Education Act of 2006 (Perkins Act)

The guidance also provides that the ARRA funds may be used for “    modernization, renovation, or repair of public school facilities, including modernization, renovation, and repairs that are consistent with a recognized green building rating system.”
Per the guidance, a school district may NOT use the stabilization funds for the following:

· Payment of maintenance costs

· Stadiums or other facilities primarily used for athletic contests or exhibitions or other events for which admission is charged to the general public

· Purchase of upgrade of vehicles

· Improvement of stand-alone facilities whose purpose is not the education of children, including central office administration or operations or logistical support facilities

· School modernization, renovation, or repair that is inconsistent with State law

In addition the funds may not be used to provide financial assistance to students to attend private elementary or secondary schools, unless for special education and related services as authorized by the IDEA.

Under these guidelines, it appears as though school districts have considerable flexibility in how to use the funds.  The ESEA includes the Impact Aid authority (Title VIII of the ESEA), so funds may be used for activities allowed under Impact Aid, whether or not the district receives Impact aid.  Most of the funds under Impact Aid are considered to be general aid.  Therefore, funds may be used for current expenditures and other expenses such as capital expenditures.  They may be used for salaries and fringe benefits of administrators, teachers, and support staff, purchase of textbooks, computers, and other equipment, supporting programs designed to address the education needs of children at risk of academic failure, limited English proficient students, children with disabilities, and gifted students, and meeting the general expenses of the school district.
Per the guidance, tracking of the expenditures will be a compliance requirement.

However, we are currently unaware of that requirement being effective for the 2008-09 school year.  This is subject to change with further federal guidance.  Even so, documentation that the costs were incurred for the aid received is required.  Therefore, for test purposes, an auditor may consider verifying the district has incurred eligible costs between March 23 (date of approval) and June 30, 2009 equivalent to the stabilization aid received.  The cost must equal the aid, because the funds are not allowed to supplement or build fund balance.  It would then seem appropriate to test the program by pulling the Fund 10 salaries and benefits not funded by other federal programs, and comparing that total cost to the aid received.  The costs pulled should be for the March 23th through June time period, and could be enough to satisfy the aid received.  If so, for 2008-09, this may be the only required audit procedure, since these costs are tested in other areas of the audit.  These would also be the cost used to substantiate the cost reported on the Schedule of Federal Assistance.
Auditors may also want to consider adding to their representation letter the following:

· That the district has complied with all assurances as outlined

· Did not use the funds to supplement fund balance.

