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Issue Date: May 24, 2001
Monitoring Discretionary Grants for Excessive Drawdowns 

Purpose 

To provide U. S. Department of Education (ED) Program Offices with an internal control system for monitoring a discretionary grantee’s compliance with financial management requirements in the Education Department General Administrative Regulations [EDGAR] and ED policies on the drawdown of grant funds and cash management.       

Background

ED program managers and staff are responsible for monitoring discretionary grants to ensure that grantees comply with all applicable laws, regulations and policies including those on financial management (see ACS Directive C: 1-101, “Monitoring Discretionary Grants and Cooperative Agreements”, located under ConnectED > Reference Library > Grants Policy and Oversight > Other Grants Policy and Guidance Documents).

Grantees
 are required by regulation to minimize the amount of time elapsing between transfer of funds (drawdown) and the disbursement of funds from their bank accounts (see EDGAR, Sections 74.21-22 and 80.20-21, as applicable).  Funds must be drawn only to meet a grantee’s immediate cash needs for each individual grant.  To ensure financial compliance, it is essential that program offices continuously monitor grant drawdown activity to ensure that drawdowns are not made in excess of each grant’s immediate cash needs.    

By identifying possible excessive drawdowns early in the budget and performance period, program offices will have the opportunity to work in partnership with grantees to quickly resolve financial management problems. 

The following policy is designed to ensure that program managers and staff understand their responsibilities and the requirements for monitoring grants for excessive drawdowns and are aware of the monitoring tools, particularly the Grant Administration and Payment System (GAPS), that are available to them. 

Policy

Monitoring for Excessive Drawdowns Using GAPS

GAPS is designed so that grantees can draw down funds on an individual grant basis.  Each time that a grantee requests funds from GAPS for a particular grant, ED considers those funds to be expended.  Because grantees may only draw funds to meet their immediate cash needs for an individual grant, GAPS provides a powerful tool for monitoring a grant’s current financial status.  

As noted earlier, grantees are required by regulation to minimize the time elapsing between transfer of funds (drawdown) and disbursement of the funds.  Drawdowns must be made as close as possible to the actual disbursements.  “Excess cash” occurs when grantees draw more funds than are needed for the immediate cash requirements of a grant.    

The GAPS Drawdown Report (report) has been developed to assist program offices in identifying those grantees that might have violated cash management policies and regulations by drawing down funds in excess of a grant’s immediate cash needs.  

The report indicates those grants that have drawn an unusually large proportion of grant funds in any of the first three quarters of the grant’s current budget period.  A grant will appear on the report if the following drawdown thresholds are exceeded: 

· As of the end of the first quarter of the grant’s current budget period, 

more than 50% of the funds obligated for that budget period have been drawn. 

· As of the end of the second quarter of the grant’s current budget period,

more than 80% of the funds obligated for that budget period have been drawn. 

· As of the end of the third quarter of the grant’s current budget period, 

     100% of the funds obligated for that budget period have been drawn. 

For grants meeting the above criteria, the report will indicate the actual percentage of the current budget period’s funds that have been drawn by the end of a particular quarter.  For example, the report might show for a particular grant that 64% of the current budget period’s funds have been drawn as of the end of the first quarter. 

Responsibilities and Procedures 

ED Staff Responsibilities

There are three groups within the program office that have a role in ensuring that grants are monitored for excessive drawdowns:  Points of Contact; Program Managers; and Program Staff. 

Points of Contact:  Each program office must designate at least one Point of Contact to generate the report on a weekly basis and distribute the results to the appropriate program managers for resolution.  

The Point of Contact will be responsible for following up with program managers to verify that either 1) funds were drawn in appropriate amounts or 2) excess cash balances were resolved.  Points of Contact are responsible for maintaining written documentation on the status of each grant on the report.   

Note:  Currently, once a grant appears on the report it will continue to appear on subsequent reports until the end of the grant’s budget period, even if excess cash balances are resolved.  However, modifications to the report are being planned so that once a grantee resolves excess cash balances or program staff verifies that the large drawdowns are appropriate, the grant will be dropped from the report.   In addition, a mechanism for tracking the status of grants that are pending resolution will be added to the report. 

Program Managers:  Program managers are responsible for directing program staff members to research each grant on the report to determine whether excessive drawdowns have been made and to assist the grantee in resolving problems with excess cash balances.  Program managers are responsible for keeping the Point of Contact informed on the status of grants on the report. 

Program Staff:  For each grant on the report, program staff should review the approved budget and application to determine whether the large drawdown is consistent with the planned activities scheduled for the current point in the budget period and contact the grantee if inconsistencies are identified.  Program staff are responsible for maintaining written documentation in the official grant files of all discussions held with grantees regarding excess cash balances and actions the grantee will take to correct excess cash balances.  Program staff are responsible for ensuring that excess cash balances are resolved by the grantee within two weeks after being notified.   

In some cases, rapid or large drawdowns towards the beginning of a budget period may be consistent with the project activities and approved budget.  Examples of appropriate drawdowns might include the following: 

· When one of the purposes of the grant is to make large technology investments, such as installing a computer lab or a campus-wide network, which need to be in place early on in the project to benefit students and meet grant objectives.   

· Recipients of fellowship grants draw a large proportion of grant funds at the beginning of the budget period to pay for the entire semester’s expenses.  

· Recipients of directed or earmarked grants who may have incurred substantial pre-award costs in anticipation of receiving an award from ED may have large drawdowns at the beginning of the budget period.  

In cases where large drawdowns are consistent with planned activity, program staff are responsible for documenting the official grant file accordingly and ensuring that program managers are informed that drawdown amounts are appropriate.  

In most cases, the grantee will probably have misunderstood ED’s cash management regulations and policies.  In this case, program staff should inform the grantee of the correct policies and regulations regarding drawdown and disbursement of funds and inform them that the excess cash and interest accrued on excess cash balances must be returned to ED.   (Note: Those state grants that are covered by the Cash Management Improvement Act will return interest to the Treasury Department annually.)  The program staff should also inform the grantee of the corrective actions ED might require if excess cash balances are not resolved.   

Program staff should direct the grantee to the User’s Guide (formerly known as the Payee’s Guide) on the e-Payments web site (http://e-Grants.ed.gov) for information on how to resolve excess cash balances.  The User’s Guide is a secure document and can only be accessed by representatives of the grantee who have a password and are authorized to draw down funds.  

When excess cash balances occur on a particular grant, the grantee has the option of: 

· Returning the funds to ED (either electronically or by check),  or 

· Making an on-line adjustment where excess funds that have been drawn on one grant can be redistributed to other grant awards that have immediate expenditure needs. 

Failure to Resolve Excess Cash Balances   

If the grantee does not resolve excess cash balances within two weeks after being contacted, program managers may impose the following penalties: 

· Future payment requests for a grant award with excess cash may be routed to the program office for approval by a license holder (formerly warrant holder) authorized to award grant funds (see Route Payment Processing Flag below). 

· The grantee may be transferred from the advance payment method to the reimbursement payment method, which requires that the grantee request reimbursement for funds already disbursed.  Under the reimbursement method, the grantee is required to submit copies of  expenditure vouchers supporting the request for reimbursement (see Reimbursement Flag below). 

· If a grantee does not resolve an excess cash balance, the grantee may incur a debt to the Department.  The grantee may be notified of any outstanding debt that will be offset, until the debt is paid. When the grantee is placed on administrative offset, ED will withhold a portion of the grantee’s future payments and apply them toward the grantee debt.  Program managers should contact the Financial Improvement and Debt Management Group within the Office of the Chief Financial Officer (OCFO) to place a grantee on administrative offset. 

· After notifying a grantee in writing regarding a debt that is owed to ED, program managers may refer the debt to the Accounts Receivable Group within OCFO for billing and collection.  Accounts Receivable establishes a liability and mails a bill.  Accrued interest, penalties and administrative fees are added to the billed amount and instructions for returning funds are included with the bill. 

If a bill is not paid, the debt will be referred to the Treasury Department for offset or further debt calculation as mandated under the Debt Collection and Improvement Act of 1996. 

· The grantee’s funds may be suspended  (see Stop Payment Request Processing Flag below). 

Misuse of Funds/Unallowable Costs

In cases where the program staff’s review of a grantee’s large drawdowns indicates misuse of federal funds such as unallowable expenditures, program managers should notify the grantee in writing that funds must be returned to the Department.  If the grantee fails to comply or has on-going problems with charging unallowable costs to the grant, program managers have a number of remedies available to them.   

Designating Grant as “High Risk”

In accordance with EDGAR, Sections 74.14 and 80.12, if a grantee has a history of poor performance; is not financially stable; has a management system that does not comply with ED requirements; has not conformed with the terms and conditions of the award, or is not otherwise responsible, program managers may designate the grant as “high risk” and apply special conditions to the award that can include one or more of the following:  

· Placing the grant on the reimbursement payment method; 

· Withholding authority to proceed to the next phase until receipt of evidence of acceptable performance within a given funding period; 

· Requiring additional, more detailed financial reports; 

· Requiring the grantee to obtain technical or management assistance; and 

· Establishing additional prior approval requirements (includes prohibiting grantees from exercising one or more of the “expanded authorities” without prior approval – see GPOS Bulletin #19, Part 75 Amendments (Expanded Authorities). Copies of Grants Policy Bulletins and their attachments can be viewed, downloaded, and printed from the Grants Policy and Oversight page located under ConnectED > Reference Library > Grants Policy and Oversight.  

If special terms or conditions are imposed, the program manager notifies the grantee as early as possible, in writing, of:

· The nature of the special conditions; 

· The reason(s) for imposing them; 

· The corrective actions which must be taken before they will be removed and the time allowed for completing the corrective actions;  and

· The method for requesting reconsideration of the conditions imposed. 

Enforcement Actions 

EDGAR, Sections 74.61-62 and 80.43, also sets forth remedies for non-compliance if the grantee materially fails to comply with the terms and conditions of an award.  The program manager in collaboration with a license holder authorized to award grant funds for the grant and the program attorney can take one or more of the following enforcement actions as appropriate: 

· Temporarily withhold cash payments pending correction of the deficiency by the recipient or more severe enforcement action;

· Disallow (that is, deny both use of funds and any applicable matching credit for) all or part of the cost of the activity or action not in compliance; 

· Wholly or partly suspend or terminate the current award; 

· Withhold further awards for the project or program;  or

· Take other remedies that may be legally available.

ED must consider a grantee’s due process rights in taking suspension or termination actions.  The U.S. Constitution requires that when the government takes action that affects individual property rights, the affected individuals are entitled to due process.  Further, the General Education Provisions Act and the regulations in 34 CFR Part 81 provide specific procedures whenever ED suspends or terminates a grant.    

When wholly or partly suspending or terminating a grant, program managers must notify a grantee in writing, with the concurrence of OGC, of the enforcement action being taken.  The letter must state:

· The type of action being taken (i.e., suspension, termination)

· The reasons the action is being taken; 

· Any corrective action needed; 

· The time allowed for the corrective action; and 

· Any appeal rights and procedures, if applicable.  

Even if a grantee is taking corrective action, program managers may place special conditions on awards (e.g., designate “high risk”) and preclude the grantee from obtaining future awards for a specified period, or take actions to prevent future noncompliance, such as closer monitoring.  
Award Payment Flags 

There are three Award Payment Flags that can be set in GAPS at the award level to affect the processing of payment requests on individual awards.  These flags will either prevent the initiation of payment requests or route the payment requests for approval by the program office.  The Award Payment Flags can only be set by license holders on grants they are authorized to award.  Program offices must notify the grantee in writing before setting the following Award Payment Flags: 

Stop Payment Request Processing Flag:  This flag will prevent the grantee from drawing down funds on an individual award.   This flag might be used to prevent a grantee who has not complied with the terms or conditions of an award from drawing down additional funds.  This flag might be used when preparing for debarment or suspension of a grantee or when a grantee has misused federal funds and not reimbursed the Department.   

Route Payment Request for Approval Flag: This flag ensures that payments will not be made until a license holder within the program office approves the payment request.  This flag might be used when the grantee has unresolved excess cash balances or has a history of drawing funds in excess of immediate cash needs. 

On Reimbursement Flag: This flag is used when the program office would like to review and approve the grantee’s request for funds.   A grantee that is on the reimbursement payment method must use its own funds for costs incurred and then submit details of the costs for reimbursement to the program office.  The grantee submits details of the costs incurred on the Standard Form 270 – “Request for Advance or Reimbursement.”  Upon review and approval by the responsible program staff member, the license holder processes the request for payment in GAPS.   A grantee who has been placed on “high-risk” status or who has problems with unresolved excess cash balances might be placed on the reimbursement payment method.  

Oversight

· Points of Contact within each program office are responsible for following up with program managers to ensure that all grants appearing on the report have been researched and that any excess cash problems have been resolved.

· The Grants Policy and Oversight Staff (GPOS), Office of the Chief Financial Officer, is responsible for providing overall department-wide oversight to ensure that program offices are monitoring for excessive drawdowns. GPOS will run the report on a monthly basis and will contact the Points of Contact and program managers to ensure that problems with excess cash balances have been resolved and that proper documentation is maintained regarding the status of each grant on the report.  

Copies of Bulletin

Copies of Grants Policy Bulletins and their attachments can be viewed, downloaded, and printed from the Grants Policy and Oversight page located under ConnectED > Reference Library > Grants Policy and Oversight.  

Blanca Rosa Rodriguez, Director

Grants Policy and Oversight Staff

Office of the Chief Financial Officer













� The term “grantee” is used to refer to the legal recipient of an ED grant award.  The term “payee” is used to refer to the entity that is responsible for drawing down grant funds on behalf of the grantee and accounting for those funds.  In most cases, the grantee and the payee are the same entity.  For the purposes of simplicity, the single term “grantee “ will be used in this bulletin to refer to the responsibilities of both the grantee and payee.  Program staff should note that in all cases the grantee, who is the responsible party for the grant, should be contacted about excess cash balances or other financial problems. 
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