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(t) Conflict of interest. The State agency
must ensure that no conflict of interest ex-
ists, as defined by applicable State laws, reg-
ulations, and policies, between the State
agency and any vendor or home food delivery
contractor, or between any local agency and
any vendor or home food delivery contractor
under its jurisdiction.

(u) Participant violations and sanctions. (1)
General requirements. The State agency must
establish procedures designed to control par-
ticipant violations. The State agency also
must establish sanctions for participant vio-
lations. Participant sanctions may include
disqualification from the Program for a pe-
riod of up to one year.

(2) Mandatory disqualification. (i) General.
Except as provided in paragraphs (u)(2)(ii)
and (u)(2)(iii) of this section, whenever the
State agency assesses a claim of $100 or
more, assesses a claim for dual participation,
or assess a second or subsequent claim of any
amount, the State agency must disqualify
the participant for one year.

(ii) Exceptions to mandatory disqualification.
The State agency may decide not to impose
a mandatory disqualification if, within 30
days of receipt of the letter demanding re-
payment, full restitution is made or a repay-
ment schedule is agreed on, or, in the case of
a participant who is an infant, child, or
under age 18, the State or local agency ap-
proves the designation of a proxy.

(iii) Terminating a mandatory disqualifica-
tion. The State agency may permit a partici-
pant to reapply for the Program before the
end of a mandatory disqualification period if
full restitution is made or a repayment
schedule is agreed upon or, in the case of a
participant who is an infant, child, or under
age 18, the State or local agency approves
the designation of a proxy.

(3) Warnings before sanctions. The State
agency may provide warnings before impos-
ing participant sanctions.

(4) Fair hearings. At the time the State
agency notifies a participant of a disquali-
fication, the State agency must advise the
participant of the procedures to follow to ob-
tain a fair hearing pursuant to § 246.9.

(5) Referral to law enforcement authorities.
When appropriate, the State agency must
refer vendors, home food delivery contrac-
tors, and participants who violate program
requirements to Federal, State, or local au-
thorities for prosecution under applicable
statutes.

§ 246.13 Financial management system.
(a) Disclosure of expenditures. The

State agency shall maintain a finan-
cial management system which pro-
vides accurate, current and complete
disclosure of the financial status of the
Program. This shall include an ac-
counting for all property and other as-

sets and all Program funds received
and expended each fiscal year.

(b) Internal control. The State agency
shall maintain effective control over
and accountability for all Program
grants and funds. The State agency
must have effective internal controls
to ensure that expenditures financed
with Program funds are authorized and
properly chargeable to the Program.

(c) Record of expenditures. The State
agency shall maintain records which
adequately identify the source and use
of funds expended for Program activi-
ties. These records shall contain, but
are not limited to, information per-
taining to authorization, receipt of
funds, obligations, unobligated bal-
ances, assets, liabilities, outlays, and
income.

(d) Payment of costs. The State shall
implement procedures which ensure
prompt and accurate payment of allow-
able costs, and ensure the allowability
and allocability of costs in accordance
with the cost principles and standard
provisions of this part, 7 CFR part 3016,
and FNS guidelines and instructions.

(e) Identification of obligated funds.
The State agency shall implement pro-
cedures which accurately identify obli-
gated Program funds at the time the
obligations are made.

(f) Resolution of audit findings. The
State agency shall implement proce-
dures which ensure timely and appro-
priate resolution of claims and other
matters resulting from audit findings
and recommendations.

(g) Use of minority- and women-owned
banks. Consistent with the national
goals of expanding opportunities for
minority business enterprises, State
and local agencies are encouraged to
use minority- and women-owned banks.

(h) Reconciliation of food instruments.
The State agency shall reconcile food
instruments in accordance with
§ 246.12(n).

(i) Transfer of cash. The State agency
shall have controls to minimize the
time elapsing between receipt of Fed-
eral funds from the U.S. Department of
Treasury and the disbursements of
these funds for Program costs. In the
Letter of Credit system, the State
agency shall make drawdowns from the
U.S. Department of Treasury’s Re-
gional Disbursing Office as close as
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possible to the actual date that dis-
bursement of funds is made. Advances
made by the State agency to local
agencies shall also conform to these
same standards.

(j) Local agency financial management.
The State agency shall ensure that all
local agencies develop and implement a
financial management system con-
sistent with requirements prescribed
by FNS and the State agency pursuant
to the requirements of this section.

[50 FR 6121, Feb. 13, 1985; 50 FR 8098, Feb. 28,
1985]

EFFECTIVE DATE NOTE: At 65 FR 83286, Dec.
29, 2000, in § 246.13 paragraph (h) was revised,
eff. Feb. 27, 2001. For the conveniece of the
user, the revised text is set forth as follows:

§ 246.13 Financial management system.

* * * * *

(h) Adjustment of expenditures. The State
agency must adjust projected expenditures
to account for redeemed food instruments
and for other changes as appropriate.

§ 246.14 Program costs.

(a) General. (1) The two kinds of al-
lowable costs under the Program are
‘‘food costs’’ and ‘‘nutrition services
and administration costs.’’ In general,
costs necessary to the fulfillment of
Program objectives are to be consid-
ered allowable costs. The two types of
nutrition services and administration
costs are:

(i) Direct costs. Those direct costs
that are allowable under 7 CFR part
3016.

(ii) Indirect costs. Those indirect
costs that are allowable under 7 CFR
part 3016. When computing indirect
costs, food costs may not be used in the
base to which the indirect cost rate is
applied. In accordance with the provi-
sions of 7 CFR part 3016, a claim for in-
direct costs shall be supported by an
approved allocation plan for the deter-
mination of allowable indirect costs.

(2) Except as provided in paragraph
(e) of this section and §§ 246.16(g) and
246.16(h) of this part, funds allocated by
FNS for food purchases may not be
used to pay nutrition services and ad-
ministration costs. However, nutrition
services and administration funds may
be used to pay for food costs.

(b) What costs may I charge to the food
grant?

(1) The State agency may use food
funds for costs of:

(i) Acquiring supplemental foods pro-
vided to State or local agencies or par-
ticipants, whichever receives the sup-
plemental food first;

(ii) Warehousing supplemental foods;
and

(iii) Purchasing and renting breast
pumps.

(2) For costs to be allowable, the
State agency must ensure that food
costs do not exceed the vendor’s cus-
tomary sales price. For example, in re-
tail purchase systems, food costs may
not exceed the shelf price of the supple-
mental food provided.

(c) Specified allowable nutrition services
and administration costs. Allowable nu-
trition services and administration
(NSA) costs include the following:

(1) The cost of nutrition education
and breastfeeding promotion and sup-
port which meets the requirements of
§ 246.11. During each fiscal year, each
State agency shall expend, for nutri-
tion education activities and
breastfeeding promotion and support
activities, an aggregate amount that is
not less than the sum of one-sixth of
the amount expended by the State
agency for costs of NSA and an amount
equal to its proportionate share of the
national minimum expenditure for
breastfeeding promotion and support
activities. The amount to be spent on
nutrition education shall be computed
by taking one-sixth of the total fiscal
year NSA expenditures. The amount to
be spent by a State agency on
breastfeeding promotion and support
activities shall be an amount that is
equal to at least its proportionate
share of the national minimum
breastfeeding promotion expenditure
as specified in paragraph (c)(1) of this
section. The national minimum ex-
penditure for breastfeeding promotion
and support activities shall be equal to
$21 multiplied by the number of preg-
nant and breastfeeding women in the
Program, based on the average of the
last three months for which the De-
partment has final data. On October 1,
1996 and each October 1 thereafter, the
$21 will be adjusted annually using the
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