June 2012 Foreign Food Aid Donation Cluster USDA

UNITED STATES DEPARTMENT OF AGRICULTURE

None FOOD FOR PROGRESS PROGRAM
None SECTION 416(b) PROGRAM

l. PROGRAM OBJECTIVES

The U.S. Department of Agriculture (USDA) donates agricultural commodities for use in
carrying out assistance programs in developing countries and friendly countries. Such countries
are often emerging democracies that have made a commitment to introduce or expand private
enterprise elements into the agricultural sectors of their economies.

1. PROGRAM PROCEDURES
General Overview

The Food for Progress Program and the Section 416(b) Program (Foreign Food Aid Donation
Programs) are Commaodity Credit Corporation (CCC) programs. CCC implements these
programs through personnel of the Foreign Agricultural Service (FAS) and Farm Service Agency
(FSA). The CCC, a wholly-owned government corporation within the USDA, may acquire
agricultural commodities under various surplus removal and agricultural price support programs
and make them available for various domestic and foreign food assistance programs. Under the
Food for Progress Act of 1985, CCC may purchase commodities from the market for donation
overseas.

Recipients under the Foreign Food Aid Donation Programs are known collectively as
Cooperating Sponsors. The CCC makes commodities available to the Cooperating Sponsors for
use in the operation of charitable and economic development activities in eligible foreign
countries. Cooperating Sponsors may be foreign governments or private entities including non-
profit organizations located in the United States but operating programs overseas which are
registered with the United States Agency for International Development (7 CFR section 1499.3).

The two programs have different criteria for determining what qualifies as an eligible foreign
country.

Food for Progress Program — Commodities made available under this program,
regardless of funding source, must be donated for use in developing countries and
emerging democracies that have made commitments to introduce or expand free
enterprise elements in their agricultural economies. Within these constraints, USDA
gives priority consideration to proposals for countries that:

e Have economic and social indicators that demonstrate the need for assistance,
including indicators related to income, undernourishment, movement toward
freedom, and food imports; or

e Arein transition, either politically or economically, including countries that show
potential toward strong private sector growth and development or that are
recovering from conflict.
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Section 416(b) Program — Section 416(b) of the Agricultural Act of 1949 authorizes the
donation of CCC-owned commodities in excess of domestic program requirements to
carry out food assistance programs in developing and friendly countries.

Program Operation
General

A Cooperating Sponsor must file a Plan of Operation with the CCC under the Section 416(b)
Program. The CCC is also authorized to require such a plan under the Food for Progress
Program (7 CFR section 1499.5). This Plan of Operation becomes part of an agreement between
the CCC and the Cooperating Sponsor. The plan or agreement stipulates, among other things,
the nature of the project the sponsor proposes to operate, the country in which such operations
will take place, the types and quantities of commodities needed, the purpose for which the
commodities will be used, and the use of either direct distribution or monetization of
commodities. The Cooperating Sponsor is responsible for fulfilling the reporting requirements
concerning logistics, monetization, and quarterly financial reports.

Direct Distribution

A direct distribution by the Cooperating Sponsor involves the distribution of donated
commodities directly to individuals or charitable institutions in the host country referred to as
Recipient Agencies (e.g., hospitals, schools, kindergartens, orphanages, homes for the elderly).
These Recipient Agencies then use the commodities in serving their clientele.

Recipient Agencies

A Cooperating Sponsor must enter into an agreement with a Recipient Agency prior to the
transfer of any commodities, sales proceeds, or program income to the Recipient Agency. The
agreement must require the Recipient Agency to compensate the Cooperating Sponsor for any
agricultural commodities or other assets generated by the program that are not used for purposes
expressly provided for in the agreement, or that are lost, damaged, or misused as the result of the
Recipient Agency’s failure to exercise reasonable care.

Monetization

A monetization agreement authorizes the Cooperating Sponsor to sell the commodities in the
applicable foreign country and use the sales proceeds to support its programmatic activities in
accordance with the signed agreement. To the maximum extent possible, the Cooperating
Sponsor is expected to conduct the sale of commodities through the private sector of the host
country’s economy. A Cooperating Sponsor’s agreement with the CCC may also provide for
bartering commodities in exchange for goods and services to support program operations.

In addition to commodities, the CCC’s agreement with the Cooperating Sponsor may provide the
Cooperating Sponsor cash assistance to fund program administrative and operational expenses.
Program regulations also authorize cash advances for this purpose. Such cash awards may be
made only after approval of a program operating budget submitted by the Cooperating Sponsor.
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Source of Governing Requirements

Commodity donations are authorized by the Food for Progress Act of 1985 (7 USC 17360)
(Food for Progress Program) and Section 416(b) of the Agricultural Act of 1949 (7 USC
1431(b)) (Section 416(b) Program). Implementing regulations are found at 7 CFR part 1499.

Availability of Other Program Information

For more information, contact the Director, Food Assistance Division, FAS, USDA at 1250
Maryland Avenue, S.W., Suite 400, Washington, D.C. 20024. Contacts may also be made
through: (202) 720-4221 (voice); (202) 690-0251 (fax); or info@fas.usda.gov (E-mail).

I11.  COMPLIANCE REQUIREMENTS

In developing the audit procedures to test compliance with the requirements for a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirements described in Part 3 are
applicable and then look to Parts 3 and 4 for the details of the requirements.

A. Activities Allowed or Unallowed
1. Use of Funds

The Plan of Operation and agreement set forth the description of the activities for
which commaodities, monetized proceeds, or program income shall be used.

Except as approved in advance by CCC, the Cooperating Sponsor shall ordinarily

bear all costs incurred subsequent to CCC’s delivery of commodities at U.S. ports
or intermodal points (7 CFR section 1499.7(d)).

With prior written approval from CCC, the Cooperating Sponsor may use CCC
funds for administrative expenses under the Food for Progress Program.
Administrative expenses include expenses incurred for the purchase of goods and
services directly related to program administration and monitoring of distribution
and monetization operations (7 CFR section 1499.7(b)(3)).

2. Use of Commodities and Monetization Proceeds

A Cooperating Sponsor must use USDA commaodities furnished under the Foreign
Food Aid Donation Programs, and proceeds from the sale of such commodities if
applicable, for purposes expressly provided for in its agreement with the CCC

(7 CFR sections 1499.10(a) and 1499.12(d)).

Agreements with Cooperating Sponsors implementing Section 416(b) projects
may provide for the use of proceeds from monetization operations to fund
administrative expenses (7 USC 1431(b)(7)(F)).

A-133 Compliance Supplement 4-10.000-3



June 2012

Foreign Food Aid Donation Cluster USDA

Cash Management
1. Cash Advances From the CCC

A Cooperating Sponsor may request an advance of up to 85 percent of the amount
of an approved program operating budget. Cash advances furnished by the CCC
must be deposited in interest bearing accounts. Any interest earned on such
advances must be used for the same purposes as the cash advances themselves

(7 CFR sections 1499.7(f) and (g)).

2. Commaodity Monetization Proceeds

A Cooperating Sponsor must deposit all proceeds from the sale of USDA-donated
commodities under monetization agreements into interest bearing accounts.
Exceptions are permitted where this practice is prohibited by local law or custom
of the importing country, or the CCC determines that enforcing the requirement
would impose an undue burden on the sponsor (7 CFR section 1499.12(c)).

Equipment and Real Property Management

To the extent required by the program agreement, a Cooperating Sponsor must furnish
the CCC and FAS with inventory lists of equipment and real property acquired with
proceeds from the sale of donated commodities, interest, and other program income
(OMB No. 0551-0035). When such assets are no longer needed for program purposes,
the sponsor must dispose of them in accordance with 7 CFR section 1499.12(g).

Period of Availability of Federal Funds

Any portion of a cash advance not obligated by the Cooperating Sponsor within 180 days
of receipt, and any related interest, must be refunded to the CCC within 30 days after the

Cooperating Sponsor’s obligational authority over the funds has expired (7 CFR section
1499.7(h)).

CCC will not pay any cost incurred by the Cooperating Sponsor prior to the date of the
program agreement (7 CFR section 1499.7(c)).

Procurement and Suspension and Debarment

A Cooperating Sponsor must follow commercially reasonable practices in procuring
goods and services and when engaging in construction activity in accordance with its
agreement with the CCC (7 CFR section 1499.12(f)).

Program Income

Program income includes interest on sale proceeds and money received by the
Cooperating Sponsor, other than monetization proceeds, as a result of carrying out
approved activities (7 CFR section 1499.1). A Cooperating Sponsor must use program
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income for program purposes identified in its agreement with the CCC (7 CFR section
1499.5).

L. Reporting

1. Financial Reporting
a. SF-270, Request for Advance or Reimbursement — Not Applicable
b. SF-271 — QOutlay Report and Request for Reimbursement for Construction

Programs — Not Applicable
C. SF-425, Federal Financial Report — Not Applicable

d. Financial Statement (OMB No. 0551-0035) — Any Cooperating Sponsor
that receives an advance of CCC funds must file quarterly financial
statements with the CCC.

Key Line Items:

() Cash on hand at beginning of the quarter.
(2) CCC advances received during the quarter.
3) Interest earned during the quarter.

4) Expenditures for administrative and Internal Transportation,
Storage, and Handling (ITSH) costs during the quarter. Both
categories of cost must be subdivided into sub-categories identified
in instructions issued by the FAS.

(5) Cash on hand at the end of the quarter.
2. Performance Reporting

a. CCC Form 620, Logistics Report (OMB No. 0551-0035) — A Cooperating
Sponsor must submit this report to the FAS semiannually for each
agreement. If commodities are distributed directly, the sponsor must
continue submitting reports until all commodities made available under
the agreement have been distributed. In the following detail, quantities of
commodities are reported in terms of net metric tons (NMT) unless
otherwise specified (7 CFR section 1499.16(c)(1)).

Key Line Items — The following line items contain critical information:

(1) Commodity Delivery Table — The following data relating to
shipping of each commodity provided for in the agreement:

(@) Amount received at port.
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(b) Ocean losses/damages.
(c) Amount received at warehouse.
(d) Inland loses/damages.

(2) Freight Charges — The dollar amount of claims for a reduction or
recovery of freight charges in both local currency and U.S. dollar
equivalents. Claims generated by the ocean and inland portions of
the shipment should be separately identified.

3 Warehouse Losses — The following data relating to storage of each
commodity provided for in the agreement:

(@) Warehouse losses/damages.
(b) Balance available for distribution.

4 Direct Distribution — The following data relating to direct
distribution of each commodity provided for in the agreement:

@) Amount distributed.
(b) Distribution losses/damages.

(© Type of institution reached and number of institutions
reached.

(d) Number of benefiting individuals.

(5) Warehouse Inventory Status — The warehouse inventory status of
each commaodity provided for in the agreement: beginning
inventory, total received in warehouse, total dispatched from
warehouse, warehouse losses, and ending inventory.

CCC Form 621, Monetization Report (OMB No. 0551-0035) — A
Cooperating Sponsor must submit this report to the FAS semiannually for
each agreement that provides for monetization of the commodities.
Reports are required until all the commodities have been sold and the
proceeds disbursed for authorized purposes. If a monetization project
involves a revolving loan program, current FAS policy requires the
Cooperating Sponsor to submit reports only through repayment of the first
loan cycle.

Methods a Cooperating Sponsor may use to determine prevailing local
market prices for monetization purposes include, but are not limited to,
soliciting sealed bids, using public auctions, involving commaodity
exchanges, or obtaining written statements from the agricultural attache or
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4,

minister for foreign agricultural affairs in the host country. The FAS
home page on the Internet provides agricultural attache contact
information.

(http://www.fas.usda.gov/scriptsw/fasfield/ovs directory search.asp.asp)

Key Line Items — The following line items contain critical information:
Part | — Sales:

For each commodity provided for in the agreement: the amount
sold, the price per MT (metric ton), exchange rate, proceeds
generated in LC (local currency), and proceeds generated in USD
(U.S. dollar equivalent).

Part Il — Barter:

For each commodity used in barter exchanges: the type and
amount bartered, the commaodity/service received, and the
domestic price on transaction date for commodity bartered and
commodity/service received.

Part 111 — Deposits to Special Funds Account:
The following classes of funds deposited, both in local currency
and in the equivalent number of U.S. dollars: sales of commodities,
interest, other program income.

Part IV — Disbursements from Special Funds Account:

The amount of each disbursement, in both local currency and U.S.
dollars, and a brief statement of the use of funds.

Part V — Balance of Special Funds Accounts:

Beginning and ending balances of special fund accounts, both in
local currency and in U.S. dollars.

Special Reporting — Not Applicable
Section 1512 ARRA Reporting — Not Applicable

Subaward Reporting under the Transparency Act — Not Applicable

A-133 Compliance Supplement 4-10.000-7


http://www.fas.usda.gov/scriptsw/fasfield/ovs_directory_search.asp

June 2012 Foreign Food Aid Donation Cluster USDA

N. Special Tests and Provisions
1. Recipient Agencies

Compliance Requirement — The Plan of Operation is required to describe the Recipient
Agencies that will be involved in the program and a description of each Recipient
Agency’s capability to perform its responsibilities (7 CFR section 1499.5(a)(3)). A
Recipient Agency is defined as an entity located in the foreign country that receives
commodities or commodity sale proceeds from a Cooperating Sponsor for the purpose of
implementing activities (7 CFR section 1499.1).

The Cooperating Sponsor must enter into a written agreement with a Recipient Agency
before transferring USDA commodities, monetization proceeds, or other program income
to that entity. Such an agreement must require the Recipient Agency to pay to the
Cooperating Sponsor the value of any commodities provided by USDA, sales proceeds,
or other program income not used for purposes expressly permitted under the
Cooperating Sponsor’s own agreement with the CCC; or that are lost, damaged, or
misused as the result of the Recipient Agency’s failure to exercise reasonable care

(7 CFR section 1499.11(a)).

The Cooperating Sponsor must ensure that the activities of any Recipient Agency that
receives $25,000 or more in commodities or commodity sales proceeds are subjected to
on-site inspection. The Cooperating Sponsor may meet this requirement by relying upon
independent audits of the Recipient Agencies or by conducting its own on-site reviews
(7 CFR section 1499.17).

Audit Objective — Determine whether (1) the Cooperating Sponsor entered into written
agreements with the Recipient Agencies, (2) the use of the Recipient Agencies was
consistent with the Plan of Operation, and (3) the Cooperating Sponsor monitored the
activities of Recipient Agencies to ensure proper performance of assigned activities and
use of commaodities, monetized proceeds, and program income.

Suggested Audit Procedures

Select a sample of Recipient Agencies and ascertain if:

a. The Cooperating Sponsor entered into a written agreement with the Recipient
Agency.
b. The Cooperating Sponsor’s use of the Recipient Agency was consistent with the

Plan of Operation.

C. The Cooperating Sponsor appropriately monitored the activities of the Recipient
Agency to ensure proper performance of assigned activities and use of
commodities, monetized proceeds, and program income.
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UNITED STATES DEPARTMENT OF AGRICULTURE
CFDA10.500 COOPERATIVE EXTENSION SERVICE
l. PROGRAM OBJECTIVES

The National Institute of Food and Agriculture (NIFA) provides formula grant funds to the 1862
land-grant institutions and the 1890 land-grant institutions for cooperative agricultural extension
work which consists of the development of practical applications of research knowledge and
practical demonstrations of existing or improved practices or technologies in agriculture, home
economics, and rural energy, and related subjects to persons not attending or resident in colleges.

1. PROGRAM PROCEDURES

The Cooperative State Research, Education, and Extension Service (CSREES) became the NIFA
on October 1, 2009, per section 7511(a)(4) of the Food, Conservation, and Energy Act (FCEA)
of 2008 (Pub. L. No. 110-246). All authorities of CSREES were transferred to NIFA.

The First Morrill Act of 1862 provided for the establishment of the 1862 land-grant institutions
which are located in the 50 States, the District of Columbia, the Commonwealth of Puerto Rico,
and the insular areas of American Samoa, Guam, Micronesia, Northern Marianas, and the Virgin
Islands. The Second Morrill Act of 1890 provided for the support of the 1890 land-grant
institutions, including Tuskegee University and West Virginia State University, which are
located in 16 States.

The 1862 land-grant institutions receive formula grant funds for cooperative extension work
under sections 3(b) and (c) of the Smith-Lever Act (7 USC 343(b) and (c)) and the 1890 land-
grant institutions, including Tuskegee University and West Virginia State University, receive
formula grant funds for cooperative extension work under section 1444 of the National
Agricultural Research, Extension, and Teaching Policy Act of 1977 (NARETPA). The only
exception is the District of Columbia, which receives extension funds under the District of
Columbia Public Postsecondary Education Reorganization Act, Pub. L. No. 93-471, as opposed
to sections 3(b) and (c) of the Smith-Lever Act.

Funds are allocated to the land-grant institutions based on specified formulas, and these funds are
made available to the land-grant institutions at the beginning of each quarter. During Fiscal Year
(FY) 2012, NIFA is planning to complete its transition to the U.S. Department of the Treasury’s
Automated Standard Application for Payments (ASAP) for all of its Federal assistance awards.
Most FY 2009 and prior-year formula grant awards will continue to be disbursed via the
Department of Health and Human Services” Payment Management System (DHHS-PMS) until
the transition is complete. These formulas are based on the farm and rural populations of each
state and include an equal portion distributed to all eligible institutions. These funds support the
activities commonly referred to as “base programs.”
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Formula funds are also provided to the 1862 and 1890 land-grant institutions under section 3(d)
of the Smith-Lever Act for the Expanded Food and Nutrition Education Program (EFNEP),
which is authorized under section 1425 of NARETPA. These funds are made available to the
1862 and 1890 land-grant institutions in the 50 States, the District of Columbia, the
Commonwealth of Puerto Rico, and the insular areas of American Samoa, Guam, Micronesia,
Northern Marianas, and the Virgin Islands. To enable low-income individuals and families to
engage in nutritionally sound food purchasing and preparation practices, the expanded food and
nutrition education program provides for employment and training of professional and
paraprofessional aides to engage in direct nutrition education of low-income families and in
other appropriate nutrition education programs. To the maximum extent practicable, program
aides are hired from the indigenous target population. Section 7403 of the FCEA amended
section 3(d) of the Smith-Lever Act to provide 1890 institutions and the 1862 institution in the
District of Columbia full eligibility to receive funds authorized under section 3(d) of the Smith-
Lever Act (7 USC 343(d)), including EFNEP funds.

The 1862 and the 1890 land-grant institutions were required to submit a 5-Year Plan of Work
which describes the extension programs that they intend to administer (7 USC 344 and 3221).
Final Revised Guidelines for State Plans of Work for the Agricultural Research and Extension
Formula Funds (Guidelines) were published in the Federal Register on January 25, 2006, 71 FR
4101-4112.

Source of Governing Requirements
The laws governing this program are codified at 7 USC 301-349, 3221, 3222, 3222d, and 3319.
Availability of Other Program Information

Additional program information is available from the NIFA website on the Internet at
http://www.nifa.usda.gov.

I11. COMPLIANCE REQUIREMENTS

In developing the audit procedures to test compliance with the requirements for a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirements described in Part 3 are
applicable and then look to Parts 3 and 4 for the details of the requirements.

A. Activities Allowed or Unallowed

1. Formula grant funds may be spent only for the furtherance of cooperative
extension work and according to the 5-Year Plan of Work approved by NIFA
(7 USC 344 and 3221(d)). This5-Year Plan of Work may be integrated with the
research component of the land-grant institution which is funded under the Hatch
Act, and/or the 5-Year Plan of Work may be a joint plan between an 1862 land-
grant institution and an 1890 land-grant institution if they are both located in the
same State (See Section I1.A.1, of the Guidelines, 71 FR 4108).
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2. No portion of Smith-Lever Act funds and section 1444 funds of NARETPA may
be applied directly or indirectly “to the purchase, erection, preservation or repair
of'any building or buildings, or the purchase or rental of land” (7 USC 345 and
3221(e)).
3. No portion of Smith-Lever Act funds and section 1444 funds under NARETPA

may be applied directly or indirectly in college course teaching or lectures in
college (7 USC 345 and 3221(e)).

B. Allowable Costs/Cost Principles

1.

Indirect Costs — No indirect costs or tuition remission may be charged against the
formula grant funds authorized under the Smith-Lever Act or under section 1444
of NARETPA (7 USC 3319).

Retirement Contributions — Retirement and pension contributions paid from grant
funds for individuals whose salaries are paid in whole or in part with grant funds
are capped at 5 percent. The deposits and contributions of Federal origin must be
at least equaled by the grantee (7 USC 331).

G. Matching, Level of Effort, Earmarking

1.

Matching

a. 1862 Land-Grant Institutions in the 50 States — All formula funds
provided to the 1862 land-grant institutions in the 50 States under sections
3(b) and (c) of the Smith-Lever Act must be 100 percent matched. In-kind
contributions are not allowed as match for formula funds authorized under
sections 3(b) and (c) of the Smith-Lever Act (7 USC 343(e)). Funds
provided under section 3(d) of the Smith-Lever Act (7 USC 343(d)) for
the expanded food and nutrition education program (EFNEP) do not
require any matching contributions (7 USC 3175).

b. 1862 Land-Grant Institution in the District of Columbia — There is no
matching requirement for funds awarded to the 1862 land-grant institution
in the District of Columbia. The District of Columbia Public
Postsecondary Education Reorganization Act (Pub. L. No. 93-471) was
amended by Section 7417 of FCEA to eliminate this matching requirement
effective October 1, 2008 (Section 208 of Pub. L. No. 93-471, as
amended). Funds provided under section 3(d) of the Smith-Lever Act
(7 USC 343(d)) for EFNEP do not require any matching contributions
(7 USC 3175).

C. 1862 Land-Grant Institutions in the Commonwealth of Puerto Rico and
the insular areas of American Samoa, Guam, Micronesia, Northern
Marianas, and the Virgin Islands — The Commonwealth of Puerto Rico
and the insular areas must meet a 50 percent matching requirement of the
Federal formula funds beginning in FY 2003 (7 USC 343(e)(4) and
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7 USC 301 (note)). The Secretary of Agriculture may waive the matching
funds requirement for any fiscal year if the Secretary determines that the
government of the insular area will be unlikely to meet the matching
requirement for the fiscal year (7 USC 343(e)(4)). “Matching funds”
means cash contributions and excludes in-kind matching contributions.
Matching funds must be used to support research and extension activities
as identified in the approved 5-Year Plan of Work (7 USC 343(e); 7 CFR
part 3419).

1890 Land-Grant Institutions, including Tuskegee University and West
Virginia State University —Recipients must match 100 percent of Federal
funds from non-Federal sources. These land-grant institutions may apply
for a waiver of the matching funds requirement in excess of 50 percent for
any fiscal year. “Matching funds” means cash contributions and excludes
in-kind matching contributions. Matching funds must be used to support
research and extension activities as identified in the approved 5-Year Plan
of Work or for approved qualifying educational activities. Matching funds
must be available in the same Federal fiscal year as the Federal funds.
1890 Land-Grant Institutions, including Tuskegee University and West
Virginia State University, may carryover matching funds from one fiscal
year to the following fiscal year (7 USC 3222d and 7 CFR part 3419).
Funds provided under section 3(d) of the Smith-Lever Act (7 USC 343(d))
for EFNEP do not require any matching contributions (7 USC 3175).

2. Level of Effort — Not Applicable

3. Earmarking — Not Applicable

Period of Availability of Federal Funds

Smith-Lever Act formula funds distributed to the 1862 land-grant institutions may be
carried forward five years from the year allocated. For Section 1444 of NARETPA funds
allocated to the 1890 land-grant institutions, including Tuskegee University and West
Virginia State University, no more than 20 percent of the funds received in any fiscal
year may be carried forward to the succeeding fiscal year (7 USC 3221(a)).

Reporting
1. Financial Reporting
a. SF-270, Request for Advance or Reimbursement — Not Applicable
b. SF-271, Outlay Report and Request for Reimbursement for Construction
Programs — Not Applicable
C. SF-425, Federal Financial Report — Applicable
2. Performance Reporting — Not Applicable
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3. Special Reporting — Not Applicable
4. Section 1512 ARRA Reporting — Not Applicable

5. Subaward Reporting under the Transparency Act — Applicable
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UNITED STATES DEPARTMENT OF AGRICULTURE

CFDA 10551  SUPPLEMENTAL NUTRITION ASSISTANCE PROGRAM (SNAP)
CFDA10.561  STATE ADMINISTRATIVE MATCHING GRANTS FOR THE
SUPPLEMENTAL NUTRITION ASSISTANCE PROGRAM

l. PROGRAM OBJECTIVES

The objective of SNAP is to help low-income households buy the food they need for good
health.

1. PROGRAM PROCEDURES
Administration

The U.S. Department of Agriculture (USDA), Food and Nutrition Service (FNS) administers
SNAP in cooperation with State and local governments.

State human services agencies (or county human services agencies under the oversight of the
State government) certify eligibility and provide benefits to households. They also provide
nutrition education. FNS provides funding for State administration and benefits, and oversees
the operation of State agencies to ensure compliance with Federal laws and regulations. In
addition, FNS is solely responsible for authorizing and monitoring retail stores that accept SNAP
benefits in exchange for food.

Federal Funding of Benefits and State Administrative Costs

The Federal Government pays 100 percent of the value of SNAP benefits and generally
reimburses States for 50 percent of their costs to administer the program, except for those
functions listed in III G.1., Matching. SNAP’s authorizing statute places no cap on the amount
of funds available to reimburse States at the 50 percent rate for allowable administrative
expenses. No reimbursement is allowed for State expenditures for activities undertaken as a
condition of settlement of quality control claims against the State for low payment accuracy.

Certification

Eligibility for SNAP is based primarily on income and resources. Although there are a number
of available State design options that can affect benefits for recipients, a key feature of the
program is its status as an entitlement program with standardized eligibility and benefits.

Assessing Need

Households generally cannot exceed a gross income eligibility standard set at 130 percent of the
Federal poverty standard. Households also cannot exceed a net income standard, which is set at
100 percent of the Federal poverty standard. The net income standard allows specified
deductions from gross income, e.g., a standard deduction and deductions for medical expenses
(elderly and disabled only), excess shelter costs, and work expenses. Non-financial eligibility
criteria include: age, school status, citizenship/legal immigration status, residency, household
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composition, work requirements, and disability status. Some non-citizens are ineligible to
participate in the program. Able-bodied adults without dependents are subject to a time limit for
receiving benefits if certain requirements are not met.

As of October 1, 2010, a total of 40 States have adopted the policy known as broad based
categorical eligibility (BBCE). This policy allows a State to base SNAP eligibility
determinations on households’ receipts of Temporary Assistance for Needy Families (T ANF)-
funded non-cash benefits or services (CFDA 93.558). Depending on the eligibility criteria of the
TANF program used to confer SNAP categorical eligibility, the BBCE may enable a State: to
use a higher threshold (200 percent of the poverty level) when applying the gross income test; to
eliminate the asset test altogether; or to eliminate all non-financial eligibility criteria except
citizenship/legal immigration status.

Application Process for SNAP Benefits

The application process for SNAP benefits includes the completion and filing of an application
form, an interview, and the verification of certain information. In addition to using information
supplied by the applicants, State or county agencies use data from other agencies, such as the
Social Security Administration, the Internal Revenue Service, and the State employment security
agency, to verify the household’s identity, income, resources, and other eligibility criteria.

Benefits

Benefit amounts vary with household size and income. As required by law, allotments for
various household sizes are revised October 1 of each year to reflect the cost of the Thrifty Food
Plan, a model plan for a low-cost nutritious diet that is developed and costed by USDA. The
American Recovery and Reinvestment Act of 2009 (ARRA), Pub. L. No. 111-5, provided
increased SNAP benefits, which households began receiving April 1, 2009.

The benefits each household receives are used to purchase food at authorized retail stores. States
issue benefits in the form of debit cards, which recipients can use to purchase food. This is
known as electronic benefits transfer (EBT). Welfare reform legislation required all States to use
EBT by 2002, and all States have achieved full compliance.

Benefit Redemption

Generally, households must use program benefits to purchase foods for preparation and
consumption at home. There are, however, a very few exceptions to this general policy. For
example, there are provisions for homeless persons to use program benefits in authorized
restaurants and for residents of some small institutional settings to participate in the program.

The State’s EBT contractor is responsible for settlement, or payment, to retailers that have
accepted EBT cards for food purchases. The contractor’s “concentrator bank” makes the
payment through the National Automated Clearing House (ACH) system. The concentrator bank
is reimbursed for the payments by a draw made on the State’s EBT benefit account with the U.S.
Treasury. States usually authorize their EBT contractors to make these draws, although some
States draw the cash and pay the concentrator banks themselves. The State is responsible for
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reconciling the payments made to retailers by its EBT contractor with the amounts drawn from
its EBT account with the U.S. Treasury.

States must obtain an examination by an independent auditor of the State EBT service provider
(service organization) regarding the issuance, redemption, and settlement of benefits under
SNAP in accordance with the American Institute of Certified Public Accountants (AICPA)
Statement on Standards for Attestation Engagements (SSAE) No. 16, Reporting on Controls at a
Service Organization. Appendix VIII to this Supplement provides additional guidance on these
examinations.

In performing audits under OMB Circular A-133 of SNAP, an auditor may use these SSAE No.
16 reports to gain an understanding of internal controls and obtain evidence about the operating
effectiveness of controls.

State Responsibilities

A State administering SNAP must sign a Federal/State Agreement that commits it to observe
applicable laws and regulations in carrying out the program. Although legislation provides a
measure of administrative flexibility, the authorizing legislation remains highly prescriptive.
Both the law and regulations prescribe detailed requirements for: (1) meeting program goals,
such as providing timely service and rights to appeal; and (2) ensuring program integrity, such as
verifying eligibility, establishing and collecting claims for benefit overpayments, and prosecuting
fraud.

To ensure that States operate in compliance with the law, program regulations and their own
Plans of Operation, each State is required to have a system for monitoring and improving its
administration of SNAP, particularly the accuracy of eligibility and benefit determinations. This
performance monitoring system includes management evaluation reviews, quality control
reviews, and reporting to FNS on program performance. State agencies shall conduct
management evaluation reviews once every year for large project areas, once every two years for
medium project areas, and once every three years for small project areas, unless an alternative
schedule is approved by FNS. Projects are classified as large, medium, or small based on State
determinations. The State must also ensure corrective action in response to the detection of
program deficiencies.

Federal Oversight and Compliance Mechanisms

FNS oversees State operations through an organization consisting of headquarters and seven
regional offices. In addition, about 60 field offices are often involved in State agency oversight.

FNS program oversight includes budget review and approval, reviews of financial and program
reports and State management review reports, and on-site FNS reviews. Each year FNS
headquarters conveys to its regions the concerns that were elevated to the national level through
audits or other mechanisms. Regions combine this with their knowledge of individual States to
inform the States of possible vulnerabilities to include in their internal management reviews and
corrective action plans.
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Although FNS uses technical assistance extensively to promote improvements in State operation
of the program, reward and enforcement mechanisms are also available. FNS awards
performance bonuses related to payment accuracy, benefit denial decisions, program access, and
timely processing of applications. FNS also assesses penalties related to payment accuracy.
FNS has other mechanisms to recover losses and the cost of negligence. For other forms of
noncompliance, FNS has the authority to give notice and, if improvements do not occur,
withhold administrative funds from States for failure to implement program requirements.

USDA’s Office of Inspector General (OIG) has primary responsibility for investigating
authorized retailers, but the OIG has delegated most such authority to FNS. Consequently, FNS
makes most of the investigations of retailers. The Retailer Investigations Branch of the FNS
SNAP Benefit Redemption Division conducts undercover investigations. FNS also uses EBT
transaction data to identify retailers who engage in trafficking. SNAP legislation and regulations
provide for sanctions against such retailers, which may be temporary or permanent depending on
the severity of the violations. In certain circumstances, monetary penalties may be imposed.

Certification Quality Control System

SNAP maintains an extensive quality control system required by law and regulation. The system
provides State and national measures of the accuracy of eligibility and benefit amount
determination (often referred to as payment accuracy), both underpayment and overpayment, and
of the correctness of decisions to deny, terminate, or (beginning in fiscal year 2001) suspend
benefits.

Measurement

States are required to: select a statistically valid sample of cases, both active (currently receiving
benefits) and negative (benefits denied); review the active cases for eligibility and benefit
amount; and review the negative cases for the correctness of the decision to deny benefits.
Review methods in this sample are generally more intensive than those used in determining
eligibility. States submit findings of all sampled cases, including incomplete and not-subject-to-
review cases, to an automated database maintained by the Federal Government. State quality
control data allow a State to be aware on an ongoing basis of its level of accuracy, and allow for
the identification of trends and appropriate corrective action.

The applicable FNS regional office reviews each State’s sampling plan annually and re-reviews a
statistically valid subsample of the State quality control reviews. The FNS re-review process
provides feedback to each State on its quality control system. FNS uses the State’s sample and
the FNS subsample in a regression formula (described in regulation) to determine payment error
rates and negative case error rates. By law, the payment error rate is the combined value of
overpayments and under payments to participating households. The FNS national office also
reviews its regional operations and provides technical assistance to assure consistency in the
national quality control system.

Corrective Action and Penalties

There is a specific legislative requirement for corrective action by any State with a payment error
rate above 6 percent. Program regulations require corrective action for any negative case error
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rate that exceeds one percent. FNS maintains an extensive system of technical assistance for
States as they develop and implement corrective action. FNS also monitors the implementation
of corrective action plans. States with persistently high error rates are assessed fiscal liabilities
based on the amount of benefits issued in error.

Implications of Quality Control for the Compliance Supplement

The SNAP Quality Control system uses an intensive State review of a sample of active cases
across the United States to measure the accuracy of SNAP eligibility determinations and benefit
amounts. An FNS re-review of a subset of those cases follows. These samples are statistically
valid at the State and national level. Information from Federal program oversight indicates that
this sampling system is operating adequately to provide assurances that FNS is measuring the
accuracy of eligibility decisions and that these data provide a basis for corrective action to
improve the accuracy of eligibility decisions. Therefore, the Quality Control System sufficiently
tests individual eligibility in SNAP.

However, in those situations where computer systems are integral to the operation of the
program, e.g., automated eligibility determination, the auditor should perform tests as deemed
necessary to obtain assurance of the integrity of these systems. In those instances where multiple
programs share the same systems, e.g., automated intake systems for Temporary Assistance for
Needy Families (TANF), SNAP, Medicaid, etc., testing may be done as part of the work on
multiple programs.

Source of Governing Requirements

SNAP is authorized by the Food and Nutrition Act of 2008 (7 USC 2011 et seq.), which replaced
the Food Stamp Act of 1977, as amended. This description of SNAP procedures incorporates
provisions of the following amendments to the Act: the Food, Conservation, and Energy Act of
2008 (Pub. L. No. 110-246, 122 Stat. 923, enacted June 18, 2008); and ARRA, 123 Stat. 120).
SNAP regulations are found in 7 CFR parts 271 through 285.

Availability of Other Program Information

Additional program information is available from FNS’s SNAP site on the Internet at
http://www.fns.usda.gov/snap.

I11.  COMPLIANCE REQUIREMENTS

In developing the audit procedures to test compliance with the requirements for a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirements described in Part 3 are
applicable and then look to Parts 3 and 4 for the details of the requirements.

Note: Generally, E, “Eligibility,” G.1, “Matching,” I, “Procurement and Suspension and
Debarment” (with respect to procurement), and N, “Special Tests and Provisions” apply only to
State governments. However, when States have delegated to the local governments functions
normally performed by the State as administering agency, e.g., eligibility determination, issuance
of SNAP, etc., the related compliance requirements will apply to the local government.
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A. Activities Allowed or Unallowed

Funds made available for administrative costs must be used to screen and certify
applicants for program benefits, issue benefits to eligible households, conduct fraud
investigations and prosecutions, provide fair hearings to households for which benefits
have been denied or terminated, conduct nutrition education activities, prepare financial
and special reports, operate automated data processing (ADP) systems, monitor
subrecipients (where applicable), and otherwise administer the program. Portions of the
award made available for specific purposes, such as ADP systems development or
Employment and Training activities, must be used for such purposes (7 CFR part 277).

E. Eligibility
1. Eligibility for Individuals

The auditor is not required to test eligibility because detail testing of the
individual case files is performed by the quality control unit and reviewed by FNS
and the automated system supporting eligibility determinations and processing
and tracking food stamp issuances is tested under III.N.1, “Special Tests and
Provisions - ADP System for SNAP.”

2. Eligibility for Group of Individuals or Area of Service Delivery — Not
Applicable

3. Eligibility for Subrecipients — Not Applicable
G. Matching, Level of Effort, Earmarking
1. Matching

The State is required to pay 50 percent of the costs of administering the program.
Exceptions to this 50 percent reimbursement rate include 100 percent grants to:

a. Administer the Employment and Training component of the program
(7 CFR section 277.4(b)); and

b. Provide nutrition education and obesity prevention services, beginning
October 1, 2010 (7 USC 20364, Section 241 of Pub. L. No. 111-296, 124
Stat. 3183, December 13, 2010).

There is no matching requirement for ARRA funding of a State’s SNAP
administrative costs (Section 101(c) of ARRA, 123 Stat. 120).

The Federal reimbursement will decrease and the State share of administrative
costs will increase by an amount equal to certain common certification costs
grandfathered into the States’ TANF grant levels but attributable to SNAP

(7 USC 2025(k)). The amount of each State’s downward adjustment was
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determined by the Department of Health and Human Services, and the States were
notified by letter.

Costs of payment error rate reduction activities conducted under reinvestment
agreements with FNS are not eligible for any level of Federal reimbursement.
Private in-kind contributions are not allowable to count toward the State’s share
of the program’s administrative cost (7 CFR sections 277.4(c) and 275.23(e)(10)).

2. Level of Effort — Not Applicable
3. Earmarking — Not Applicable
H. Period of Availability of Federal Funds

ARRA funds are available for obligation by State agencies until September 30, 2010
(Section 1603 of ARRA).

. Procurement and Suspension and Debarment

1. ADP Systems Development — For competitive acquisitions of ADP equipment and
services costing $5 million or more (combined Federal and State shares), the State
must submit an Advanced Planning Document (APD) for the costs to be approved
and allowable as charges to FNS. This threshold is for the total project cost. In
addition, noncompetitive acquisitions of $1 million or more require an APD.
Contracts resulting from noncompetitive procurements of more than $1 million
and contracts for EBT systems, regardless of cost, also must be provided to FNS
for review (7 CFR section 277.18).

2. Procurement — Regardless of whether the State elects to follow State or Federal
rules in accordance with the A-102 Common Rule, the following requirements
must be followed for procurements initiated on or after October 1, 2000:

a. A State or local government shall not award a contract to a firm it used to
orchestrate the procurement leading to that contract. Examples of services
that would disqualify a firm from receiving the contract include preparing
the specifications, drafting the solicitation, formulating contract terms and
conditions, etc. (7 CFR section 3016.60(b)).

b. A State or local government shall not apply in-State or local geographical
preference, whether statutorily or administratively prescribed, in awarding
contracts (7 CFR section 3016.60(c)).
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L. Reporting

1. Financial Reporting

a.

b.

SF-270, Request for Advance or Reimbursement — Not Applicable

SF-271, Outlay Report and Request for Reimbursement for Construction
Programs — Not Applicable

SF-425, Federal Financial Report — Applicable

The ARRA and implementing guidance issued by OMB (2 CFR
section 176.210(b)) require States to distinguish ARRA funds from
regular funds appropriated for the same programs, and to maintain
this distinction throughout the grant cycle. To accomplish this, FNS
has instructed States to submit separate, parallel Federal Financial
Reports on SNAP administrative costs supported by regular and
ARRA funds.

2. Performance Reporting — Not Applicable

3. Special Reporting

Note: The requirement for State agencies to automate their SNAPs includes
automation of reporting requirements (7 CFR section 272.10(b)(2)(vi)). The
testing to ensure accuracy and completeness of the following reports should be
coordinated with the testing of the ADP System for SNAP (see 111.N.1 — “Special
Tests and Provisions — ADP Systems for SNAP”).

a.

FNS-46 — SNAP Issuance Reconciliation Report (OMB No. 0584-0080).
This monthly report is used to account for benefits issued during a report
month for each issuance reconciliation point. The FNS-46 reports the
reconciliation of SNAP benefits actually issued with the State’s (or
county’s in county-run operations) Master Issuance File. The Master
Issuance File contains records on all households eligible to receive
benefits (such as a listing of the households and the benefits each is
authorized to receive). Actual issuances may be recorded in the Record
for Issuance (RFI) or alternative filing system. The RFI is created from
the Master Issuance File and shows the amount of benefits the household
is eligible to receive and the actual amount issued. Generally, one FNS-46
covers the entire State. However, if a State concurrently operates more
than one type of issuance system (e.g., over-the-counter issuance, mail
issuance, etc.), its FNS-46 report(s) must separately identify the amount of
benefits issued under each system.
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Key Line Items — The following line items contain critical information:
(1) Line 6 — Total Issuance this month

(2) Line 7 — Returns during current month

) Line 9 — Value of authorized replacements(s) transacted

FNS-209 — Status of Claims Against Households (OMB No. 0584-0069).
If a household receives more SNAP benefits than it is entitled to receive,
the State must establish a claim against that household and demand
repayment (7 CFR section 273.18(a)). The State is required to create and
maintain a system of records for monitoring these claims against
households. These State systems generate the data entered on the FNS-
209 report. The minimum requirements for such systems are listed at

7 CFR section 273.18(m). The State is permitted to retain a portion of the
collected repayments: 35 percent of the recovered funds from claims
involving fraud or other intentional program violations; 35 percent of the
funds recovered from claims generated by inadvertent household errors,
collected by reducing a person’s unemployment compensation benefits;
and 20 percent of the recovered funds from inadvertent household error
claims collected by other means. No portion of funds recovered from
agency-error overpayments may be retained (7 CFR section 273.18(k)).

Key Line Items — The following line items contain critical information:

(1) Line 3a Beginning Balance and line 13 Ending Balance — represent
the beginning and ending balances, respectively, of the claims.
Columns A, B, and C represent the number and amount of claims
by claim type (i.e., intentional program violation, inadvertent
household error, and State agency administrative error). The
aggregate value of claims activity from the subunits should equal
the State totals. The beginning and ending balances should
represent the total of individual claims that comprise these
balances.

(2) Line 14 Cash, Check, and M.O. — represents total claims payments
made in the form of cash, checks, or money orders.

3) Line 15 SNAP — represents all payments in the form of EBT
benefit returns.

4) Line 16 Recoupment — represents the value of collections made
through allotment reductions.

(5) Line 17 Offset — represents the total value of collections made by
offsetting restored benefits against outstanding claim balances.
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(6) Line 18b Cash Adj.(+ or -) — represents amendments or corrections
to the collection summary of a previous report.

(7) Line 18c Non-Cash Adj. (+ or -) — represents amendments or
corrections to the collection summary of a previous report relative
to the return of SNAP, recoupment, or offsetting transactions.

(8) Line 19 Transfers (+ or -) — represents the claims that were
contained in the collection summary of a previous report and
which are being transferred from one claim category to another
claim category.

9) Line 20a Cash Refunds — represents the value of cash refunds
provided to households that overpaid claims.

(10)  Line 20b Non-Cash Refunds — represents the value of non-cash
refunds provided to households that overpaid claims.

(11) Lines 21 Total, and 28 Total Letter of Credit Adjustments —
represent the Total Collection Summary and the Total Letter of
Credit Adjustments. The aggregate value of claims collection
activity from the subunits should equal the State totals.

4, Section 1512 ARRA Reporting — Not Applicable

5. Subaward Reporting under the Transparency Act — Applicable to non-ARRA
funds in States in which the SNAP is State-supervised but county-administered.
County agencies in such States receive subgrants for their SNAP administrative
costs.

N. Special Tests and Provisions
1. ADP System for SNAP

Note: See III.E.1, “Eligibility — Eligibility for Individuals,” for the reason why the testing
of the ADP system for SNAP is under this special test and provision instead of under
Eligibility.

Compliance Requirement — State agencies are required to automate their SNAP
operations and computerize their systems for obtaining, maintaining, utilizing, and
transmitting information concerning SNAP (7 CFR sections 272.10 and 277.18). This
includes: (1) processing and storing all case file information necessary for eligibility
determination and benefit calculation, identifying specific elements that affect eligibility,
and notifying the certification unit of cases requiring notices of case disposition, adverse
action and mass change, and expiration; (2) providing an automatic cutoff of participation
for households which have not been recertified at the end of their certification period by
reapplying and being determined eligible for a new period (7 CFR sections
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272.10(b)(2)(iii) and 273.10(f) and (g)); and (3) generating data necessary to meet
Federal issuance and reconciliation reporting requirements.

Audit Objective — Determine whether the State administering agency’s ADP system for
SNAP is meeting the requirements to: (1) accurately and completely process and store all
case file information for eligibility determination and benefit calculation;

(2) automatically cut off households at the end of their certification period unless
recertified; and, (3) provide data necessary to meet Federal issuance and reconciliation
reporting requirements.

Suggested Audit Procedures

Because of the diversity of ADP hardware and software systems, it is not practical for the
Compliance Supplement to provide suggested audit procedures to address each system.
See Part 3, E.1.a (suggested audit procedures for eligibility for individuals relating to
automated systems) in this Supplement for other guidance concerning testing ADP
systems. The auditor should test the ADP system to ascertain if the system:

a. Accurately and completely processes and stores all case file information for
eligibility determination and benefit calculation.

b. Automatically cuts off households from SNAP at the end of their certification
period unless the household is recertified.

C. Provides data necessary to meet Federal issuance and reconciliation reporting
requirements. Note: This testing should be coordinated with the testing of
II1.L.3, “Reporting — Special Reporting.”

2. EBT Reconciliation

Compliance Requirement — States that use EBT must have systems in place to reconcile
all of the funds entering into, exiting from, and remaining in the system each day with the
State’s benefit account with Treasury and EBT contractor records. This includes a
reconciliation of the State’s issuance files of postings to recipient accounts with the EBT
contractor. States (generally through the EBT contractor that operates the EBT system)
must also have systems in place to reconcile retailer credit activity as reported into the
banking system to client transactions maintained by the processor and to the funds drawn
down from the EBT benefit account with Treasury. States’ EBT system processors
should maintain audit trails that document the cycle of client transactions from posting to
point-of-sale transactions at retailers through settlement of retailer credits. The financial
and management data that comes from the EBT processor is reconciled by the State to the
SNAP issuance files and settlement data to ensure that benefits are authorized by the
State and funds have been properly drawn down. States may only draw Federal funds for
authorized transactions, i.e., on-line purchases supported by entry of a valid personal
identification number (PIN) or purchases using manual vouchers with telephone
verification supported by a client signature and an EBT contractor authorization number
(7 CFR sections 274.12(a), 274.12(g)(1) and 274.12(j)(1)).
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Audit Objective — Determine whether the State reconciles retailer activity to client
transactions, to its issuance files of postings to recipient accounts with the EBT
contractor, and to postings to and drawdown activity from the State’s benefit account
with Treasury.

Suggested Audit Procedures

a. Verify that the State has a system in place to reconcile total funds entering into,
exiting from, and remaining in the system each day.

b. Select and test a sample of reconciliation(s) to verify that discrepancies are
followed up and resolved. This is generally a contractor duty.

C. Verify that the State or its contractor has a system in place to reconcile retailer
credits against the information entered into the Automated Clearinghouse network
and to the amount of funds drawn down by the State or the State’s fiscal agent
(the EBT contractor).

d. Ascertain if the State or its contractor has recorded any non-Federal liabilities in
the daily EBT reconciliation, i.e., transactions which cannot be charged to the
program. If so, verify that the non-Federal liabilities were funded by non-Federal
sources (i.e., the State or the contractor).

3. EBT Card Security

Compliance Requirement — The State is required to maintain adequate security over,
and documentation/records for, EBT cards (7 CFR section 274.12(h)(3)), to prevent their:
theft, embezzlement, loss, damage, destruction, unauthorized transfer, negotiation, or use
(7 CFR sections 274.7(b) and 274.11(c)).

Audit Objective — Determine whether the State maintains security over EBT cards.
Suggested Audit Procedures

a. Observe the physical security over EBT cards, and/or other negotiable
instruments used in the issuance process.

b. Verify that EBT cards returned from the Postal Service are returned to inventory
or destroyed.

4, Quality Control Unit

Compliance Requirement — The State or local government must establish a quality
control unit that is independent of program operations (7 CFR section 275.2(b)).

Audit Objective — Determine whether the quality control unit is organizationally
independent of program operations.
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Suggested Audit Procedures

Ascertain that the quality control unit is organizationally independent of program
operations.

IV. OTHER INFORMATION

ARRA made additional funds available for both SNAP benefits and SNAP administrative costs.
The ARRA award term at 2 CFR 176.210(b) requires a recipient to separately identify the
expenditures for Federal awards under the Recovery Act. Under SNAP, this would require a
State to distinguish expenditures of regular SNAP funds from expenditures of ARRA SNAP
funds in its Schedule of Expenditures of Federal Awards (SEFA) and in its Single Audit Data
Collection Form (SF-SAC). Memoranda issued by FNS on October 23, 2009 and July 23, 2010
have provided the following guidance on how States and counties are to comply with this award
term.

Guidance for States
1. Reporting SNAP Benefits (CFDA 10.551)
a. SEFA and SF-SAC

USDA is requiring a State to report its total expenditures for SNAP benefits in the
body of the SEFA and in Part 111, Item 9 (Federal Awards Expended During the
Fiscal Year) of the SF-SAC. This is because the conditions outlined in the Note
disclosure, below, preclude a State from disaggregating its total SNAP benefits
expenditures into their regular and ARRA components.

b. Note to the SEFA

In addition to the SEFA and SF-SAC entries, USDA is requiring States to include
the following statement as a Note to their SEFAS:

“The reported expenditures for benefits under the Supplemental Nutrition
Assistance Program (SNAP) (CFDA No. 10.551) are supported by both
regularly appropriated funds and incremental funding made available under
section 101 of the American Recovery and Reinvestment Act of 2009. The
portion of total expenditures for SNAP benefits that is supported by Recovery
Act funds varies according to fluctuations in the cost of the Thrifty Food Plan,
and to changes in participating households’ income, deductions, and assets.
This condition prevents USDA from obtaining the regular and Recovery Act
components of SNAP benefits expenditures through normal program reporting
processes. As an alternative, USDA has computed a weighted average
percentage to be applied to the national aggregate SNAP benefits provided to
households in order to allocate an appropriate portion thereof to Recovery Act
funds. This methodology generates valid results at the national aggregate
level but not at the individual State level. Therefore, we cannot validly
disaggregate the regular and Recovery Act components of our reported
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expenditures for SNAP benefits. At the national aggregate level, however,
Recovery Act funds account for 16.55 percent of USDA’s total expenditures
for SNAP benefits in the Federal fiscal year ended September 30, 2011.”

Reporting SNAP Administrative Funds (CFDA 10.561)

A State’s SEFA and SF-SAC must separately present the regular and ARRA components
of its expenditures for SNAP administrative costs, as follows:

10.561 Supplemental Nutrition Assistance Program (Administrative
Costs)
10.561 ARRA — Supplemental Nutrition Assistance Program

(Administrative Costs)

Guidance for Counties

1.

Reporting SNAP Benefits Generally

A county should not be reporting expenditures for SNAP benefits in its SEFA or in its

SF-SAC. This is because SNAP benefits are provided exclusively by EBT. Inan EBT

environment, there is no pass-through of Federal funds for SNAP benefits. Rather,

benefits are processed and expenditures determined by State-level EBT systems. With

respect to counties, therefore, SNAP benefits do not meet the definitions of “Federal

award” and “Federal financial assistance” set out in OMB Circular A-133, section
.105.

Reporting SNAP Administrative Funds Generally and in Relation to ARRA

a. A county in a State where the SNAP is State-administered should NOT be
reporting expenditures for SNAP administrative costs in its SEFA or SF-SAC.
This is because program offices in such States are staffed with State employees,
who perform all program functions. No SNAP administrative funds are passed
through to counties.

b. A county in a State where the SNAP is State-supervised but county-administered
is required to report its expenditures for SNAP administrative costs in the same
manner as the State, i.e., the county’s SEFA and SF-SAC must separately present
the regular and ARRA components of its expenditures for SNAP administrative
costs. In these cases, States pass Federal SNAP administrative funds through to
the counties for program functions performed by county agencies. This creates
Federal assistance relationships in which the counties operate as SNAP
subrecipients.

These reporting instructions are available on the FNS SNAP Recovery Act Web Site at
http://www.fns.usda.gov/fns/recovery/recovery-snap.htm.
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UNITED STATES DEPARTMENT OF AGRICULTURE

CFDA 10.553 SCHOOL BREAKFAST PROGRAM (SBP)

CFDA 10.555 NATIONAL SCHOOL LUNCH PROGRAM (NSLP)

CFDA 10556  SPECIAL MILK PROGRAM FOR CHILDREN (SMP)

CFDA 10559 SUMMER FOOD SERVICE PROGRAM FOR CHILDREN (SFSPC)

l. PROGRAM OBJECTIVES

The objectives of the child nutrition cluster programs are to: (1) assist States in administering
food services that provide healthful, nutritious meals to eligible children in public and non-profit
private schools, residential child care institutions, and summer recreation programs; and

(2) encourage the domestic consumption of nutritious agricultural commodities.

1. PROGRAM PROCEDURES
General Overview

At the Federal level, these programs are administered by the Food and Nutrition Service (FNS)
of the U.S. Department of Agriculture (USDA). FNS generally administers these programs
through grants to State agencies. Each State agency, in turn, enters into agreements with
subrecipient organizations for local level program operation and the delivery of program benefits
and services to eligible children. The types of organizations that receive subgrants under each
program are described below under “Program Descriptions.” In cases where a State agency is
not permitted or is not available to administer the program(s), they are administered directly by
FNS regional offices. The regional offices then perform the administrative functions for local
program operators that are normally performed by a State agency (7 CFR sections 210.3, 215.3,
220.3, and 225.3). For purposes of this discussion, State agencies and FNS regional offices are
referred to collectively as “administering agencies.”

Under 7 CFR part 250 (General Regulations and Policies — Food Distribution), USDA makes
donated agricultural commodities available for use in the operation of all child nutrition
programs except the SMP. FNS enters into agreements with State distributing agencies for the
distribution of USDA donated foods. The State distributing agencies, in turn, enter into
agreements with local program operators, which are defined collectively as “recipient agencies.”
A State may designate a recipient agency to perform its storage and distribution duties. A State
distributing agency may engage a commercial food processor to use USDA-donated foods in the
manufacture of food products, and then deliver such manufactured products to recipient
agencies.
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Program Descriptions

Common Characteristics

The programs in the Child Nutrition Cluster are all variants of a basic program design having the
following characteristics:

a.

Local program operators provide prepared meals to children in structured settings.
Four types of meal service may be authorized: breakfast, lunch, snacks, and
supper. Milk service may be authorized only under the SMP. The types a
particular program operator may offer are determined first by the respective
program’s authorizing statute and regulations, and second by the program
operator’s agreement with its administering agency.

While all children in attendance are entitled to receive these program benefits,
children whose households meet stated income eligibility criteria generally
receive their meals (or milk, where applicable) free or at a reduced price. With
certain exceptions, children not eligible for free or reduced price meals or free
milk must pay the full prices set by the program operator for these items. A
program meal must be priced as a unit.

There are two systems of charging for program meals: “pricing” and
“nonpricing” programs. In a pricing program, children who do not qualify for
free meals pay a separate fee for their meals. The fee may be collected at the
point of service; through a separate daily, weekly, or monthly meal charge or
meal ticket payment; by earmarking a portion of the child’s tuition payment
expressly for food service; or through an identifiable reduction from the standard
tuition rate for meals provided by parents. In a nonpricing program, no separate
identifiable charges are made for meals served to enrolled children. Examples of
organizations that often operate nonpricing programs include juvenile detention
centers, boarding schools, other residential child-care institutions, and some
private schools.

Federal assistance to local program operators takes the form of cash
reimbursement. In addition, USDA donates food under 7 CFR part 250 for use in
preparing meals to be served under the NSLP, SBP, and SFSPC.

To obtain cash and donated food assistance, a local program operator must submit
monthly claims for reimbursement to its administering agency. All meals (and
half-pints of milk under SMP) claimed for reimbursement must meet Federal
requirements and be served to eligible children.

The program operator’s entitlement to reimbursement payments is generally
computed by multiplying the number of meals (and/or half-pints of milk under the
SMP) served by a prescribed per-unit payment rate (called a “reimbursement
rate”). Different reimbursement rates are prescribed for different categories and
types of service. “Type” refers to the kind of service (breakfast, lunch, milk, etc.),
while “category” refers to the beneficiary’s eligibility (free, reduced price, or
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paid). Under this formula, a local program operator’s entitlement to funding from
its administering agency is generally a function of the categories and types of
service provided. Therefore, the child nutrition cluster programs are said to be
“performance funded.”

Characteristics of Individual Programs

The program-specific variants of this basic program model are outlined below.

a.

School Nutrition Programs (NSLP and SBP) — These programs target children
enrolled in schools. For program purposes, a “school” is a public or non-profit
private school of high school grade or under, or a public or licensed non-profit
private residential child-care institution. At the local level, a school food
authority (SFA) is the entity with which the administering agency makes an
agreement for the operation of the programs. A SFA is the governing body (such
as a school board) legally responsible for the operation of the NSLP and/or SBP
in one or more schools. A school operated by a SFA may be approved to serve
breakfast and lunch. A school participating in the NSLP that also has an
afterschool care program with an educational or enrichment component may also
be approved to serve afterschool snacks. See also the description of the SMP
below.

SFSPC — The SFSPC is directed toward children in low-income areas when
school is not in session. Itis locally operated by approved sponsors, which may
include public or private non-profit SFASs, public or private non-profit residential
summer camps, or units of local, municipal, county or State governments or other
private non-profit organizations that develop a special summer or other school
vacation program providing food service similar to that available to children
during the school year under the NSLP and SBP.

A meal service feeding site under a sponsor’s oversight may be approved to serve
breakfast, lunch, snacks, and/or supper. Residential camps and migrant sites may
receive reimbursement for up to three meals, or two meals and one snack, per
child per day. All other sites may receive reimbursement for any combination of
two meals (except lunch and supper) or one meal and one snack per child per day.
All participating children receive their meals free. Participating summer camps
must identify children eligible for free or reduced price meals and may receive
SFSPC meal reimbursement only for meals served to such children.

Although USDA-donated foods are made available under the SFSPC, they are
restricted to sponsors that prepare the meals to be served at their sites and those
that have entered into an agreement with a SFA for the preparation of meals.
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C. SMP — The SMP provides milk to children in schools and child-care institutions
that do not participate in other Federal meal service programs. However, schools
operating the NSLP and/or SBP may also participate in the SMP to provide milk
to children in half-day pre-kindergarten and kindergarten programs where
children do not have access to the NSLP and SBP. A SFA or institution operating
the SMP as a pricing program may elect to serve free milk but there is no Federal
requirement that it do so. The SMP has no reduced price benefits.

Program Funding

FNS furnishes funds to State agencies by letter of credit. The State agencies use the meal
reimbursement funds to support program operations by SFAs, institutions, and sponsors under
their oversight, and the administrative funds to fund their own administrative costs. Funding for
FNS regional office-administered programs is handled through FNS’s Integrated Program
Accounting System.

Funding Program Benefits

FNS provides cash reimbursement to each State agency for each meal served under the NSLP,
SBP, and SFSPC and for each half pint of milk served under the SMP. The State agency’s
entitlement to cash assistance for NSLP and SBP meals, NSLP snacks, and SMP milk not
reimbursed at the “free” rate is determined by multiplying the number of units served within the
State by a “national average payment rate” set by FNS. Cash reimbursement to a State agency
under the SFSPC is the product obtained by multiplying the number of meals served by
maximum rates of reimbursement established by FNS.

FNS sets the national average payment rate or maximum rate of reimbursement for each type of
meal service (breakfast, lunch, snack, supper) within each program. A national average payment
rate is also set for each eligibility category within the NSLP and SBP. Basic levels of cash
assistance are provided for all lunches and breakfasts, respectively. This basic rate is increased
by two cents for each lunch served in SFAs in which 60 percent or more of the lunches served
during the second preceding school year were served free or at a reduced price. Additional
assistance is provided for lunches and breakfasts served to children eligible for free or reduced
price meals. A higher rate of reimbursement is paid for each breakfast served free or at reduced
price in schools determined to be in “severe need.” A “severe need” school is one in which at
least 40 percent of the school lunches served in the second preceding school year had been
served free or at reduced price. Milk served free under the SMP is funded at the average cost of
milk. Since all meals are served free under the SFSPC, all meals of the same type are funded at
the same rate.

State agencies earn donated food assistance based on the number of program meals served in
schools participating in the NSLP and for certain sponsors participating in the SFSPC. The State
agency’s level of donated food assistance is the product of the number of meals served in the
preceding year multiplied by the national average payment for donated foods.
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FNS adjusts the national average payment rates and maximum rates for reimbursement annually
for NSLP, SBP, and SFSPC to reflect changes in the Consumer Price Index and for the SMP to
reflect changes in the Producer Price Index. FNS adjusts donated food assistance rates annually
to reflect changes in the Price Index for Food Used in Schools and Institutions. The current
announcements of all these assistance rates can be found on the Internet at
http://www.fns.usda.gov/cnd (7 CFR sections 210.4(b), 220.4(b), 215.1, and 225.9(d)(9)).

A State agency uses the cash assistance obtained through performance funding to reimburse
participating SFAs and sponsors for eligible meals served to eligible persons. Like “national
average payments” to States, reimbursement payments are also made on a per-meal
(performance funding) basis. SFAs and SFSPC sponsors receive donated foods to the extent
they can use them for program purposes; however, certain types of products are limited by an
entitlement.

Funding State-Level Administrative Costs

In addition to funding for reimbursement payments to SFAs and sponsors, State agencies receive
funding from several sources for costs they incur to administer these programs.

a. State Administrative Expense (SAE) Funds — These funds are granted under
CFDA 10.560, which is not included in the Child Nutrition Cluster.

b. SFSPC State Administrative (SAF) Funds — In addition to regular SAE grants,
administrative funds are made available to State agencies under CFDA 10.559 to
assist with administrative costs of the SFSPC (7 CFR section 225.5). The State
agency must describe its intended use of the funds in a Program Management and
Administrative Plan submitted to FNS for approval (7 CFR section 225.4).

Source of Governing Requirements

The programs included in this cluster are authorized by the Richard B. Russell National School
Lunch Act (NSLA) (42 USC 1751 et seq.) and the Child Nutrition Act of 1966 (CNA)

(42 USC 1771 et seq.). The implementing regulations for each program are codified in parts of 7
CFR as indicated: National School Lunch Program (NSLP), part 210; School Breakfast Program
(SBP), part 220; Special Milk Program for Children (SMP), part 215; and, Summer Food Service
Program for Children (SFSPC), part 225. Regulations at 7 CFR part 245 address eligibility
determinations for free and reduced price meals and free milk in schools and institutions.
Regulations at 7 CFR part 250 give general rules for the receipt, custody, and use of USDA
donated foods provided for use in the Child Nutrition Cluster of programs.

Availability of Other Program Information

Additional program information is available from the FNS’s Child Nutrition site on the Internet
at http://www.fns.usda.gov/cnd. Information on the distribution of USDA donated foods for the
Child Nutrition Cluster programs is available from the FNS Food Distribution web site at
http://www.fns.usda.gov/fdd/programs/schcnp/.
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I11.  COMPLIANCE REQUIREMENTS

In developing the audit procedures to test compliance with the requirements for a Federal
program, the auditor should first look to Part 2, Matrix of Compliance Requirements, to
identify which of the 14 types of compliance requirements described in Part 3 are
applicable and then look to Parts 3 and 4 for the details of the requirements.

A. Activities Allowed or Unallowed

Effective January 1, 2008, sponsors are no longer required to separately report operating
and administrative costs, although they must maintain records of them. Sponsor
reimbursement is no longer related to operating and administrative cost comparisons; it is
now determined solely by applying the applicable meals times rates formula. Separate
rates are used to compute reimbursement for operating and administrative costs, but a
sponsor can use its entire reimbursement payment for any combination of operating and
administrative costs (Title VI, Section 738 of Pub. L. No. 110-161, December 26, 2007).

E. Eligibility
1. Eligibility for Individuals

Any child enrolled in a participating school or summer camp, or attending a
SFSPC meal service site, who meets the applicable program’s definition of
“child,” may receive meals under the applicable program. In the case of the
NSLP and SBP, children belonging to households meeting nationwide income
eligibility requirements may receive meals at no charge or at reduced price.
Children who have been determined ineligible for free or reduced price school
meals pay the full price, set by the SFA, for their meals. Children attending
SFSPC meal service sites receive their meals at no charge (7 CFR sections
225.15(%), 245.1(a), and 245.3(c); definition of “subsidized lunch (paid lunch)” at
7 CFR section 210.2; and definitions of “camp,” “closed enrolled site,” “open
site,” and “restricted open site”” at 7 CFR section 225.2).

a. General Eligibility

The specific groups of children eligible to receive meals under each
program are identified in the respective program’s regulations.

(1) School Nutrition Programs (NSLP and SBP) — A “child” is defined
as: (a) a student of high school grade or under (as determined by
the State educational agency) enrolled in an educational unit of
high school grade or under, including students who are mentally or
physically handicapped (as determined by the State) and who are
participating in a school program established for the mentally or
physically handicapped; (b) a person who has not reached his/her
twenty-first birthday and is enrolled in a public or non-profit
private residential child care institution; or (c) for snacks served in
afterschool care programs operated by an eligible school, a person
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©)

who is 18 years of age or under, except that children who turn 19
during the school year remain eligible for the duration of the
school year (42 USC 1766a(b); definition of “child” at 7 CFR
sections 210.2 and 220.2).

SFSPC — A “child” is defined as: (a) any person 18 years of age
and under; and (b) a person over 18 years of age, who has been
determined by the State educational agency or a local public
educational agency to be mentally or physically handicapped, and
who participates in a public or non-profit private school program
established for the mentally or physically handicapped (Definition
of “children” at 7 CFR section 225.2).

SMP — Schools operating this program use the same definition of
“child” that is used in the NSLP and SBP, except for provision (3)
under the definition of “child” at 7 CFR section 210.2 regarding
snacks served in afterschool care programs. Where the program
operates in child-care institutions, as defined in 7 CFR section
215.2, a “child” is any enrolled person who has not reached his/her
nineteenth birthday (7 CFR section 215.2).

b. Eligibility for Free or Reduced Price Meals or Free Milk

1)

General Rule: Annual Certification — A child’s eligibility for free
or reduced price meals under a Child Nutrition Cluster program
may be established by the submission of an annual application or
statement which furnishes such information as family income and
family size. Local educational agencies (LEAS), institutions, and
sponsors determine eligibility by comparing the data reported by
the child’s household to published income eligibility guidelines. In
addition to publishing income eligibility information in the Federal
Register, FNS makes it available on the FNS web site
(http://www.fns.usda.gov/cnd/) under “Income Eligibility
Guidelines.”

(@) School Nutrition Programs — Children from households
with incomes at or below 130 percent of the Federal
poverty level are eligible to receive meals or milk free
under the School Nutrition Programs. Children from
households with incomes above 130 percent but at or below
185 percent of the Federal poverty level are eligible to
receive reduced price meals. Persons from households with
incomes exceeding 185 percent of the poverty level pay the
full price (7 CFR sections 245.2, 245.3, and 245.6; section
9(b)(1) of the NSLA (42 USC 1758 (b)(1)); sections 3(a)(6)
and 4(e) of the CNA (42 USC 1772(a)(6) and 1773(e))).
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(b) SFSPC — While all SFSPC meals are served at no charge,
the sponsors of certain types of meal service sites must
make individual determinations of eligibility for free or
reduced price meals in accordance with 7 CFR section
225.15(f). SeeIIL.E.3. “Eligibility — Eligibility for
Subrecipients” for more information.

(© SMP — Eligibility for free milk in SFAs electing to serve
free milk is limited to children of households meeting the
income eligibility criteria for free meals under the School
Nutrition Programs. The SMP has no provision for reduced

price benefits (Definition of “free milk” at 7 CFR section
215.2, and 7 CFR sections 215.7(b), 245.3, and 245.6).

Annual eligibility determinations may also be based on the child’s
household receiving benefits under the Supplemental Nutrition
Assistance Program (SNAP) (formerly the Food Stamp Program),
Food Distribution Program on Indian Reservations (FDPIR), the
Head Start Program (CFDA 93.600) (42 USC 1758(b)(6)(A)), or,
under most circumstances, the Temporary Assistance for Needy
Families (T ANF) program (CFDA 93.558) (42 USC 1758(b)). A
household may furnish documentation of its participation in one of
these programs; or the school, institution, or sponsor may obtain
the information directly from the State or local agency that
administers these programs. Certain foster, runaway, homeless,
and migrant children are categorically eligible for free school
lunches and breakfasts (42 USC 1758(b)(5); 7 CFR section
245.6(b)).

Exceptions — The following are exceptions to the requirement for
annual determinations of eligibility for free or reduced price meals
and free milk under the Child Nutrition Cluster programs.

(@) Puerto Rico and the Virgin Islands — These two State
agencies have the option to provide free meals and milk to
all children participating in the School Nutrition Programs,
regardless of each child’s economic circumstances. Instead
of counting meals and milk by type, they may determine
the percentage that each type comprises of the total count
using statistical surveys. The survey design must be
approved by FNS (7 CFR section 245.4).

(b) Special Assistance Certification and Reimbursement
Alternatives — Special Assistance Certification and
Reimbursement Alternatives, Provisions 1, 2 and 3, are
authorized by Section 11(a)(1) of the NSLA (42 USC
1759a(a)(1)). Provision 1 may be used in schools where at
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least 80 percent of the children enrolled are eligible for free
or reduced price meals. Under Provision 1, eligibility
determinations for children eligible for free meals under the
School Nutrition Programs must be made once every two
consecutive school years. Children who qualify for
reduced price meals are certified annually (42 USC
1759a(a)(1)(B); 7 CFR section 245.9(a)).

For Provisions 2 and 3, extended cycles are allowed for
eligibility determinations. Since the schools also use
alternative meal counting and claiming procedures,
descriptions of Provisions 2 and 3 are presented below in
III.L.3, “Reporting - Special Reporting.”

(© SFSPC Open Sites and Restricted Open Sites —
Determinations of individual household eligibility are not
required for meals served free at SFSPC “open sites,” or at
Arestricted open sites. See I11.G.3, “Eligibility — Eligibility
for Subrecipients,” for more information.

C. Reduced Price Charges for Program Meals

The SFA sets meal prices. However, the price for a reduced price lunch or
breakfast may not exceed $0.40 and $0.30, respectively (see definition of
“reduced price meal” in 7 CFR section 245.2).

2. Eligibility for Group of Individuals or Area of Service Delivery — Not
Applicable

3. Eligibility for Subrecipients

Administering agencies may disburse program funds only to those organizations
that meet eligibility requirements. Under the NSLP, SBP and SMP, this means
the definition of “school food authority” (SFA) as described at 7 CFR sections
210.2, 215.2, and 220.2, respectively. Eligible SFSPC organizations are
described at 7 CFR section 225.2 under the definition of “sponsor.” Additional
organizational eligibility requirements apply to the SFSPC, NSLP Afterschool
Snacks, and the SBP at the school or site level (see detail below).

a. SFSPC — Federal regulations at 7 CFR section 225.2 define sites in four
ways:

(1) Open Sites — At an open site, meals are made available to all
children in the area where the site is located. This area must be
one in which poor economic conditions exist (one in which at least
50 percent of the children are from households that would be
eligible for free or reduced price school meals under the NSLP and
the SBP). Data to support a site’s eligibility may include: (a) free
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and reduced price eligibility data maintained by schools that serve
the same area; (b) census data; or (c) other statistical data, such as
information provided by departments of welfare and zoning
commissions.

(2) Restricted Open Sites — A restricted open site is one that was
initially open to broad community participation, but at which the
sponsor has restricted attendance for reasons of safety, security, or
control. A restricted open site must serve an area in which poor
economic conditions exist, and its eligibility may be documented
with the same kinds of data listed above for open sites.

3 Closed Enrolled Sites — A closed enrolled site makes meals
available only to enrolled children, as opposed to the community at
large. Its eligibility is based not on serving an area where poor
economic conditions exist, but on the eligibility of enrolled
children for free or reduced price school meals. At least 50 percent
of enrolled children must be eligible for free or reduced price
school meals. The sponsor must determine their eligibility through
the application process described at 7 CFR section 225.15(f).

4) Camps — Eligible camps include residential summer camps and
nonresidential day camps that offer regularly scheduled food
service as part of organized programs for enrolled children. A
camp need not serve an area where poor economic conditions
exist. Instead, the camp’s sponsor must determine each enrolled
child’s eligibility for free SFSPC meals through the application
requirements at 7 CFR sections 225.15(e) and (f). Unlike other
sponsors, the sponsor of a camp receives reimbursement only for
meals served to children eligible for free or reduced price school
meals (7 CFR section 225.14(d)(1)).

b. SBP — Severe Need Schools — In addition to the national average payment,
FNS makes additional payments for breakfasts served to children
qualifying for free or reduced price meals at schools that are in severe
need. The administering agency must determine whether a school is
eligible for severe need reimbursement based on the following eligibility
criteria: (1) the school is participating in or desiring to initiate a breakfast
program and (2) 40 percent or more of the lunches served to students at
the school in the second preceding school year under the NSLP were
served free or at a reduced price. Administering agencies must maintain
on file, and have available for reviews and audits, the source of the data to
be used in making individual severe need determinations (42 USC
1773(d); 7 CFR section 220.9(d)).
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C. NSLP — Afterschool Snacks — Reimbursement for afterschool snacks is
made available to those school districts which (1) operate the NSLP in one
or more of their schools and (2) sponsor or operate afterschool care
programs with an educational or enrichment purpose. In the case of
snacks served at an eligible site located in the attendance area of a school
in which at least 50 percent of the enrolled children are certified eligible
for free and reduced price school meals, all snacks are served free and are
reimbursed at the free rate regardless of individual eligibility. Schools and
sites not located in such an area may also participate, but they must count
and claim snacks as free, reduced price and paid, depending on the
eligibility status of the children served, and they must maintain
documentation of eligibility for children receiving free or reduced price
snacks (42 USC 1766a).

G. Matching, Level of Effort, Earmarking

1.

Matching
NSLP - State Revenue Matching Requirement

The State is required to contribute State-appropriated funds amounting to at least
30 percent of the funds it received under Section 4 of the NSLA in the school year
beginning July 1, 1980, unless otherwise exempted by 7 CFR section 210.17. In
the fall of each year, FNS furnishes each State with a report giving data for the
State’s use in determining its matching requirements. However, the State
revenues derived from the operation of the NSLP and State revenues expended for
salaries and administrative expenses of the NSLP at the State level are not
considered in this computation. In States with per capita income lower than the
national average, the 30 percent match is proportionately reduced (sections
7(a)(1) and (2) of the NSLA, and 7 CFR section 210.17(a)).

a. Private School Exemption — States that are prohibited by law from
disbursing State appropriated funds to non-public schools are not required
to match “General Cash Assistance” (Section 4) funds expended for meals
in such schools, or to disburse to such schools any of the State revenue
required to meet the matching requirements. Also, the matching
requirements do not apply to schools in which the program is administered
by a FNS regional office (7 CFR section 210.17(b)).

b. Applicable State Revenues — State revenues, appropriated or used
specifically for program purposes, are eligible for meeting the matching
requirement. States use a number of methods to apply funds toward the
matching requirement. For example, they may: (1) disburse such funds
directly to SFAs, generally on a per-meal basis; (2) pay bills that SFAs
would otherwise have had to pay themselves (such as FICA payments for
school food service workers); and (3) track State-appropriated funds that
SFAs have indirectly applied to the program through transfers from their
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general funds to their school food service funds (7 CFR section
210.17(d)).

2. Level of Effort — Not Applicable

3. Earmarking — Not Applicable

l. Procurement and Suspension and Debarment

1. Procurement

a. General Procurement - Regardless of whether the State elects to follow
State or Federal rules in accordance with the A-102 Common Rule, the
following requirements must be followed for procurements initiated by
State agencies and SFSPC institutions on or after October 1, 2000. The
effective date of these requirements for SFAs is set by their administering
agencies, but cannot be later than July 1, 2001.

1)

)

Contractor Selection — A State agency, SFA, institution, or sponsor
shall not award a contract to a firm it used to orchestrate the
procurement leading to that contract. Examples of services that
would disqualify a firm from receiving the contract include
preparing the specifications, drafting the solicitation, formulating
contract terms and conditions, etc. (7 CFR sections 3016.60(b) and
3019.43).

Geographical Preference — A State or local government shall not
apply in-State or local geographical preference, whether statutorily
or administratively prescribed, in awarding contracts

(7 CFR section 3016.60(c)). However, a SFA, institution, or
sponsor operating one or more Child Nutrition Cluster programs
may use a geographical preference for the procurement of
unprocessed agricultural products, both locally grown and locally
raised (Section 4302 of Pub. L. No. 110-246, 122 Stat. 1887, June
18, 2008).

b. Contracts With Food Service Management Companies — Before awarding
a contract to a food service management company, or amending such a
contract, an SFA operating the NSLP and SBP must: (1) obtain its
administering agency’s review and approval of the contract terms;

(2) incorporate all changes required by the administering agency;

(3) obtain written administering agency approval of any changes made by
the SFA or its food service management company to a pre-approved
prototype contract; and (4) when requested, submit procurement
documents for administering agency inspection (7 CFR sections
210.16(a)(10) and 220.7(d)(1)(ix)). (This requirement is effective for new
contracts with solicitations issued on or after November 30, 2007. For
amendments/renewals of contracts existing on November 30, 2007 or for
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other new contracts, see Final Rule, Procurement Requirements for the
National School Lunch, School Breakfast, and Special Milk Programs, I11.
Implementation, see 72 FR 61479, October 31, 2007.)

C. Cost-Reimbursable Contracts

1)

()

Cost-reimbursable contracts awarded by SFAs operating the
NSLP, SMP, and SBP, including contracts with cost-reimbursable
provisions and solicitation documents prepared to obtain offers of
such contracts, must include the following provisions:

(@) Allowable costs will be paid from the nonprofit school food
service account to the contractor net of all discounts,
rebates and other applicable credits accruing to or received
by the contractor or any assignee under the contract, to the
extent those credits are allocable to the allowable portion of
the costs billed to the school food authority.

(b) Billing documents submitted by the contractor will either
separately identify allowable and unallowable portions of
each cost, or include only allowable costs and a
certification that payment is sought only for such costs.

(©) The contractor must identify the amount of each discount,
rebate, and other applicable credit on bills and invoices
presented to the SFA for payment and individually identify
the amount as a discount, rebate, or in the case of other
applicable credits, the nature of the credit. If approved by
the State agency, the school food authority may permit the
contractor to report this information on a less frequent basis
than monthly, but no less frequently than annually (7 CFR
section 210.21(f)).

No cost resulting from a cost-reimbursable contract may be paid
from the SFA’s nonprofit school food service account if: (a) the
underlying contract does not include the provision in paragraph
(1)(a) above; or (b) such disbursement would result in the
contractor receiving payments in excess of the contractor’s actual,
net allowable costs (7 CFR sections 210.21(f), 215.14a(d), and
220.16(e)). (This requirement is effective for new contracts with
solicitations issued on or after November 30, 2007. For
amendments/renewals of contracts existing on November 30, 2007
or for other new contracts, see Final Rule, Procurement
Requirements for the National School Lunch, School Breakfast,
and Special Milk Programs, I1l. Implementation, see 72 FR 61479,
October 31, 2007.)
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2. Suspension and Debarment — Mandatory awards by pass-through entities to
subrecipients are excluded from the suspension and debarment rules
(7 CFR section 3017.215(h)).

L. Reporting

1. Financial Reporting

a. SF-270, Request for Advance or Reimbursement — Not Applicable

b. SF-271, Outlay Report and Request for Reimbursement for Construction
Programs — Not Applicable

C. SF-425, Federal Financial Report — Not Applicable

d. FNS-13, Annual Report of State Revenue Matching (OMB No. 0584 -
0075) — This report is due 120 days after the end of each school year and
identifies the State revenues to be counted toward meeting the State
revenue matching requirement (7 CFR section 210.17(g)).
Key Line Item — The following line item contains critical information:
Line 5 — State revenues to be counted toward the State Revenue Matching
Requirement

e. FNS-777, Financial Status Report (OMB No. 0584-0067) — This report

replaces the SF-269 and captures the same information: the State
agency’s cumulative outlays (expenditures) and unliquidated obligations
of Federal funds for the programs and program components that comprise
the Child Nutrition Cluster. FNS uses the data captured by this report to
monitor State agencies’ program costs and cash draws (7 CFR sections
210.20(a)(2), 215.11(c)(2), 220.13(b)(2), and 225.8(b)). Two different
versions of this form are made available for use by State agencies: one for
reporting on Child Nutrition Program funds, and the other for reporting the
status of the State agency’s SAE grant. This enables the State agency to
separately report on its SAE grant which, unlike the program funds, is a
2-year grant.

Key Line Items — The following line items contain critical information:
Line 10.g. — Total Federal share of outlays

Line 10.j. — Total Federal share of unliquidated obligations

Line 10.n. — Advances only

Note: Columns 1 through 5 of the FNS-777 pertain to the Child and Adult
Care Food Program (CACFP) (CFDA 10.558), which is not part of the
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Child Nutrition Cluster. The CACFP is described elsewhere in this
Compliance Supplement, beginning on page 4-10.558-1.

2. Performance Reporting — Not Applicable

3. Special Reporting

a.

State Agency Special Reporting

To receive funds for the Child Nutrition Cluster programs, a State agency
administering one or more of these programs compiles the data gathered
on its subrecipients’ claims for reimbursement into monthly reports to its
FNS regional office. Such reports present the number of meals, by
category and type, served by SFAs or sponsors under the State agency’s
oversight during the report period.

An initial monthly report, which may contain estimated participation
figures, is due 30 days after the close of the report month. A final report
containing only actual participation data is due 90 days after the close of
the report month. A final closeout report is also required in accordance
with the FNS closeout-schedule. Revisions to the data presented in a
90-day report must be submitted by the last day of the quarter in which
they are identified. However, the State agency must immediately submit
an amended report if, at any time following the submission of the 90-day
report, identified changes to the data cause the State agency’s level of
funding to change by more than (plus or minus) 0.5 percent. The specific
reports for each program are described below.

(1) FNS-10, Report of School Program Operations (OMB No. 0584-
0002) — This report captures meals served under the NSLP and
SBP, and half-pints of milk served under the SMP (7 CFR sections
210.5(d), 210.8, 215.10, 215.11, 220.11, and 220.13).

Key Line Items — The following line items contain critical
information:

(@) Item 5 — National School Lunch Program:
- Line 5a— Total lunches served in the NSLP

- Line 5b — Lunches served in school food authorities
that qualify the State for additional payment

- Line 5c — Total afterschool snacks served in all
approved schools and sites

- Line 5d — Total afterschool snacks served in area
eligible schools and sites
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)

(b)

(©)
(d)
€)

(M)

(9)

Line 6 — School Breakfast Program (Include schools with
severe need)

Line 7 — School Breakfast Program (Severe need only)
Line 8 — Commodity Schools (Lunches only)
Item 9 — Special Milk Program:

- Line 9a - Schools (Include Residential Child Care
Institutions)

- Line 9b — Nonresidential Child Care Institutions

- Line 9¢ — Summer Camps

Item 10 — No. of Meals Served in Private Schools Only:
- Line 10a — National School Lunch Program

- Line 10b — Afterschool snacks

- Line 10c — Afterschool snacks served in area eligible
schools and sites

- Line 10d — School Breakfast Program (Include Severe
Need)

- Line 10e — Severe Need School Breakfast Program

Item 11 — No. of Meals Served in Residential Child Care
Institutions (RCCIs) Only:

- Line 11a — National School Lunch Program
- Line 11b — NSLP - Snacks

- Line 11c — School Breakfast Program (Include Severe
Need)

- Line 11d — Severe Need School Breakfast Program

FNS-418, Report of the Summer Food Service Program for
Children (OMB No. 0584-0280) — This report documents the
number of meals served under the SFSPC by sponsors under the
State agency’s oversight. Unlike the FNS-10, which is submitted
year round, the FNS-418 is filed only for the months when the
program is in operation (7 CFR sections 225.8(b) and 225.9(d)(5)).
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Key Line Items — The following line items contain critical
information:

Part A — Meals Served

@) Lines 5 through 7 — Breakfasts
(b) Lines 8 through 10 — Lunches
(© Lines 11 through 13 — Suppers
(d) Lines 14 through 16 — Snacks

(e Lines 17 through 19 — Total

b. Subrecipient Special Reporting

To receive reimbursement payments for meals (and milk served under the
SMP), a SFA, institution, or sponsor must submit claims for
reimbursement to its administering agency (7 CFR sections 210.8(b),
225.9(d), and 225.15(c)(2)). The claiming process is as follows:

1)

Claiming — General Process

At a minimum, a claim must include the number of reimbursable
meals/milk served by category and type during the period
(generally a month) covered by the claim. All meals claimed for
reimbursement must (a) be of types authorized by the SFASs,
institution’s, or sponsor’s administering agency; (b) be served to
eligible children; and (c) be supported by accurate meal counts and
records indicating the number of meals served by category and
type (7 CFR sections 210.7(c), 210.8(c), and 225.9(d)).

(@) School Nutrition Programs — The following types of
service may be authorized for schools participating in these
programs: breakfast, lunch, afterschool snack (if the school
operates an afterschool care program), and milk (under the
SMP). A school may be approved for the SMP only if it:
(i) does not operate any other Federal Child Nutrition meal
service programs; or (ii) operates the NSLP and/or SBP,
but makes milk available to children in half-day pre-
kindergarten or kindergarten programs who do not have
access to the NSLP and SBP. All claims must be supported
by accurate meal counts by category and type taken at the
point of service or developed through an approved
alternative procedure (7 CFR sections 210.7, 210.8, 215.8,
215.10, 220.9, and 220.11).
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(b) SFSPC — The meals that may be claimed under the program
are: breakfast, lunch, supper, and snack. Food service sites
other than camps and sites which primarily serve migrant
children may claim either: one meal each day (a breakfast,
a lunch, a supper, or a snack), or two meals each day if one
is a lunch or supper and the other is a breakfast or a snack.
Camps or sites which serve meals primarily to migrant
children may serve three meals or two meals and one snack
(7 CFR sections 225.9(d), 225.15(c), and 225.16).

Claiming — Exceptions

As noted above in III.E.1.b, “Eligibility for Individuals —
Eligibility for Free or Reduced Price Meals or Free Milk,” schools
operating the School Nutrition Programs under Special Assistance
Certification and Reimbursement Alternative Provisions 2 and 3
may use alternative counting and claiming procedures. Under
either provision, the schools must serve meals at no charge to all
children regardless of income eligibility for program benefits; and
the SFA pays, from sources other than Federal funds, for the costs
of serving the lunches or breakfasts that are in excess of the value
of assistance received under the NSLA and CNA (42 USC
1759a(a)(1)).

(@) Provision 2 — Provision 2 has a four-year cycle for annual
notification and certification for free and reduced price
meals. In the first year, schools must take daily counts of
the number of meals served by meal category (paid, free,
reduced price) and establish the percentage of meals served
by category each month. In the second, third and fourth
school years, schools must count only the total number of
reimbursable meals served each month; the monthly
percentages established in the first year are then applied to
the counts taken in the corresponding months of the current
year. At the end of four years, the cycle may be extended
for another four years if the State determines that the
economic condition of the school’s enrollment has not
improved. Additional four-year extensions may be
approved on the same basis (42 USC 1759a(a)(1)(C) and
(D); 7 CFR section 245.9(b)).

(b) Provision 3 — Provision 3 has a four-year cycle. Cash
reimbursement and donated food assistance are provided at
the same level as the school received in the last year free
and reduced price applications were taken and daily meal
counts by category and type were made, adjusted for
inflation, the number of operating days, and enroliment.
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Schools opting for this alternative are not required to make
annual free and reduced price eligibility determinations.
Free and reduced price eligibility determinations and daily
meal counts by income category are only required during a
base year which is not included as part of the four year
cycle. Provisions exist for authorizing subsequent four-
year extensions if the economic condition of the school’s
enrollment has not improved (42 USC 1759a(a)(1)(E);

7 CFR section 245.9(d)).

4. Section 1512 ARRA Reporting — Not Applicable
5. Subaward Reporting under the Transparency Act — Applicable
M. Subrecipient Monitoring

State agencies administering the programs included in the Child Nutrition Cluster are
required to perform specific monitoring procedures in accordance with 7 CFR sections
210.18 and 210.19(a)(4) (SBP and NSLP), 7 CFR section 215.11 (SMP), and 7 CFR
section 225.7 (SFSPC).

N. Special Tests and Provisions
1. Verification of Free and Reduced Price Applications (NSLP)

Compliance Requirement — By November 15th of each school year, the local education
agency (LEA) (or State in certain cases) must verify the current free and reduced price
eligibility of households selected from a sample of applications that it has approved for
free and reduced price meals, unless the LEA is otherwise exempt from the verification
requirement. The verification sample size is based on the total number of approved
applications on file on October 1st.

A State agency may, with FNS approval, assume from LEAs under its jurisdiction the
responsibility for performing the verifications. If the LEA performs the verification
function it must be in accordance with instructions provided by the State agency. The
LEA must follow-up on children whose eligibility status has changed as the result of
verification activities to put them in the correct category.

LEAs (or State agencies) must select the sample by one of the following methods:

a. Standard Sample Size. The lesser of 3 percent or 3000 of the approved
applications on file as of October 1, selected from error-prone applications. For
this purpose, error prone applications are those showing household incomes
within $100 monthly or $1,200 annually of the income eligibility guidelines for
free and reduced price meals.
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b. Alternative Sample Sizes

Q) The lesser of 3 percent or 3,000 applications selected at random from
approved applications on file as of October 1 of the school year, or

(2)  The sum of: (a) the lesser of 1 percent of all applications identified as
error-prone or 1,000 error-prone applications, and (b) the lesser of 1/2 of
1 percent of, or 500, approved applications in which the household
provided, i