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FPP: Discussion Item

1. Question or Issue:  Food Service Fund Potential Rulemaking Process


	On May 9, 2014, the Financial Policies and Procedures (FPP) Committee approved the following recommendation:  

In order to align the compliance, accounting, and reporting of the federal grant program that is the Food Service Fund, the required basis of accounting to be used by the Food Service Fund shall be the modified accrual basis of accounting, and such fund shall be isolated as a special revenue fund effective for the fiscal year beginning July 1, 2014 and beyond.

Therefore, effective with the FY14-15 reporting, the Food Service Fund must be reported as a special revenue fund, as Fund 21.  In addition, the current Fund 51 will be unusable for data pipeline reporting beginning with FY14-15.

The Food Service Fund (Fund 21) will continue to be required for entities that are considered to be a School Food Authority (SFA) by the Department, and such fund shall not be used by non-SFAs.

As a result, it is necessary to change the State Board of Education Rules for Accounting and Reporting (1 CCR 301-11), specifically Rule 3.06(1): 

The Food Service Fund is an Enterprise Fund that shall be used to account for revenues, non-revenue receipts, and expenses for food service transactions funded in part or in whole through the United States Department of Agriculture Programs including, but not limited to: National School Lunch Program (CFDA 10.555); Special Milk Program for Children (CFDA 10.556); Summer Food Service Program for Children (CFDA 10.559); and Nutrition Education and Training Program (CFDA 10.564).

Additionally, federal regulations (7 CFR 210.14(b)) outline that a school district cannot carry an operating balance greater than three months’ average expenditures in its school food service fund.  This requirement is meant to ensure that school districts are spending their funds only on school meal operations and are not using federal funds for other purposes. [USDA Policy Memo SP 34-2013].  The January 2014 School Meal Program Performance Audit recommended the department define and communicate to school districts a standard timeframe for the number of months in an operating year, for purposes of calculating three month operating balances.

Furthermore, in part due to heightened focus on fiscal matters by the U.S. Department of Agriculture, the department includes a more detailed review of activity of the Food Service Fund as part of the annual audit and financial December data pipeline submission.  This review included ensuring compliance with the aforementioned federal regulation and 1CCR 301-3, Rule 206.05:

For each school year, indirect costs may be recovered from the food service fund, but shall be limited to that amount established by the approved nonrestricted indirect cost rate from the prior school year’s financial data as reported to CDE. Under no circumstances may the amount recovered cause the Current Operating Resources to fall below a level of 30 percent of the total operating cost from the prior school year’s financial data as reported to CDE. Current Operating Resources is defined as current assets less current liabilities, except that current assets shall not include the value of USDA donated foods for the purposes of computing Current Operating Resources. 

Any indirect costs recovered from the food service fund must first be reduced by any amounts directly assessed from the food service fund relating to the indirect cost areas as defined in the indirect cost rate agreement between CDE and the U.S. Department of Education.

In further researching this rule, the department determined that one of the reasons for implementing this last requirement was that unrecovered indirect costs were the major contributing component to a federal matching requirement.  This is no longer the case as state funds for child nutrition programs are sufficient for the federal matching requirement.  Given the primary purpose for the limitation on charging indirect costs was the matching component, we question the need to continue to limit the application of indirect costs as outlined in this state board rule requirement.  
Finally, existing rules related to the food service fund are located both in the Food and Nutrition Services Rules (1 CCR 301-3) and the Rules for Accounting and Reporting (1 CCR 301-11).  It may be more efficient and effective to consolidate rules related to the food service fund in a single location under the Rules for Accounting and Reporting, with other rules related to financial matters.  This would allow the Food and Nutrition Services Rules to be focused on the programmatic regulations, rather than a mixture of programmatic and financial regulations.   


2. Any Prior FPP Action:

	None


3. Discussion Points/Department Recommendation or Observations (if any):

	The department has drafted proposed changes to the Food and Nutrition Services Rules (1 CCR 301-3) and the Rules for Accounting and Reporting (1 CCR 301-11) for review and consideration by the FPP.  


4. FPP Action, Decision Made:

	


5. Further Action/Research Needed/Table for Future Meeting:

	


6. Effective Date:

	


