
 

State of Arizona 
Department of Education 

 
 

HNS# 11-2013 
USDA:  SP 23-2013 

 
MEMORANDUM 

 
TO:  National School Lunch Program (NSLP) Sponsors 
 
FROM: Mary Szafranski, Deputy Associate Superintendent 
  Arizona Department of Education, Health and Nutrition Services 

 
Ellen Pimental, Director 
Arizona Department of Education, School Food Programs 

 
DATE: March 1, 2013 

 
SUBJECT: Guidance Reaffirming the Requirement that State Agencies and School Food 

Authorities Periodically Review Food Service Management Company Cost 
Reimbursable Contracts and Contracts Associated with USDA Foods 

 
 
The purpose of this memorandum is to call attention to previously published memoranda 
providing clarification on the requirement to oversee and monitor School Food Authority (SFA) 
contracts with Food Service Management Companies (FSMC). 
 
In 2011, the U.S. Senate Committee on Homeland Security and Governmental Affairs 
Subcommittee on Contracting Oversight requested the Secretary of Agriculture to conduct an 
audit titled, National School Lunch Program-Food Service Management Company Contracts 
(the Audit).  The goal of the Audit was to identify potential issues concerning Food and Nutrition 
Service (FNS) controls over State agencies and SFAs that contract with FSMCs.  
 
The United States Department of Agriculture (USDA) Office of Inspector General (OIG) 
completed the Audit and identified findings related to Program regulations at 7 CFR Part 
210.19(a), 210.21(b), 210.21(f), 250.16(a), 250.51(b), 250.54(a), and 3016.36 regarding the 
crediting of discounts, rebates, and applicable credits and accounting for the value of USDA 
Foods to the nonprofit food service account.  Guidance issued by the Child Nutrition Division 
(CND) and Food Distribution Division (FDD), requires the Arizona Department of Education 
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(ADE) to periodically review FSMC supporting documentation for all rebate credits received and 
ensure the value of USDA Foods provided to FSMCs are properly accounted for and credited to 
the SFA on the FSMC invoice.  The following policy memoranda are available on the ADE 
website http://www.azed.gov/health-nutrition/memos/:  
 
• CN# 13-09:  Procurement Regulations Applicable to the National School Lunch and School 

Breakfast Programs – Questions and Answers, dated February 6, 2009; 
 
• CN# 14-09:  Competitive Procurement and Private Grants for School Food Programs, dated 

February 13, 2009; 
 
• CN# 26-09:  Clarification for Amending Food Service Management Company Contracts, 

dated May 22, 2009; 
 
• CN# 10-10:  Guidance in Crediting for, and Use of, Donated Foods in Contracts with Food 

Service Management Companies, dated August 15, 2009; 
 
• CN# 09-11:  Further Clarification in Crediting for, and Use of, Donated Foods in Contracts 

with Food Service Management Companies, dated November 4, 2010; 
 
• CN# 22-11:  Revised, Guidance in Crediting for, and Use of, Donated Foods in Contracts with 

Food Service Management Companies, dated February 24, 2011; 
 
• CN# 23-11:  Clarification in crediting “for and use of” Donated Foods in contracts with Food 

Service Management Companies-First and Final Contract Years, dated February 24, 2011; 
and 

  
• CN# 29-11:  Reaffirming the Requirement that School Food Authorities Comply with Federal 

Regulations Affecting Rebates, Discounts, and Other Applicable Credits in All Cost 
Reimbursable Contracts, dated May 4, 2011. 

 
Program regulations at 7 CFR Part 250.51(b) state, in cost-reimbursable contracts, FSMCs may 
credit the value of USDA Foods by disclosing, in its billing for food costs submitted to SFAs, the 
savings resulting from the receipt of USDA Foods for the billing period.  In their SFA-FSMC 
contracts, SFAs must require documentation to allow the SFA to identify allowable and 
unallowable costs and reconcile the amount of all rebate credits and the value of USDA Foods 
received on invoices presented for payment to the SFA.  7 CFR Part 210.21(f)(1)(i) and 
250.51(b).  Likewise, pursuant to 7 CFR Part 210.19(a)(6),  ADE annually reviews each SFA’s 
contract (including all supporting documentation) to ensure compliance with all provisions and 
standards before execution of the contract.  In addition, ADE performs a periodic review of 
SFAs’ and FSMCs’ compliance with all Program requirements as part of the administrative 
review process. 
 
ADE requires that all SFA contracts with FSMCs include a monthly reporting requirement for 
rebate credits and USDA Foods values and SFAs must monitor all contracts for compliance.  
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According to the Audit, SFAs who monitor the reporting on a monthly basis receive the highest 
value of rebates and USDA Foods credits.  
 
FNS is developing a new module for its existing web-based procurement training tool to 
incorporate procedures, examples, and best practices that will assist ADE and SFAs in providing 
better oversight of FSMC contracts.  FNS expects this module to be available by the fourth 
quarter of fiscal year 2013.  In addition, FNS will soon be providing guidance describing best 
practices for FSMC contract monitoring.   
 
ADE will continue to work with SFAs to support effective FSMC contract oversight and 
monitoring and keep you informed of FNS program developments.  If you have additional 
questions or concerns regarding this memorandum, please contact Aaron Thompson at (602) 
364-1965 or email him at Aaron.Thompson@azed.gov. 
 
 
 
 
 
 
 
 
 

This institution is an equal opportunity provider. 
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