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Objectives
Explain the responsibilities of the SFA, FSMC, and State 
Agency.Explain

Explain Federal and State regulations that apply to CN 
programs.Explain

Explain the two types of existing contracts, fees, USDA 
crediting, and allowable costs to the CN programs.

Explain

Describe changes to the contract and when changes can be 
made.Describe

Inform the LEA, SFA, and the FSMC of limitations and 
boundaries of the contract.Inform

Provide information to SFAs for contract  management and 
maintenance.   Provide



Abbreviations and Acronyms
SFA – School Food Authority

LEA – Local Education Agency

FSMC – Food Service Management Company

CNP – Child Nutrition Programs

CPI – Consumer Price Index

RFP – Request for Proposal

USDA – United States Department of Agriculture

MEq – Meal equivalents or Meal equivalency



Agreement and Policy Statement

The annual Agreement and Free and Reduced Policy Statement is between the State 
Agency (CNU) and the School District.

New each school year (July 1 through June 30) and must be on file with CNU before meals can be 
served or claimed for reimbursement.

The SFA has the responsibility to actively oversee and monitor the contract with the FSMC, making 
sure that contractors perform and operate the program according to the terms and conditions 
agreed upon in the contract, 2CFR 200.318, and as specified in the Agreement and Policy 
Statement with the State agency. 7 CFR 210.16(a)(2)

CNU must monitor to assure that the district has not relinquished all responsibilities to the FSMC.  



Food Service 
Management 
Companies and Child 
Nutrition Programs
7 CFR 210.16 (a)(1-10)

Any SFA may contract with a food service management 
company

FSMCs cannot operate just for a la carte sales or other 
for-profit cash sales

Must offer free, reduced, and paid reimbursable meals 
to students

The SFA must ensure that the FSMC operates within the 
stipulations of the Agreement and Policy Statement with 
the State Agency
SFA retains control of the quality, extent, and general 
nature of the food service

USDA requires that state agencies monitor the FSMC 
contracts



Use State Agency RFP

Must use the State Agency RFP

Ensure open and free competition
All FSMCs have the same opportunity to compete

No part of the procedures or specifications limit any      
company’s capabilities.

FSMC are prohibited from developing any part of the 
RFP.  This would exclude them from being able to bid.

State of Arkansas requires that FSMCs register with the 
State Agency.

Procure 
Properly!



State Agency RFP

State agency must 
approve the RFP 

before it is used for 
solicitation.

No contract may be 
implemented 

without prior written 
approval from CNU.

The signed RFP 
and all 

correspondence 
becomes the final 
contract between 
the SFA and the 

FSMC



Contract Duration with the FSMC
Contracts are for a term of one year

Dates are from July 1 thru June 30*

Contracts are renewable for up to 4 additional years (5 years total)

Changes or amendments to the contract are allowed at the time of 
renewal and are subject to the approval of the State Agency

Price increases at the time of renewal are based on an auditable 
standard economic index 
Consumer Price Index (CPI) for all Urban Consumers for Food Away 

from Home 
Renewals are not guaranteed.  Districts have the option to return to 

a self operated program or rebid 



State Agency Responsibilities 7 CRF 
210.19 (a)(5)
Annually review each contract between the SFA 
and the FSMC to ensure compliance with all 
provisions in the policy statement and agreement.
Have any changes been made to the state agency 
approved FSMC contract? If so, were the changes 
approved by the state agency before they were 
implemented?
If changes cause a material change to the 
contract, this will require that the contract is rebid.
Conduct an on-site review of each contracting SFA 
at least once during a 5-year period.  



What Cannot Be Outsourced to the FSMC

Signature authority on the
• Agreement and Policy Statement with the State Agency
• Monthly claim for federal reimbursement
• Non-profit food service account financial reconciliation

Student eligibility, direct certification, and verification

Advisory Committee – must consist of both district and community; consider having and FSMC employee as a 
member.  

USDA Donated Foods reconciliation – SFA must determine that all donated foods are credited to the CN 
programs and that all donated foods remain with the district

Price determination of student meals and all foods sold in the district

On-site monitoring reviews – each site for breakfast and lunch 



Fee Structures a.k.a. Types of Contracts
FEDERAL REGULATIONS PERMIT 2 
TYPES OF FEE STRUCTURES IN CN 
PROGRAMS

1. FIXED PRICE CONTRACTS
2. COST REIMBURSABLE CONTRACTS
HYBRID CONTRACTS ARE NOT 
ALLOWED
COST PLUS PERCENTAGE 
CONTRACTS ARE NOT ALLOWED



FSMC RFP/Contract

USDA does not require states to develop multiple types of contracts.  

States may limit the types of contracts based on the skill levels within 
school districts for managing contracts.

No district or FSMC may develop any type of hybrid contract.

There are no consultant groups operating in Arkansas Child Nutrition 
Programs.  Companies must not represent themselves as consultants.



Fixed Rate Contracts
Price is fixed at the inception of the contract and for a 
specific period

Based on a price per meal and a meal equivalency 
rate for cash sales

The per meal rate covers labor, food costs, and 
supplies.

Easier for the SFA to identify and project revenues 
and expenses

Easier to project the total cost of the program



Fixed Price Contract



Fixed Rate Invoice

Number of meals X the per 
meal rate
(Meals should be per each 
site)

Cash sales converted to 
meal equivalency X the 
per meal rate

Value of USDA 
donated foods directly 
credited (subtracted 
from the total)
This includes Local Food 
for Schools Cooperative 
Agreement (LSF Funds)



Fixed Rate Option B Contract



Option B Monthly Fee

Fixed Price Option B charges the district a flat monthly rate

FSMC support staff is present in the district at least 1 day 
per week, depending on needs

The district conducts their own purchasing from the FSMC’s 
bid that is open to each of their districts

District pays the FSMC from a monthly invoice



Cost Reimbursable Contracts



Cost Reimbursable Fees

Administrative Fee – to cover the 
FSMC’s overhead cost for program 

operations

Management Fee – represents 
the FSMC’s per meal profit.



Cost Reimbursable Fees
Administrative Fee – Covers overhead expenses of the FSMC.  These items should not be charged 
to the SFA in any way.  
Recruiting, hiring, relocation costs for FSMC personnel

FSMC employee background checks, fingerprinting

Worker’s compensation, unemployment, and general liability
Uniforms and laundry services

Telephones and personal computers

Regional/national corporate support, travel, gasoline, hotel stays, meals
Payroll documentation, check fees, or check shipping fees for FSMC employees

Bonuses, incentives or labor related expenses that are not earned wages, payroll taxes, or benefits

FSMC marketing
Gifts, door prizes, parties



Cost Reimbursable Invoice
Number of meal served (breakfast, lunch, and snacks) at each contracted rate

Cash sales converted to meals per meal equivalency and billed at the contract rates

Labor, payroll taxes, employee benefits

Cost of food and supplies

Disclosure of value of USDA donated foods received for the month



Back up Documents, Cost Reimbursable

Everything billed to 
the district must have 

clear and accurate 
back up 

documentation.  

Invoices for food 
and supplies

Invoices for 
equipment if 

purchased
Time sheets

Daily records showing 
correct meal counts 
per serving site, a la 

carte sales, and other 
cash sales

Rebates, credits, and 
discounts must be 
clear and trackable

USDA donated foods 
value must be 

disclosed monthly.



Contract 
Monitoring
In accordance with 2 CFR 200.318(b) – 
the district must maintain oversight of 
the FSMCs performance.

◦ Is the FSMC operating within the 
terms, conditions, and 
specifications of their contract?

◦ Are the contracted services being 
performed within the terms of the 
contract?



Contract Monitoring

What’s To Monitor?



On Site Monitoring 2 CFR 200.318(b)
SFA must conduct periodic monitoring to ensure that the FSMC is performing 
according to the terms, conditions, and specifications of the contract.

Cycle Menu

Meal Pattern

Claim Documentation

Cost Records

Meal Count Records

Revenue Records

USDA Foods

See pages 58 and 
59 of Guidance for 

SFAs



USDA Donated Foods, Use and Crediting
7 CFR 250.50 Subpart D

The FSMC must use all donated ground beef, donated pork, processed end 
products, as well as other donated foods in the district’s food service.  

Purchased foods must be of the same generic identity, of US origin, and of 
equal of better quality than the donated foods. 

Crediting must clearly reflect the total value of the received foods and should 
be presented as separate line-item entries on monthly invoices.



USDA Donated Foods, Use and Crediting
Districts must ensure that the valuation assigned in crediting donated foods 
is determined by the distributing agency.  7 CFR 250.58(e)

Crediting of donated foods must occur monthly with the billing invoices, and 
districts must ensure that the crediting timing does not cause excessive cash 
limits as established in 7 CFR 210.19 (a)(1).  (3 months operating balance)



USDA Donated 
Foods, Use 
and Crediting

Foods are considered received when they 
arrive at the district, or a storage facility 
used by the district.

The district always retains ownership of the 
USDA donated foods even after foods have 
been credited.

All donated foods accrue only to the benefit 
of the nonprofit food service and are to be 
fully utilized within the school’s food 
service. 



USDA Donated Foods & Contract 
Termination
Upon contract termination, the SFA retains the ownership of the 
donated foods.  

All unused donated ground beef, donated pork, processed end 
products, and other food must remain with the district. 7 CFR 
250.52(c) 

It is the responsibility of the district to see that the SFA has received 
credit for all donated foods.  



Donated Food Activities that the FSMC 
May Perform
Preparing and Serving Meals

Ordering or selection of donated foods in coordination with the SFA (CFR 
250.58(a)

Storage and inventory management of donated foods as described in (CFR 
250.52)

Commodities must be kept separate from purchased foods. 
 In Cost Reimbursable contracts, it is imperative that the SFA is not charged for the 

donated foods.  



Crediting USDA 
Donated Foods

Fixed Rate Contracts
Crediting is through invoice reduction or discounts 
showing a total value of foods received in the month 
and taken directly off the total of the invoice.

Items should be valued individually rather than 
crediting as a sum.

Processed end products from USDA donated foods 
would be shown as a direct discount on the vendor 
invoice and would not be included in the crediting of 
donated foods received in the district.   

Child Nutrition Directors are required to track the 
crediting of USDA donated foods.    



Crediting USDA 
Donated Foods

Cost Reimbursable Contracts
Crediting of donated foods is done by disclosure of 
the value of USDA donated foods received in the 
month.
The value of the donated foods is not discounted or 
subtracted from the invoice.  
The disclosure of the value shows the savings in food 
costs to the district resulting from the receipt of the 
donated foods.  
In processed end products, the SFA must be able to 
track all donated value that was in processed foods. 
Cost reimbursable contracts must contain a statement 
that SFA will not be charged for donated foods.   



Buy American 7 CFR 210.21(d), SP 38 2017
Schools are required to purchase to maximum extent practicable (possible, doable) domestic 
agricultural  commodities and products.  The FSMC will comply with this requirement.  

A domestic commodity or product is one that is produced in the United States or a food product that is 
processed in the United States using at least 51% domestic products. 

Any entity (an FSMC) that purchases food or food products for the SFA must follow the same Buy 
American provisions as the SFA.

All agricultural or food products purchased using non-profit funds from the non-profit food service 
account are subject to federal procurement standards which includes the Buy American provision.  
SP38-2017

Assumptions cannot be made that a domestic product is not available.  SFAs must make this 
determination on an individual basis.  



Buy American
Exceptions to Buy American provision:

1. The food product is not available or produced in the United States in sufficient 
quantities

2. The competitive bid reveals that the product is significantly higher than the 
nondomestic product.

SFAs can include statements in their bidding process:

“We require bidders to certify that ___(insert product name)___ was processed in 
the U.S. and contains over ____(insert % of weight or volume) of its agricultural 
food component from the U.S



Credits, Rebates, and Discounts
All rebates and credits must accrue to the non-profit Child Nutrition account.
If you are in a fixed rate contract, it is not necessary to track the credits, rebates, and 
discounts

 FSMC pays food, supplies, and labor cost from their fixed fee.  (Fixed means 
everything.)

If you have a cost reimbursable contract, you must track to assure that you are 
receiving the benefits.
The FSMC must provide the invoices so you can determine if the discount was applied 
to the invoice.   

 



21 Days of Cycle Menus, Food Specifications,  
and Compliance with Smart Snacks
As part of the RFP, the SFA creates the 21-day cycle of 
menus in compliance with meal pattern requirements for all 
programs served (breakfast, lunch, snacks) within the district.

The purpose of these menus is to allow the SFA to more 
accurately evaluate offers based on an average cost per meal.  

The FSMC must adhere to the cycle menu for the first 21 
days of serving meals.  Changes thereafter may be made with 
the approval of the SFA. [7 CFR 210.16(b) (1)] 

Menus from the FSMC must be submitted  to the CND in 
advance of service for approval.  

Menus are also subject for the approval of the district’s 
advisory committee on a quarterly basis A.C.A. § 6-20-709 
(2014)



Menus and Smart Snacks

Any foods sold a la carte 
must meet Smart Snack 

requirements, USDA, 
and Arkansas Nutrition 

Standards.

The SFA sets the prices 
for all foods sold to 
students and adults.  

Foods purchased must 
be of US origin, of equal 
or better quality, and of 

the same generic 
identity as donated 

foods.  



Professional Standards
Required professional standards (hiring and training) apply to all school 
nutrition employees whether the programs are operated by the SFA or an FSMC.

The State Agency monitors compliance during reviews (Admin reviews and 
FSMC monitoring) 

Professional standards vary by job category: directors, managers, and staff; and 
training must be appropriate for each category

District Child Nutrition directors must monitor and track training to assure the 
standards and requirements are met for CN staff as well as maintain their own 
training requirements



Descriptions of Job Categories
Examples

Directors plan, administer, implement, monitor, 
and evaluate all district-wide aspects of school 
nutrition programs. Regardless of its size, an SFA 
typically only has one director. 

 Managers have direct responsibility for the day-
to-day operations at one or more schools. 

Staff prepare and serve meals, operate the point 
of service, along with other routine work. Typically, 
staff do not have management responsibilities. 



Training Requirement by Category



Safety and 
Sanitation

All SFAs/schools that participate in 
the National School Lunch Program 
and/or the School Breakfast 
Program must implement a food 
safety program.

Includes a written Food Safety Plan 
for each individual school in the 
SFA and is based on Hazard 
Analysis Critical Control Points 
(HACCP)



Purpose of the Food Safety Plan
Ensure the delivery of safe foods to children in the school meals 
programs by controlling hazards that may occur or be introduced 
into foods anywhere along the flow of the food from receiving to 
service (food flow). 

An effective food safety program will help control food safety 
hazards that might arise during all aspects of food service (receiving, 
storing, preparing, cooking, cooling, reheating, holding, assembling, 
packaging, transporting and serving). 

FSMC must follow these same requirements.



Certified Food Protection Manager
At least one EMPLOYEE who has supervisory and 
management responsibility and the authority to direct and 
control FOOD preparation and service shall be a certified 
FOOD protection manager who has shown proficiency of 
required information through passing a test that is part of 
an ACCREDITED PROGRAM. 2-102.11 Arkansas State Board 
of Health, Rules Pertaining to Retail Food Establishments, 
October 2022
FSMCs must comply with this requirement.



Bonding Requirements and FSMCs SP 35-2016
• Bonding requirements apply only to subcontracts for 

construction and facilities improvement contracts that 
exceed the Simplified Acquisition Threshold. Bonding

• Bonding requirements do not apply to procurement of 
FSMC services in the National School Lunch Program.  Bonding

• Bonding requirements to apply to FSMCs in Summer 
Food Service Programs outlined in 7 CFR 225.15 and SFSP 
13-2014. Bonding



Act 575/Act 64
An Act to provide for certain employers with the option to pay a surcharge for 
embedded employees in lieu of membership in the Arkansas Teacher 
Retirement System.  
What does this mean?
Districts that have outsourced programs or services in their districts must pay a 
4% surcharge into the Arkansas Teacher Retirement System each year to cover 
those charges that were previously paid into the ATRS system.  
USDA has determined that this is not an allowable cost to the non-profit food 
service account.  Therefore, this surcharge must be paid from district funds 
rather than food service funds. 
See Commissioner’s Memo CNU 18-032 



Act 575/Act 64, continued 
The 4% surcharge is coded in ASPCN using code 62321 for non instructional employees.  

This 4% surcharge is based on wages only.

FSMC should report these wages to the district so the surcharge can be paid to ATRS.  

SFAs/Districts should track this to confirm that payment is made.  

The state agency will monitor this in the Administrative Reviews and well as FSMC contract 
monitoring.



Loans for Investments
If a loan for the investment of equipment is part of the contract between the 
SFA and the FSMC, it must be stated in the original contract.  

All equipment purchases must be approved by the SFA.

Purchases over $5,000.00 require approval of the state agency.   (CNU has a 
pre approved list)

Anything not on the approved list must be approved.

Interest cannot be charged to the non-profit child nutrition account.



Investments and 
Contract Termination
If the contract terminates and the 
investment is not repaid the SFA may 
within 5 days of the termination notice 
by either party:

1. Return the equipment to the FSMC 
with a full release of the unpaid balance 
(nothing more owed); or

2. Retain the property and continue 
making payments as agreed to in the 
amortization schedule.



Guarantees
The SFA may request a monetary guarantee.  This must be in the 
original contract and requested by the SFA.

Any guaranteed return must remain in the non-profit food service 
account.

The FSMC bears responsibility for failure to meet the guarantee 
Guarantees cannot be contingent on multiple contract years (since 
renewals are not guaranteed)



Monitoring Requirements
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2 CFR 200.318(b) 

“maintaining oversight of contractors to ensure contractors perform in 
accordance with the terms, conditions, and specifications of their 
contracts and purchase orders.”

Contract administration of a FMSC contract is more than just a periodic 
on-site visit in order to ensure that the FSMC complies with the 
contract and any other applicable Federal, State, and local rules and 
regulations.

54

Presenter
Presentation Notes
One of the general procurement standards in 2 CFR 200.318(b) includes maintaining oversight of contractors to ensure contractors perform in accordance with the terms, conditions, and specifications of their contracts and purchase orders. To ensure that the FSMC performs the contracted services in accordance with the contract, the SFA must monitor the operation of the FSMC. Contract administration of a FMSC contract is more than just a periodic on-site visit in order to ensure that the FSMC complies with the contract and any other applicable Federal, State, and local rules and regulations.



The SFA must monitor the billing invoices to ensure the number of 
meals served is reported correctly, the value of USDA Foods received is 
credited to the SFA for both “brown box” foods and processed end-
products, and that USDA Foods are used in meals served. 

For SFAs with cost-reimbursable type contracts, the SFA must also 
ensure the value of discounts, rebates, and credits received by the 
FSMC are reported and credited to the SFA nonprofit food service 
account. 
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Fixed – Price

Presenter
Presentation Notes
Per the contract, a fixed rate must include all expenses shown below and thus, there should be no additional expenses charged on the invoice other than a fixed rate applied to meals. 



Cost - 
Reimbursable
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Option A
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Option B
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Cost – Reimbursable



Tools:
Sample Monitoring Form
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Monitoring:
eligibility & verification
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Monitoring:
menu cycle & meal pattern
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Monitoring:
menu cycle & meal pattern



Monitoring:
USDA Donated Foods
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Monitoring:
USDA Donated Foods
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Monitoring:
Meal Count System

67



Monitoring:
Meal Count System

68



Monitoring:
Invoices

69

Presenter
Presentation Notes
46. How are CND’s ensuring that invoice statements are accurate?  What are some processes that districts implement? 47. Are count’s being compared with totals that are billed for? Are there ever discrepancies? Why are there differences? What are means of reconciliation?48. Is the FSMC using the correct fixed rate for each meal severed? Are non program foods converted to meal equivalents? What is the Meq rate being used? Are rebates, discounts being credited/listed?49. Is the CND requesting and looking at all invoiced provided by the FSMC? Are you looking at the food and non food invoices to determine allowable and non allowable expenses? 



Monitoring:
Procurement
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Monitoring:
Sanitation
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Monitoring:
Staffing/Training

72



Monitoring:
Monitoring

73



Monitoring:
Record Retention

74



Monitoring:
Other

75



Verification of Expenses

76

Presenter
Presentation Notes
Pass out practice invoice and advance next slide



What do you need to verify costs on invoice?
Fixed - Rate
• Correct billing rates listed in contract
• Correct MEq rate listed in Commissioner’s Memo
• Detailed list of Commodity Receipts
• Verification documents for meal counts and sales

Cost Reimbursable
• All supporting documents of expenses reflected on invoice and operating 

ledger (invoice, receipts, etc)
• Payroll, timesheets 

77

Presenter
Presentation Notes
Have everyone look at invoice and answer the question. Advance the slides once crowd has called out a few things. Pass out other documents. 



Tools:
Meal Calculator
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What does a Cost Reimbursable 
Invoice look like
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Presenter
Presentation Notes
The operating ledger lists all items in these line items
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Common Findings on Invoices

85



Common 
Findings

86

Incorrect reimbursement rate

Commissioner Memo regarding MEq is released every summer on DESE page

Current Free Reimbursement Rate + Performance Based Reimbursement
 + USDA donated food date for school lunch = MEq 



Common 
Findings

87

Converting Adult Meals/ Preschool meals to Meq

•student and non-student meals should be applied with fixed rate
•a la carte and catering sales should be converted to MEq



Common 
Findings

88

Incorrect meal counts
•FSMC invoicing for a different amount than what POS generates
•ensure reconciliation procedures and verify counts prior to billing



Common 
Findings

89

Additional expenses listed (Fixed Rate)
• Supply Chain Reimbursement, labor, etc are not allowed for claiming



Common Findings on Invoices: 
Specific to Cost Reimbursable

90
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Unallowable Expenses



Common 
Findings

92

Food Cost | Gross Product Cost

Typically food and supplies to support program operation
• Coffee Bar | Ice Cream Bar | Other specialty bars for staff
• Meals and Snacks for trainings and professional development
• Gifts | Door prizes
• Appreciation gifts | meals | beverages
• Items for personal use



Direct Cost | Other 
Product Cost

Typically supplies, technology, 
insurance, etc.

93

Presenter
Presentation Notes
Krista’s point, different year contracts have different language. The language has strengthened and is becoming increasingly clear. These screen grabs are for 23-24 school year. When you get an AR review or Procurement review, the area specialist may say something is allowable but a FSMC monitoring review may deem something unallowable and that is because of the different contract years. 



Direct Cost | 
Other Product Cost
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Thank You!
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