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Issue:  Improper Use of Non-Profit School Food Service Cafeteria Funds 

Requirements
Federal and State Laws, Regulations, Policy, and Guidance require that all participating Local Educational Agencies (LEAs) deposit revenues (meal charges, reimbursement, et al) from their non-profit food service into a “cafeteria fund” and expend those revenues and funds SOLELY on the maintenance and improvement of the school food service program.
Challenges
Since 2007, the California Department of Education’s (CDE’s) Nutrition Services Division (NSD) has investigated $165 million in misappropriated cafeteria funds. The NSD discovered these improper expenditures via internal reviews, whistle-blower reports, LEA inquiries, or Certified Public Accountant (CPA) reviews. These investigations are a tremendous workload for the NSD, Audits & Investigations Division, and CDE’s Legal Counsel. 
Improper use of cafeteria funds include: Improperly charged indirect costs, profit-sharing, undocumented loans, improper transfers, and improper expenditures (e.g., unallowed charges).

The NSD is developing a comprehensive Management Bulletin, covering many areas of compliance within this area, and offering multiple “Financial Management” trainings to LEAs. To protect district general fund from future collection due to improper use of the cafeteria fund, it is critical that district business officials, accounting staff and school food service personnel follow USDA requirements in the use of this fund. 
Background/History

1. Due to enormous budget cuts in school district budgets, California’s Legislature often adds language to the state’s annual budget permitting fund transfers from one district/agency fund to another, to maintain solvency. These allowances have caused confusion in the past, because this type of legislation does not supersede federal law governing the use of cafeteria funds.
2. Regardless of the laws in place that govern/restrict the use of cafeteria funds, district officials will often use cafeteria funds “as they see fit,” to keep their programs solvent, match bond funding, construct buildings, buy land, and other unallowable charges.

Federal and State Laws

· National School Lunch Act (federal)
· Child Nutrition Act (federal)

· California Education Code sections 38080–38103 et seq., and 41010 (State law)

Federal and State Regulations
· Title 7, Code of Federal Regulations (7 CFR), sections 210.2, 210.9, 210.14, 3016, 3019

· Title 2, CFR, Part 225 (formerly known as Office of Management and Budget Circular A-87) 

· USDA, Food and Nutrition Service – Cafeteria Fund Loan Guidance (federal policy)

· California School Accounting Manual (State Policy)

Possible Child Nutrition Advisory Council Action (Desired Outcomes)

Assist the CDE by helping LEAs learn and implement practices that ensure proper use of the cafeteria fund.
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