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Cafeteria Fund Loan Guidance

[U.S. Department of Agriculture (USDA), Food and Nutrition Service (FNS), Western Region Office]

Although not recommended by the USDA, School Food Authorities (SFAs) participating in the National School Lunch and School Breakfast Programs may loan funds from its nonprofit food service account to the district, as long as the loan does not jeopardize the integrity of its food service program to children, and the balance of the cafeteria fund is not reduced below operational costs for a three-month period.

In addition, the loan must be treated as a commercial loan (i.e., before the district transfers the funds, there must be a bona-fide [written, formal] loan agreement between district and food service officials with specific repayment terms [dates and amounts]), and interest payments are required. The rate of interest charged on the loan must be equal to the rate that would have been paid if the loan were obtained from a commercial source, and no less than the amount of interest the SFA would have earned by keeping the cafeteria fund money deposited in an interest-bearing account. There are specific formulas, called “Future Value,” that are used to compute the amount of this "lost interest."  

Most accounting, finance, and business administration students learn about future value calculations during their freshman or sophomore year in college, and even some high school students are learning these formulas, so this information is readily available.

In the past, FNS noted instances of school districts using nonprofit food service account funds for nonprogram costs. When this misuse was discovered, the state agency (SA) correctly required immediate and full repayment to the food service account. Some districts attempted to argue that the withdrawal was a loan that could be repaid over time. However, FNS’ position has been and remains that a bona-fide loan agreement complete with interest payment provisions must be executed before, not after, the funds are withdrawn from the account.  

Here is an excerpt from a 1998 FNS Headquarters e-mail to the FNS Southeast Regional Office:

We are not aware of any rules applicable to school food service that specifically address loans; however, the 210 [Title 7, Code of Federal] regulations [7 CFR] require that all revenue to the nonprofit school food service must be used for the operation and improvement of the food service to children. Withdrawals from that account, for purposes other than those, which meet allowable costs of the food service, would be deemed an unallowable cost. Therefore, without the proper documents identifying the transfer as loan, the disbursement becomes a payment for unallowable costs.

Therefore, in the question currently posed by the California Department of Education (CDE), Nutrition Services Division (NSD), regarding whether a district may borrow money without paying interest: The district’s proposal would not be acceptable because there is no payment for the interest earnings that would be lost by the SFA. Some regulatory references are: 7CFR, Parts 210.2, definition of nonprofit food service; 210.9(b)(1) requirements for SA-SFA agreement related to maintaining nonprofit food service and restrictions on use of nonprofit food service revenues; and 210.14(a), restricting the use of nonprofit food service revenues to the operation or improvement of the nonprofit food service for children.  

Finally, if the "loan" has already occurred without proper (school board policy recording the purpose of the transfer and processed loan agreement paperwork) documentation, FNS believes this is considered an inappropriate cafeteria fund transfer or expenditure, and the funds would have to be immediately restored to the nonprofit food service account, along with any lost interest earnings. 

Cafeteria fund revenues, expenditures, transfers, and loans are subject to annual Certified Public Accountant audits, and the NSD Coordinated Review Efforts or “CREs.”  

 

If you have questions regarding cafeteria fund policy or regulations, please contact the Resource Management Unit at 800-952-5609 or you can submit your questions to SNPCafeFundQuestions@cde.ca.gov. 
