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ACKNOWLEDGEMENT 
STATEMENT

You understand and acknowledge that:

 The training you are about to take does not cover the entire scope of the 
program; and that

 You are responsible for knowing and understanding all handbooks, manuals, 
alerts, notices and guidance, as well as any other forms of communication 
that provide further guidance, clarification or instruction on operating the 
program.



INTRODUCTION

• The Healthy, Hunger-Free Kids Act 
of 2010 (the Act), 

• Public Law 111-296, requires Food 
and Nutrition Service (FNS) to

• provide guidance on program 
rules pertaining to indirect costs.



USDA MEMO SP 
60 - 2016

• This guidance updates SP41 -
2011, Child Nutrition 
Reauthorization 2010: Indirect 
Cost Guidance, July 7, 2011 

• to reflect changes by the 
Office of Management and 
Budget (OMB) in 2 CFR 200 to 
streamline and consolidate 
prior regulations in 

• 7 CFR 3016, 3019, and 3052; 
• and cost principles in 

• 2 CFR 220 (A-21), 225 (A-87), 
and 260 (A-122). 



GOALS

• To ensure that the 
school food service 
operates on a nonprofit 
basis, and 

• To safeguard assets of 
the school food service 
and ensure that they are 
used only for authorized 
purposes 



WHY IS IT IMPORTANT TO 
UNDERSTAND INDIRECT COSTS?

• To safeguard the limited funds of the nonprofit school 
food service account!

• The funds in the nonprofit school food service account 
must only be used to pay for expenses that are 
necessary and reasonable to provide quality meals in 
the School Meal Programs



BASIC OVERVIEW OF DIRECT AND 
INDIRECT COSTS

• The full cost of a program, function or activity includes 
both direct and indirect costs. 

• Total Program Costs



DIRECT COSTS
• Are incurred specifically for a program or other 

cost objective, and can be readily identified to 
a particular objective such as school food 
service.  

• Examples of direct costs in School Meal 
Programs include, but are not limited to, 

• Food
• wages and salaries of the staff 
• supplies specifically used in 

the school food service



INDIRECT COSTS
• Are incurred for the benefit of multiple programs, functions, or 

other cost objectives and cannot be identified readily and 
specifically with a particular program or other cost objective. 

• They typically support administrative overhead functions such as 
• fringe benefits 
• accounting 
• payroll 
• purchasing
• facilities management 
• utilities, etc.



EXAMPLES OF TYPICAL DIRECT 
AND INDIRECT COSTS 

Direct Costs Indirect Costs
•Wages and salaries of food

service employees

•Cost of purchased food

•Food service supplies

•Media/promotional materials

relating to the food service

•Capital expenditures relating to

food service (e.g., food service

equipment purchases)

•Payroll services

•Human resources

•Workers’

compensation 

•Procurement

•Gas Electricity Sewer

Water Trash

•Superintendent’s

Office



BASIC OVERVIEW OF PROGRAM 
REGULATIONS

• SFAs operating nonprofit food services must 
adhere to the following 3 requirements:



REQUIREMENT #1

• SFAs must observe the restrictions on the use of nonprofit 
food service revenues so that all revenue is used for 
operating the meal service and/or improving its quality and 
efficiency. 

• Revenue sources include (but are not limited to) Federal 
meal reimbursement, State meal reimbursement, children’s 
and adults’ payments for SMPs meals and a la carte items 
and interest.

• Revenue may be used for food, supplies, equipment and 
personnel used to operate the meal service;

• Revenue must not be used to purchase land and/or 
buildings, or to construct buildings, 
unless approved by FNS;



REQUIREMENT #2
• SFAs must limit the net cash resources in order not to exceed 3 

months average expenditures

• Net cash resources means all monies, as determined in 
accordance with the SA's established accounting system

• That are available to or have accrued to an SFA's nonprofit school 
food service at any given time, less cash payable. Such monies 
may include, but are not limited to, cash on hand, cash receivable, 
earnings on investments, cash on deposit and the value of stocks, 
bonds or other negotiable securities



REQUIREMENT #3

• If SFAs have a surplus of over 3 months of average 
expenditures on hand they agree to:

• Lower the price of paid lunches
• Improve food quality
• Make other improvements to the school meals 

operations
• If there are no opportunities for the above three options, 

the State Authority can lower the rates of reimbursement 
to the School Food Authority



KEY PRINCIPLES

• The key principles this guidance hopes to impart include:
• Understanding allowable costs;
• Understanding the compliance requirements that pertain to applying 

the Federal Cost Principles to the SMPs;
• Understanding how to appropriately charge direct or indirect costs to 

the nonprofit school food service account; and
• Understanding how to safeguard the financial integrity of the nonprofit 

school food service account with respect to direct and indirect costs.

Note: The indirect cost guidance uses many examples to 
illustrate principles. The examples provided in this guidance 
are not meant to imply that certain costs must be treated in 
the manner provided in the  examples. The treatment of a 
cost as direct or indirect is determined by the SFA’s 
accounting system.



GENERAL CRITERIA FOR 
ALLOWABLE COSTS• 2 CFR 200.403 

• Necessary
• Reasonable
• Allocable
• Consistent with policies and procedures that apply uniformly to 

both federally financed and other activities of the non federal 
entity

• Consistently treated as direct or indirect; 
• Determined in accordance with Generally Accepted 

Accounting Principles (GAAP);  
• Not included as a cost or matching contribution of any other 

grant (except where allowed by Federal regulations);
• Adequately documented 



EXAMPLES OF SPECIFIC 
ALLOWABLE AND 

UNALLOWABLE COSTS
• Renovating a School Kitchen

• 2 CFR 200.452 Maintenance and repair costs
• Keep property in an efficient operating condition
• Does not add to the permanent value of the property or 

appreciably prolong its intended life
• Are not otherwise included in rental or other agreements



BUILDING A SCHOOL 
KITCHEN

• SMPs regulations at 7 CFR 210.14(a) and 
220.7(e) require that revenues received by 
the nonprofit school food service are to be 
used only for the operation or improvement 
of such food service, except that, such 
revenue shall not be used to purchase land 
or buildings unless otherwise approved by 
the FNS, or to construct buildings. 



SEEMINGLY APPROPRIATE

• No matter how seemingly 
appropriate a cost appears 
to be

• Utilities, trash collection, 
janitorial services, etc.

• Costs may be charged to 
the NSFSA only with 
appropriate documentation



GENERAL FUND 
RECOVERY OF 

INDIRECT COSTS

• A school district has 
2 options

• 1. directing the 
general fund to 
rely on its own 
allotments

• 2.  billing the 
school food 
service account



LEA DEVELOPS ICRP

• 5 steps
• Identify activities
• Eliminate capital expenditures
• Classify activities
• Eliminate from indirect costs unallowable costs
• Compute the indirect cost rate

• TEA is the Cognizant Agency 
• http://tea.texas.gov/index4.aspx?id=3842



TEA – INDIRECT COST 
RATES



PROPERLY BILLED 
INDIRECT COSTS

• The food service’s share of indirect costs is 
determined by applying the approved indirect 
cost rate to the school food service’s direct cost 
base. 

• School food service is allowed to pay properly 
billed indirect costs with funds from the NSFSA; and 

• School food service is not allowed to pay any 
amount in excess of the properly billed indirect 
costs (the portion that does not support the 
operation or improvement of the food service) 
with funds from the NSFSA. 



SFA MUST NOT PAY FOR 
INDIRECT COSTS WITHOUT

• SFA must not pay for indirect costs without: 
• Reviewing the indirect cost rate agreement, 
• Ensuring the indirect cost rate agreement provides the 

indirect cost rate and direct cost base, and 
• Ensuring that the approved indirect cost methodology 

was properly applied in the preparation of the bill. 

• Remember: The indirect cost rate can only be applied 
to cost items in the base. 



REMOVE ALL EXCLUDED 
COSTS

• Remove “distorting items”
• Equipment purchases and other capital expenditures
• Payments to contractors beyond the first $25,000
• Food costs in the school food service
• Renovations and alterations
• Certain unallowable costs (fines, penalties, bad debt)



ASSESSING INDIRECT COSTS 
CHARGED TO THE FOOD 

SERVICE
• Use of an unapproved rate or methodology;
• The allow ability of the indirect costs included in the indirect 

cost pool;
• The inclusion of the same cost in both the indirect cost pool 

and direct cost base;
• Treating a cost inconsistently (i.e., in some cases the cost is 

direct and in others the same cost is indirect);
• Using undocumented costs in the indirect cost pool or direct 

cost base;
• The composition of the direct cost base (i.e., is the base 

stable and consistent); and,
• The mathematical accuracy of the computation of the 

indirect cost rate.



EXAMPLE TOTAL 
EXPENSES:

• 6100 Payroll = $ 8,000,000.00
• 6200  Prof Contracted Services = $     400,000.00
• 6300 Supplies & Materials = $12,000,000.00
• 6400  Other Operating costs = $       55,000.00
• 6600 Capital Outlay = $      900,000.00
• Total Expenses = $21,355,000.00



EXAMPLE CONT.

• Less
• 6219 Professional Services ($25,000) =$20,000.00
• 629x  Sub grants =$25,000.00
• 6341  Food =$10,000,000.00
• 6344  USDA Foods =$1,500,000.00
• 6500 Debt Service =$0
• 6600  Capital Outlay =$950,000.00
• Total to be subtracted =$12,495,000.00



AND NOT THE 
APPLICATION

• Total Expenses = $ 21,355,000.00
• Less Distorting Costs = $ 12,495,000.00
• Qualified Expenditures = $   8,860,000.00

X
• Unrestricted Rate 17.1820%
• Correct bill to CNP = $   1,522,2325.20



PROPERLY BILLED   
INDIRECT COSTS

• The food service’s share of indirect costs is determined by 
applying the approved indirect cost rate to the school food 
service’s direct cost base.

• School food service is allowed to pay properly billed indirect 
costs with funds from the nonprofit school food service 
account; and

• School food service is not allowed to pay any amount in
excess of the properly billed indirect costs (the portion that 
does not support the operation or improvement of the food 
service) with funds from the nonprofit school food serviced 
account.



KEY PRINCIPLES

• Understanding allowable costs
• Understanding ho to appropriately charge direct or 

indirect costs
• Understanding School Meal Program indirect cost 

compliance requirements, and 
• Understanding how to safeguard the financial integrity 

of the nonprofit school food service account with 
respect to direct and indirect costs



THERE IS HELP



QUESTIONS?



FOOD & NUTRITION PROGRAM STAFF

Carmen Ocanas Lerma
• Director
• colerma@esc1.net
• (956) 984-6120

Kimberly Keller
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• klkeller@esc1.net
• (956) 984-6121
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• FNP Specialist - CACFP
• grequena@esc1.net
• (956) 984-6108

Iris S. Perez
• FNP Specialist - NSLP
• iperez@esc1.net
• (956) 984-6102

Elisa Cuevas
•FNP Specialist - CACFP
•ecuevas@esc1.net
•(984) 984-6051

Victor Partida
•FNP Technician
•vpartida@esc1.net
•(956) 984-6126

Sandra Bazan
•FNP Program Assistant
•sbazan@esc1.net
•(956) 984-6120 

Region One  ESC                                            
Food & Nutrition Program
•1900 W. Schunior, Edinburg, TX 78539
•(956) 984-6000



• The Texas Department of Agriculture’s Food and Nutrition Division is funded by the U.S. Department of 
Agriculture, Food and Nutrition Service.

The U.S. Department of Agriculture prohibits discrimination against its customers, employees, and applicants 
for employment on the bases of race, color, national origin, age, disability, sex, gender identity, religion, 
reprisal, and where applicable, political beliefs, marital status, familial or parental status, sexual orientation, or 
all or part of an individual’s income is derived from any public assistance program, or protected genetic 
information in employment or in any program or activity conducted or funded by the Department. (Not all 
prohibited bases will apply to all programs and/or employment activities.)

•

• If you wish to file a Civil Rights program complaint of discrimination, complete the USDA Program Discrimination 
Complaint Form, found online at http://www.ascr.usda.gov/complaint_filing_cust.html, or at any USDA office, or 
call  (866) 632-9992 to request the form. You may also write a letter containing all of the information requested 
in the form. Send your completed complaint form or letter to us by mail at U.S. Department of Agriculture, 
Director, Office of Adjudication, 1400 Independence Avenue, S.W., Washington, D.C. 20250-9410, by fax (202) 
690-7442 or email at program.intake@usda.gov.

•

• Individuals who are deaf, hard of hearing or have speech disabilities may contact USDA through the Federal 
Relay Service at (800) 877-8339; or (800) 845-6136 (Spanish).

•

• USDA is an equal opportunity provider and employer.


