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Effective Date: 
October 1, 2005
Sponsoring organizations must maintain financial records to document the administrative costs and Program income reported each month. This requirement can be met by having separate CACFP accounting codes or by a separate checking account.  Either a cash system, which recognizes revenues and costs when cash is actually received and expended, or an accrual system, which recognizes revenues and costs when incurred and uses payables and receivables, can be used.

The accounting system for sponsoring organizations of the CACFP in day care homes must:

1.  separate CACFP financial activities pertaining to day care homes from all other financial activities, including any CACFP activities pertaining to day care centers;

2.  separate operational and administrative CACFP financial activities by month; and

3.  provide support documentation for all financial data submitted on monthly claims.

Administrative Costs
All CACFP administrative costs must be supported by receipts, invoices, mileage logs, etc.  Costs that are shared with other programs, such as rent or telephone, which cannot be specifically identified to CACFP administration, must be prorated on a consistent and rational basis in accordance with generally accepted accounting principles appropriate to the circumstances.  Shared labor costs must be documented with daily time records to establish salary allocations.

Administrative costs must be offset by applicable credits, such as purchase discounts, rebates or allowances, recoveries or indemnities on losses, incidental services receipts and adjustments of overpayments or erroneous charges.

Typical Allowable CACFP Administrative Costs:

	Accounting
	Purchase of Expendable and Nonexpendable Property*

	Advertising
	Legal Expenses

	Audit Services
	Employee Travel Expenses

	Bonding Costs (for employees)
	Printing and Reproduction

	Telephone  and Other Communication Costs
	Insurance and Indemnification

	Personnel Administration
	Training of Staff and Providers

	Indirect Costs
	Standard Bank Fees (including stop payment fees)

	Salaries and Benefits of Employees
	



*Nonexpendable personal property is all property with a useful life of more than 1 year and an acquisition cost of $5,000 or more.  
Typical Unallowable CACFP Administrative Costs:

	Bad Debts
	Nonprogram Legal Expenses

	Contributions and Donations
	Purchase of Real Estate

	Fines and Penalties
	Entertainment

	Political Activities
	Interest Costs (except as a part of space rental)


Special Lease Arrangements 
In accordance with FNS Instruction 796-2 (rev. 3) and OMB circulars, the following four types of lease arrangements require special consideration and specific prior written approval. Except for costs under Lease with Option to purchase, all program costs under these special lease arrangements are limited to the costs that would have been allowed had the institution purchased or continued to own the item on the date the lease was executed.  Institutions are not permitted to charge to the program any portion of the rental fee that exceeds that amount.

(1)
Less-than-arms-length transactions.  Costs under less-than-arms-length arrangements, no matter how represented, may not exceed the amount that would have been allowed had the item been owned by the institution.  All transactions between related parties are less-than-arms-length.  Allowable lease costs are limited to:

(a)
Space and Facilities:  The amount that results from applying 30 year life expectancy to the property’s acquisition cost less the value of the land;

(b)
Equipment: The amount that results from applying 15 year life expectancy to the acquisition cost of equipment, excluding automobiles and ADP equipment; and

(c)
Automobiles and ADP equipment:  The amount that results from applying 5 year life expectancy to the acquisition cost of automobiles and ADP equipment.

(2)
Capital (Material equity) leases.  Costs charged to the program under rental/lease arrangements that create a material equity (an ownership interest) can not exceed the allowable costs that would have been permitted had the institution purchased the item on the date the lease was executed.  A material equity is created when:

(a)
The lease/rental agreement cannot be canceled; required the item to be purchased if the lease/rental agreement is canceled; or is cancelable only upon the occurrence of some remote contingency;

(b)
The institution has the right to purchase the item at the end of the lease/rental term for a price that appears to be substantially below the probable fair market value of the item (commonly called a lease with a bargain purchase option); 

(c)
Title to the item passes, without exercising a purchase option, to the institution at some time during or after the lease period;

(d)
The term of the lease (initial term plus periods covered by bargain renewal options, if any) is equal to 75 percent or more of the economic life of the leased item; or

(e)
A specific portion of the lease/rent payments is applied to the purchase price of the item, whether or not the purchase option is exercised.

(3)
Sale-with-lease-back.  Sale with lease back arrangements occur when an item is sold and then leased back to the seller or an affiliate of the seller.  The seller may be an individual or business.

(a)
Allowable lease costs under a sale-with-lease-back arrangement are limited to the amount that would result had the institution continued to own the item.

(4)
Lease with option-to-purchase agreements.  These agreements do not create a material equity, but do permit the lessor the opportunity to purchase an item.  Costs for equipment or vehicles, but not space, facilities or land, in this type of lease arrangement are allowed with specific prior written approval when: 

(a)
The State agency would approve the direct expensing of the same item; 

(b)
The costs are prorated between program and nonprogram use; 

(c)
The lease agreement is not a component of the sale-leaseback or related party agreement; 

(d)
The terms of the lease agreement do not create a material equity in the property leased; and

(e)
The costs are reasonable given the total costs that will be paid by the institution under the lease with option to purchase agreement when compared to rental without the purchase option and the costs of financing the purchase of the item.

Operational Payments
Sponsoring organizations must disburse any reimbursement payments for food service due to each day care home within five (5) working days of receipt from the Wisconsin Department of Public Instruction.  The full amount of food service payments shall be disbursed to each day care home on the basis of the number of reimbursable meals and snacks served to enrolled and participating children.  In certain cases,  the sponsoring organization may reduce or increase the amount of the facility’s payment.  These cases are limited to the guidelines found in FNS Instruction 796-2 (rev. 3) Part IX B(3)(c). 

Reimbursement payments to each day care home must be payable to an individual provider, not the name of the family day care home, nor to more than one provider.  The provider enrollment data (as documented on Application - Day Care Home - PI-1472, Rev. 9-01) must correspond to that on file with the sponsor, and must be kept current by the sponsor as reported to our office.  (See Guidance Memo A, revised October 2002.)

Recovery of Overpayments to Providers
An overpayment (overclaim) is defined as a provider claim for reimbursement which the sponsoring organization has determined to be invalid (whole or in part) due to the provider having submitted a false or erroneous claim for reimbursement.  This situation is usually the result of a Household Contact (i.e. parent audit), conducted after the claim has been processed and payment has been issued to the provider. Other situations may be the result of a “human” error made, either by the Sponsoring Organization or the Provider. In any situation resulting in an overpayment to the provider, in where the provider was at fault, these funds must be recovered from the provider and the overpayment amount must be returned to the DPI.  

Once a Sponsor identifies that a provider has claimed in error, the Sponsor must send notification of the overclaim amount to the provider.  The notification must include the basis for the action (i.e. result of household contact, on-site review, etc.), the claim(s) that was effected, the amount of the reimbursement that needs to be recovered, and the method of  payment (check or deduction from a future valid claim).   

Under no circumstances must a Sponsoring Organization self-correct a provider meal reimbursement claim, by deducting the erroneous meals from a future valid claim.  CACFP regulations [7 CFR 226.13(c) and 226.18(b)(7)] state that sponsoring organizations of family day care homes must disburse the full amount of meal service earnings to providers.  The only exception to this regulation is when the sponsor has reason to believe that the claim being processed is invalid in which case the claim should not be processed.  This will ensure that the claim figures that the Sponsor is reporting to DPI, and eventually DPI to USDA, are a true and accurate reflection of the performance of the FDCH providers. 

Documentation of the meals being denied must be maintained on file by the sponsoring organization, utilizing the attached Provider Meal Reimbursement Refund Check Detail (Attachment 1) of this guidance memorandum and reported to DPI on a quarterly basis.  All provider reimbursement that is collected by a Sponsoring Organization must be returned to the DPI at the end of each federal fiscal quarter (December 31, March 31, June 30, and September 30).  The reimbursement check must be from the Sponsoring Organization and be made payable to the Department of Public Instruction.   The reimbursement check must reflect the total of all provider meal reimbursement(s) recovered for provider claims paid in error for the given fiscal quarter and correspond to the completed Provider Meal Reimbursement Refund Check Detail (Attachment 1).   The form and the reimbursement check should be sent to Wisconsin Department of Public Instruction, Attn: Debra Anklam – Business Office, PO Box 7841, Madison, WI  53707-7841.  A copy of the form should be sent (via fax, e-mail, or regular mail) to Cari Ann Muggenburg.

Please note: When completing the Provider Meal Reimbursement Refund Check Detail form ensure that the information entered is in order by Claim Date. Only one check and one form (unless more space is needed) should be submitted per quarter.
Tracking Log of Uncashed Provider Payments

Sponsoring organizations are required to track all outstanding provider payments that have not been cashed within 90 days from disbursement at the end of the federal fiscal year.  The Sponsor is required to complete the attached Outstanding Provider Check Tracking Report (Attachment 2) annually and maintain the record on file.  A copy of the Outstanding Provider Check Tracking Report is required to be sent along with the total amount of outstanding checks collected at the end of the program year.   The reimbursement check must be made payable to the Department of Public Instruction.  The check and Attachment 2 must be sent to:  Wisconsin Department of Public Instruction, Attn: Debra Anklam, DPI Business Office, 125 South. Webster Street, P.O. Box 7841, Madison, WI. 53707-7841.  
If a provider requests repayment of a lost provider payment the Sponsor is required to resubmit payment to the provider.  The request must be received in writing from the provider indicating the reason for repayment.   If this payment has already been returned to DPI the Sponsor will need to make a copy of the Outstanding Provider Check Tracking Report that was submitted with the returned check, and indicate which provider check must be reissued.    The Sponsor should submit a copy of the form along with a copy of the provider’s request for payment to Cari Ann Muggenburg for approval.  Once approved the adjusted claim will be sent to fiscal for payment.

Interest-Earning Accounts
Sponsoring organizations are permitted to use interest-earning accounts for both operational and administrative funds.  Any interest earned on CACFP reimbursements must be reported as income accruing to the CACFP.

Public Law 106-224 and 7 CFR 3019.22 (k)(3) restricts the amount of interest earned on advance payments that can be retained by a non-profit organization. Any interest earned on CACFP advance payments in excess of $250 a program year must be made payable and returned to the following address: U.S. Department of Health and Human Services (DHHS), Payment Management System, PO Box 6021, Rockville, Maryland  20852.

Public Law 106-224 and 7 CFR 3019.22 (k)(3) also restricts the amount of interest earned on advances for Public and Proprietary institutions.

Record Retention
Accounting records and documentation for program revenues and costs must be retained for three years plus the current year to which they apply.  For instance, the 2001-2002 federal fiscal year food service records must be retained until September 30, 2005.

Audit Requirements

In March 2004, the Office of Management and Budget (OMB) revised Circular A-133, “Audits of States, Local Governments, and Non-Profit Organizations.”  The revision includes an increase in the threshold for audit from $300,000 to $500,000 beginning with all audits of fiscal years after December 31, 2003.  As a result, all nonprofit agencies that participated in the Child and Adult Care Food Program during FY2004 and expended more than $500,000 in federal funds are required to have an annual audit. 

If the CACFP is a major program for an agency a copy of the audit report must be submitted to the Wisconsin Department of Public Instruction (DPI) within nine months from the close of your agency’s fiscal year.  All audit reports must be kept on file by the agency for three years plus the current year.  A copy of the A-133 Compliance Supplement for the Child and Adult Care Food Program can be found on the OMB website at www.whitehouse.gov/omb/grants/grants_circulars.html. 

Standards for Allowable Costs
Allowable costs are bona fide obligations of the institution incurred for the actual expenses of operating the program which are liquidated timely.  Certain costs may be allowable for a public institution but unallowable for a private nonprofit institution and vice versa.  Furthermore, subsequent events may result in the reclassification of costs from allowable to unallowable.  In all cases, allowable costs require some level of State agency approval.  For a quick reference, Attachment 3 is an index of cost items from FNS Instruction 796-2 (revision 3) and the required approval level. 

Cost Principles.  Institutions are responsible for accounting for costs correctly and for maintaining records and sufficient supporting documentation to demonstrate that costs claimed have been incurred, are allocable to the program, and comply with Guidance Memo F, FNS Instruction 796-2, and applicable Program regulations and policies.  Costs that are not properly documented and recorded pursuant to generally accepted accounting principles, Guidance Memo F, applicable OMB Circulars and the FNS Instruction 796-2 are unallowable. 
Disclosure.  The failure of an institution to identify related party transactions, less-than-arms-length transactions, ownership interests in equipment, supplies, vehicles and facilities or disclose any other information to the State agency that inhibits the State agency’s ability to make an informed assessment of the allowability of a particular cost will result in the disallowance of the cost and may subject the institution, its principals, employees, consultants or others to the administrative and legal remedies available to the State agency and FNS.  If the State agency determines that the institution’s failure to disclose pertinent information was not deliberate, the State agency may permit the institution to either claim and retain CACFP reimbursement up to the amount that would have been allowed had a full and accurate disclosure been provided to the State agency; retain program funds earned as a result of claiming unallowable costs or use nonprofit food service account funds to pay for unallowable costs.    

Special Considerations in determining Allowability.  Certain situations require special consideration when determining whether the amounts and types of expenses are reasonable program costs.  Special consideration is needed whenever a transaction lacks independence, for example transactions between related parties, because the integrity of the transaction could be compromised.  In cases requiring special consideration, specific prior written approval is always required. 

Generally Allowable Costs.  Generally allowable costs are the customary costs that occur in the routine operation of the CACFP and which are allowed by 796-2, OMB Circulars, Federal regulations, and FNS and State agency policies, guidance and instructions.  While generally allowable, an institution must disclose these costs in the administrative budget submitted to the State agency (Attachment E of DPI form PI-1459) and these costs must still be approved in advance by the State agency through the annual management plan and budget submission process.  Approval of the budget results in the approval of the budget line items but is not a guarantee of allowability of any particular cost or funding of the budget line item.  
Prior Approval.  The phrase “prior approval” is used in this guidance and Attachment 3, to identify costs that must be specifically identified by item and amount during the budget submission process to permit the State agency to fulfill the regulatory requirements of 226.6(f), 226.7(b), (g), (m) and 226.10, as applicable; and to permit the institution to fulfill the regulatory requirements of 226.6(f) and Part 226, Subpart D and E, as applicable.  Including the item as part of a larger entry on a line item in the budget without identifying the specific cost item and amount is not sufficient and will not meet the requirement for sufficient disclosure.  When these cost items and amounts are properly disclosed, approval of the budget meets the requirement for prior approval unless the State agency specifically disallows the cost in writing.  Costs requiring prior approval include costs identified in the OMB Circulars as generally allowable costs, but due to limitations imposed by CACFP statutory, regulatory and policy considerations may not be allowable program costs.

Specific Prior Written Approval.  The phrase “specific prior written approval” is used in this guidance and Attachment 3, to identify costs that are not allowed unless the State agency has provided the institution with specific written approval of both the cost and the amount of the cost that can be charged to the program before the cost is incurred.  Specific prior written approval by the State agency is required because these costs are not customarily incurred in the routine operation of the CACFP but can sometimes be necessary and reasonable for proper and effective Program operations.  Approval of a budget line item does not constitute adequate specific prior written approval for these costs.  The institution must specifically identify and request approval of these costs during the annual budget approval process or submit a separate request to the State agency.  Whether submitted during the budget approval process or separately, the State agency must approve or deny these specific requests in writing. Costs requiring specific prior written approval may include costs identified in the OMB Circulars as allowable costs, but due to limitations imposed by CACFP statutory, regulatory and policy considerations may not be allowable program costs.

Unallowable Costs. Not all expenses will be allowable costs. Unallowable costs cannot be charged to the program or claimed for reimbursement.  The institution’s accounting records must segregate, account for and identify all unallowable costs.  Further, unallowable costs must be included in the development of any cost allocation plan and unallowable costs must be attributed a fair and equitable share of the institution’s indirect costs.  Institutions must fund unallowable costs from nonprogram sources.

All cost items, illustrated in Attachment 3 as requiring prior approval or specific prior written approval by DPI, cannot be claimed for administrative reimbursement, unless that approval has been given. All Family Day Care Home Sponsors participating in the CACFP are required to monitor budget vs. actual costs on a monthly basis, to ensure the proper approval has been obtained.
Amended Budgets

The DPI Budget completed at the beginning of the program year should be a map of the projected expenditures that your agency anticipates on incurring throughout the year.  Of course situations may arise that will require you to amend your budget.   Budget amendments will be accepted at anytime prior to September 1st.  Any budget amendment after September 1st, will be accepted for emergency situations only.  

A request for an amended budget should be in writing (except in the case of an emergency, then verbal communication will be accepted), and sent via e-mail, fax, or regular mail to the attention of the DPI Auditor.  DPI will respond within 10 days of receiving a request for approval to the amended budget. The request must contain: (1) the specific cost item(s) that is being amended, (2) the projected dollar amount that is being changed, and (3) the source of funding that will cover the costs (i.e. additional administrative reimbursement, lowering the dollar amount for a different line item, other source of funding, etc.).  Any additional supporting documentation must also be submitted to  DPI prior to approval. 
No budget amendment for cost items requiring Prior Approval or Specific Prior Written Approval, will be accepted after a cost has been incurred, as illustrated on Attachment 3.  The budget does not need to be amended to reflect any change/addition of a Generally Allowable Cost, unless the addition will increase the overall budget amount.  In this situation, simply notify the DPI auditor that the agency’s overall budget amount will be increased, the reason for the increase (i.e. increase in the number of homes originally projected), and certify that the agency is planning to spend the extra admin on generally allowable costs (i.e. purchase of office supplies, printing supplies, more monitoring visits). 
If you have any questions regarding your budget status, please do not hesitate to contact Cari Ann Muggenburg, by e-mail at cari.muggenburg@dpi.state.wi.us or by phone at 608-264-9551.
Non-Profit Food Service Financial Report - PI-1463-B (Rev. 7/05)
Your agency is required to submit the attached Non-Profit Food Service Financial Report (PI-1463-B, Rev. 07/05) on a quarterly basis.  The report should document all revenue and costs to the food service program on an accrual basis (as they were incurred not when they were paid/received).  If your agency reports costs and revenues on a cash basis (when payment is made and funds are received) please indicate this on your report.  The report should be submitted to: Wisconsin Department of Public Instruction, Attn: Cari Ann Muggenburg, Community Nutrition Programs, 125 South Webster Street, P.O. Box 7841, Madison, WI.  53707-7841.   The deadlines for submitting these financial reports are as follows: 


Time Reporting Period



Date PI-1463-B due to SA


October 1 – December 31



March 1

January 1 – March 31



June 1

April 1 – June 30




September 1


July 1 – September 30



December 1 

A copy of the Nonprofit Food Service Financial Report (PI-1463-B) can also be found on the DPI website at http://dpi.wi.gov/fns/homememos.html.  The electronic report can be saved to your PC, completed, and e-mailed to Cari Ann Muggenburg at the following address: cari.muggenburg@dpi.state.wi.us.  If you have any questions regarding your submission of the required report(s) contact Cari Ann Muggenburg at 608-264-9551.
Fiscal Action Procedures
Fiscal action can be taken on any agency that fails to comply with the regulatory requirements for participation in the Child and Adult Care Food Program.  An overclaim can be assessed on an agency as a result of a program review, financial audit (including but not limited to a Single Audit, LAB audit or desk audit), or a federal audit (i.e. OIG audit).  
Beginning October 1, 2004, the Child Nutrition and WIC Reauthorization Act of 2004 (Public Law 108-265) allows a disregard threshold for overpayments to child or adult care institutions participating in the Child and Adult Care Food Program (CACFP).  A disregard threshold in the amount of $600.00 will be placed on any operational (provider reimbursement) overclaim notice assessed as a result of a program review or audit. However, no overpayment will be disregarded where there is substantial evidence of violations of criminal law or civil fraud statutes, or for any administrative overclaim or disallowed administrative expense.  
If your agency incurs a fiscal overclaim, greater than $600.00 or for administrative reimbursement, the entire debt must be repaid in full within 30 days from the date of the Overclaim Notice.  All overclaim payments are required to be submitted by check for the full amount of the overclaim. The check should be made payable to the Department of Public Instruction and mailed to the following address:  Department of Public Instruction, Attention: Deb Anklam, PO Box 7841, Madison, WI, 53707-7841.  
Payment is due in full within 30 days from the date of the Overclaim Notice letter.  If not paid in full within 30 days, interest at the rate of 1.000% per year will be charged on any overclaim balance in excess of $5.00, beginning with the date of the Overclaim Notice letter.  If you appeal the payment demand, we will stop all collection activities, however, interest will continue to accrue.  If the hearing officer upholds our demand for payment, you will owe the total balance of the overclaim and the interest that has accrued.  If the hearing officer does not uphold our decision or reduces the amount of our repayment demand, any interest that has accrued on the overclaim amount, no longer due, will be waived.  Collection activity will resume after the hearing officer issues a decision on your appeal. 

If your agency disagrees with any of the findings that resulted in the fiscal overclaim, your agency has the right, by Federal Regulation, to obtain a fair and impartial administrative appeal hearing (detailed hearing procedures are attached).  The request for an appeal hearing must be filed in writing within 15 days from the date of receipt of your Overclaim Notice.  All requests must be made in writing and sent to the attention of Cari Ann Muggenburg via fax at (608) 267-0363 or regular mail to the following address:


Department of Public Instruction 


Attn: Cari Ann Muggenburg

Community Nutrition Team


PO Box 7841


Madison, WI  53707-7841
Your agency also has the right to file an appeal on any fiscal underclaim that is issued to your agency.  Follow the appeal procedures highlighted above.

Payment of an administrative overclaim and an overclaim in provider reimbursement that was due to an error of the Sponsoring Organization must be paid using non-CACFP funds.  Any overclaim in provider reimbursement  that was the result of a provider error must be paid by following the above procedures for Recovery of Provider claims paid in error. 
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