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pursue a claim against the State agen-
cy to repay the amount of the misused 
funds. The State agency will be given 
the opportunity to contest the claim. 
The State agency is responsible for ini-
tiating and pursuing claims against 
subdistributing and local agencies if 
they misuse program funds. 

(b) What happens if a State or local 
agency misuses program commodities? If a 
State or local agency misuses program 
commodities, FNS must initiate a 
claim against the State agency to re-
cover the value of the misused com-
modities. The procedures for pursuing 
claims resulting from misuse of com-
modities are detailed in § 250.15(c) of 
this chapter. Misused commodities in-
clude commodities improperly distrib-
uted or lost, spoiled, stolen, or dam-
aged as a result of improper storage, 
care, or handling. The State agency is 
responsible for initiating and pursuing 
claims against subdistributing agen-
cies, local agencies, or other agencies 
or organizations if they misuse pro-
gram commodities. The State agency 
must use funds recovered as a result of 
claims for commodity losses in accord-
ance with § 250.15(c) of this chapter. 

(c) What happens if a participant im-
properly receives or uses CSFP benefits 
through fraud? The State agency must 
ensure that a local agency initiates a 
claim against a participant to recover 
the value of CSFP commodities im-
properly received or used if the local 
agency determines that the partici-
pant, or the parent or caretaker of the 
participant, fraudulently received or 
used the commodities. For purposes of 
this program, fraud includes inten-
tionally making false or misleading 
statements, or intentionally with-
holding information, to obtain CSFP 
commodities, or the selling or ex-
change of CSFP commodities for non- 
food items. The local agency must ad-
vise the participant of the opportunity 
to appeal the claim through the fair 
hearing process, in accordance with 
§ 247.33(a). The local agency must also 
disqualify the participant from CSFP 
for a period of up to one year, unless 
the local agency determines that dis-
qualification would result in a serious 
health risk, in accordance with the re-
quirements of § 247.20(b). 

(d) What procedures must be used in 
pursuing claims against participants? The 
State agency must establish standards, 
based on a cost-benefit review, for de-
termining when the pursuit of a claim 
is cost-effective, and must ensure that 
local agencies use these standards in 
determining if a claim is to be pursued. 
In pursuing a claim against a partici-
pant, the local agency must: 

(1) Issue a letter demanding repay-
ment for the value of the commodities 
improperly received or used; 

(2) If repayment is not made in a 
timely manner, take additional collec-
tion actions that are cost-effective, in 
accordance with the standards estab-
lished by the State agency; and 

(3) Maintain all records regarding 
claims actions taken against partici-
pants, in accordance with § 247.29. 

(Approved by the Office of Management and 
Budget under control number 0584–0293) 

§ 247.31 Audits and investigations. 
(a) What is the purpose of an audit? 

The purpose of an audit is to ensure 
that: 

(1) Financial operations are properly 
conducted; 

(2) Financial reports are fairly pre-
sented; 

(3) Proper inventory controls are 
maintained; and 

(4) Applicable laws, regulations, and 
administrative requirements are fol-
lowed. 

(b) When may the Department conduct 
an audit or investigation of the program? 
The Department may conduct an audit 
of the program at the State or local 
agency level at its discretion, or may 
investigate an allegation that the 
State or local agency has not complied 
with Federal requirements. An inves-
tigation may include a review of any 
State or local agency policies or prac-
tices related to the specific area of con-
cern. 

(c) What are the responsibilities of the 
State agency in responding to an audit by 
the Department? In responding to an 
audit by the Department, the State 
agency must: 

(1) Provide access to any records or 
documents compiled by the State or 
local agencies, or contractors; and 

(2) Submit a response or statement to 
FNS describing the actions planned or 
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taken in response to audit findings or 
recommendations. The corrective ac-
tion plan must include time frames for 
implementation and completion of ac-
tions. FNS will determine if actions or 
planned actions adequately respond to 
the program deficiencies identified in 
the audit. If additional actions are 
needed, FNS will schedule a follow-up 
review and allow sufficient time for 
further corrective actions. The State 
agency may also take exception to par-
ticular audit findings or recommenda-
tions. 

(d) When is a State or local agency 
audit required? State and local agency 
audits must be conducted in accord-
ance with part 3052 of this title, which 
contains the Department’s regulations 
pertaining to audits of States, local 
governments, and nonprofit organiza-
tions. The value of CSFP commodities 
distributed by the agency or organiza-
tion must be considered part of the 
Federal award. 

(e) What are the requirements for State 
or local agency audits? State and local 
agency audits must be conducted in ac-
cordance with the requirements of part 
3052 of this title, which contains the 
Department’s regulations pertaining to 
audits of States, local governments, 
and nonprofit organizations. The State 
agency must ensure that local agencies 
meet the audit requirements. The 
State agency must ensure that all 
State or local agency audit reports are 
available for FNS review. 

(Approved by the Office of Management and 
Budget under control number 0584–0293) 

§ 247.32 Termination of agency partici-
pation. 

(a) When may a State agency’s partici-
pation in CSFP be terminated? While 
paragraphs (a)(1), (a)(2), and (a)(3) of 
this section, as applicable, describe the 
circumstances and basic procedures for 
terminating State agency programs, 
specific actions and procedures relat-
ing to program termination are more 
fully described in part 3016 of this title. 

(1) Termination by FNS. FNS may ter-
minate a State agency’s participation 
in CSFP, in whole or in part, if the 
State agency does not comply with the 
requirements of this part. FNS must 
provide written notification to the 
State agency of termination, including 

the reasons for the action, and the ef-
fective date. 

(2) Termination by State agency. The 
State agency may terminate the pro-
gram, in whole or in part, upon written 
notification to FNS, stating the rea-
sons and effective date of the action. In 
accordance with § 247.4(b)(6), which re-
lates to the termination of agreements, 
either party must provide, at min-
imum, 30 days’ written notice. 

(3) Termination by mutual agreement. 
The State agency’s program may also 
be terminated, in whole or in part, if 
both parties agree the action would be 
in the best interest of the program. 
The two parties must agree upon the 
conditions of the termination, includ-
ing the effective date. 

(b) When may a local agency’s partici-
pation in CSFP be terminated? While 
paragraphs (b)(1), (b)(2), and (b)(3) of 
this section, as applicable, describe the 
circumstances and basic procedures in 
termination of local agency programs, 
specific actions and procedures relat-
ing to program termination are more 
fully described in part 3016 of this title. 

(1) Termination by State agency. The 
State agency may terminate a local 
agency’s participation in CSFP, or may 
be required to terminate a local agen-
cy’s participation, in whole or in part, 
if the local agency does not comply 
with the requirements of this part. The 
State agency must notify the local 
agency in writing of the termination, 
the reasons for the action, and the ef-
fective date, and must provide the 
local agency with an opportunity to 
appeal, in accordance with § 247.35. (The 
local agency may appeal the termi-
nation in accordance with § 247.35.) 

(2) Termination by local agency. The 
local agency may terminate the pro-
gram, in whole or in part, upon written 
notification to the State agency, stat-
ing the reasons and effective date of 
the action. In accordance with 
§ 247.4(b)(6), which relates to the termi-
nation of agreements, either party 
must provide, at minimum, 30 days’ 
written notice. 

(3) Termination by mutual agreement. 
The local agency’s program may also 
be terminated, in whole or in part, if 
both the State and local agency agree 
that the action would be in the best in-
terest of the program. The two parties 
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