Food and Nutrition Service, USDA

or both, when appropriate. Sanctions
may include fines for improper SFMNP
coupon redemption and the penalties
outlined in §249.20, in the case of delib-
erate fraud.

(2) In those instances where compli-
ance purchases are conducted, the re-
sults of covert compliance purchases
can be a basis for farmer, farmers’ mar-
ket, and/or roadside stand sanctions.

(3) A farmer, farmers’ market, road-
side stand, and/or CSA program com-
mitting fraud or other unlawful activi-
ties are liable to prosecution under ap-
plicable Federal, State or local laws.

(4) State agency policies must ensure
that a farmer that is disqualified from
the SFMNP at one market, roadside
stand, or CSA program shall not par-
ticipate in the SFMNP at any other
farmers’ market, roadside stand or
CSA program in the State’s jurisdic-
tion during the disqualification period.

(5) State agency policies must ensure
that a farmer, farmers’ market, road-
side stand, and/or CSA program that is
disqualified from participating in the
WIC Farmers’ Market Nutrition Pro-
gram is also disqualified from partici-
pating in the SFMNP in the State’s ju-
risdiction during the disqualification
period.

§249.11 Financial management system.

(a) Disclosure of expenditures. The
State agency must maintain a finan-
cial management system that provides
accurate, current and complete disclo-
sure of the financial status of the
SFMNP. This must include an account-
ing for all property and other assets
and all SFMNP funds received and ex-
pended each fiscal year.

(b) Internal controls. The State agency
shall maintain effective controls over
and accountability for all SFMNP
funds. The State agency must have ef-
fective internal controls to ensure that
expenditures financed with SFMNP
funds are authorized and properly
chargeable to the SFMNP.

(c) Record of expenditures. The State
agency must maintain records that
adequately identify the source and use
of funds expended for SFMNP activi-
ties. These records must contain, but
are not limited to, information per-
taining to authorization, receipt of
funds, obligations, unobligated bal-
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ances, assets, liabilities, outlays, and
income.

(d) Payment of costs. The State agency
must implement procedures that en-
sure prompt and accurate payment of
allowable costs, and ensure the allow-
ability and allocability of costs in ac-
cordance with the cost principles and
standard provisions of this part, part
3016 of this title, and FNS guidelines
and Instructions.

(e) Identification of obligated funds.
The State agency must implement pro-
cedures that accurately identify obli-
gated SFMNP funds at the time the ob-
ligations are made.

(f) Resolution of audit findings. The
State agency shall implement proce-
dures that ensure timely and appro-
priate resolution of claims and other
matters resulting from audit findings
and recommendations.

(9) Reconciliation of food instruments.

The State agency must reconcile
SFMNP coupons in accordance with
§249.10(h).

(h) Transfer of cash. The State agency
must establish the timing and amounts
of its cash draws against its Letter of
Credit in accordance with 31 CFR Part
205.

§249.12 SFMNP costs.

(a) General. (1) Composition of allow-
able costs. In general, a cost item will
be deemed allowable if it is reasonable
and necessary for SFMNP purposes and
otherwise satisfies allowability criteria
set forth in part 3016.22 of this title and
this Part. SFMNP purposes include the
administration and operation of the
SFMNP. Allowable SFMNP costs may
be classified as follows:

(i) Food costs and administrative costs.
Food costs are the costs of eligible
foods provided to SFMNP participants.
Administrative costs are the costs as-
sociated with providing SFMNP bene-
fits and services to participants and
generally administering the SFMNP.
Specific examples of allowable admin-
istrative costs are listed in paragraph
(b) of this section. A State agency may
use up to 10 percent of its total Federal
SFMNP grant to cover administrative
costs. Any costs incurred for food and/
or administration above the Federal
grant level will be the State agency’s
responsibility.
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(ii) Direct and indirect costs. Direct
costs are food and administrative costs
incurred specifically for the SFMNP.
Indirect costs are administrative costs
that benefit multiple programs or ac-
tivities, and cannot be identified to
any one program or activity without
effort disproportionate to the results
achieved. In accordance with the provi-
sions of part 3016 of this title, a claim
for reimbursement of indirect costs
shall be supported by an approved allo-
cation plan for the determination of
such costs. An indirect cost rate devel-
oped through such an allocation plan
may not be applied to a base that in-
cludes food costs.

(2) Costs allowable with prior approval.
A State or local agency must obtain
prior approval in accordance with part
3016.22 of this title before charging to
the SFMNP any capital expenditures
and other cost items designated by
part 3016.22 of this title as requiring
such approval.

(3) Unallowable costs. Costs that are
not reasonable and necessary for
SFMNP purposes, or that do not other-
wise satisfy the cost principles of part
3016.22 of this title, are unallowable.
Notwithstanding any other provision of
part 3016 of this title or this Part, the
cost of constructing or operating a
farmers’ market is unallowable. The
use of SFMNP funds to supplement
congregate meal programs is prohib-
ited. Unallowable costs may never be
claimed for Federal reimbursement.

(b) Specified allowable administrative
costs. Allowable administrative costs
include the following:

(1) The costs associated with admin-
istration and start-up;

(2) The costs associated with the pro-
vision of nutrition education that
meets the requirements of §249.9;

(3) The costs of SFMNP coupon
issuance, or participant education cov-
ering proper coupon redemption proce-
dures;

(4) The cost of eligibility determina-
tions and outreach services;

(5) The costs associated with the cou-
pon and market management process,
such as printing SFMNP coupons, proc-
essing redeemed coupons, purchasing
bags or other containers to be used in
home-delivery and bulk purchase oper-
ations, and training farmers, market
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managers, and/or farmers who operate
CSA programs on SFMNP operations;

(6) The cost of monitoring and re-
viewing Program operations;

(7) The cost of SFMNP training;

(8) The cost of required reporting and
recordkeeping;

(9) The cost of determining which
local sites will be utilized;

(10) The cost of recruiting and au-
thorizing farmers, farmers’ markets,
roadside stands, and/or CSA programs
to participate in the SFMNP;

(11) The cost of preparing contracts
for farmers, farmers’ markets, roadside
stands, and/or CSA programs;

(12) The cost of developing a data
processing system for redemption and
reconciliation of SFMNP coupons;

(13) The cost of designing program
training and informational materials;
and

(14) The cost of coordinating SFMNP
responsibilities between designated ad-
ministering agencies.

§249.13 Program income.

Program income means gross income
the State agency earns from grant sup-
ported activities. It includes fees for
services performed and receipts from
the use or rental of real or personal
property acquired with Federal grant
funds, but does not include proceeds
from the disposition of such property.
The State agency must retain Program
income earned during the agreement
period and use it for Program purposes
in accordance with the addition meth-
od described in part 3016.25(g)(2) of this
title. Fines, penalties or assessments
paid by local agencies or farmers,
farmers’ markets, roadside stands, and/
or CSA program are also deemed to be
Program income. The State agency
must ensure that the sources and appli-
cations of Program income are fully
documented.

§249.14 Distribution of funds to State
agencies.

(a) State Plan and agreement. As a pre-
requisite to the receipt of Federal
funds, a State agency must have its
State Plan approved and must execute
an agreement with FNS in accordance
with §249.3(c).

508



