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    School Nutrition Association USDA/State Agency Conference  
               Nashville, Tennessee 

                     November 27-30, 2007 
 

SUBGRANTEE MONITORING & OVERSIGHT  
IN THE CHILD NUTRITION PROGRAMS (CNP)  

 
 
I. Background. 
 
 In the CNP, subgrantees (that is, school food authorities (SFAs) and institutions) 

are “where it’s at.”  Most of the key CNP compliance requirements apply at the 
subgrantee level.  It’s at that level that program benefits and services are 
delivered, thereby creating financial obligations for the Federal Government and 
ultimately for the taxpayers.  The Federal Government is also exposed to the most 
risk at that level because: 

 
A. A lot of money goes to SFAs and institutions.  In Federal Fiscal Year 

2006, for example, FNS spent about $12 billion for CNP cash and 
commodity assistance (other than for SAE).  Someone needs to make sure 
all that money gets used for the right purposes and that the benefits get to 
the right people. 
 

B. The money goes to a large number of entities.  By our count, program 
activity goes on in over 101,000 schools and RCCIs, 146,000 FDCHs, 
48,000 child and adult day care centers, and 30,000 summer feeding sites.  
That’s not counting about 21,000 SFAs, 21,000 sponsors of child and 
adult care centers and FDCHs, and 3,700 SFSP sponsors that oversee most 
of these service outlets.  To me, these numbers are staggering!  Such a 
prodigious number of participating entities provides many opportunities 
for human error, misunderstanding, and occasionally outright fraud.  
Someone needs to ride herd on all those program operators in order to 
keep them out of trouble. 
 

As these numbers demonstrate, the sheer magnitude of the CNP exposes the 
taxpayers’ money to the risk of loss or misuse.  Most SFAs and institutions 
operate these programs under subgrants from States, so State officials have the 
primary responsibility for overseeing them.  Monitoring by State agencies is the 
taxpayers’ first line of defense against loss or misuse of their resources.  So I’d 
like to talk about the State agency’s arsenal of monitoring tools. 

 
II. Monitoring Tools . 
 

A. Screening.   
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I like to call this “pre-award monitoring.”  By that, I mean that State agencies set 
the stage for post-award monitoring efforts by properly screening SFAs and 
institutions seeking to initiate the CNP.  They do this by gathering information in 
the application process that they can use later in monitoring.  They may use this 
information to designate a subgrantee “high risk” and impose tighter 
administrative requirements until the risk conditions are corrected.  (See 7 CFR 
sections 3016.12 and 3019.14.) 

 
B. Training and Technical Assistance. 

 
We can’t hold subgrantees accountable for program compliance until we’ve 
explained what’s expected of them.  Therefore, program and departmental 
regulations require State agencies to instruct their subgrantees in program 
requirements.  Specifically: 
 

1. Departmental regulations at 7 CFR section 3052.400(d)(1) require 
a State agency to identify Federal awards to subgrantees by Catalogue of 
Federal Domestic Assistance (CFDA) number and title, fiscal year, name 
of Federal agency providing the funds (that is, USDA), etc. 

 
2. Section 3052.400(d)(2) directs State agencies to inform 
subgrantees of requirements imposed upon them by Federal regulations 
and by any incremental requirements imposed by the State agency. 

 
3. Program regulations require a State agency to provide training on 
program requirements and technical assistance to SFAs and institutions 
under its oversight (7 CFR sections 210.19(a)(4), 225.7(a), and 226.6(l)).  

  
Vehicles for accomplishing this may include formal conferences and training 
sessions, the distribution of instructional materials, telephone contacts, e-mail 
exchanges, etc.  Turnover of subgrantee personnel and revisions to Federal 
program regulations make training and technical assistance a never-ending job for 
State agencies. 

 
C. Data Analysis. 

 
We strongly encourage State agencies to routinely analyze data on their 
subgrantees in order to detect anomalies that may be indicative of problems.  
However, program regulations at 7 CFR section 210.8(b)(2) require State 
agencies to analyze SFAs’ claims before approving them for payment.   
 

1. At a minimum , this regulation requires the State agency to 
compare the number of meals each SFA claimed at free and reduced-price 
rates with the number of children the SFA has approved for meals in those 
categories for the month of October, times the number of days of 
operation times an attendance factor.  The reimbursement rates for meals 
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served free or at reduced price are much higher than the rates for paid 
meals, making these categories the most likely to be intentionally 
overstated. 

 
2. While regulations do not expressly prescribe them, we also 
encourage State agencies to perform additional edit checks such as: 

 
a. Comparing the total number of meals claimed with the 
SFA’s total enrollment or average daily attendance (times the 
number of days of operation, times an attendance factor) in order 
to detect overclaiming. 

 
b. Comparing the types of meals claimed with the types the 
subgrant agreement authorizes the SFA to claim. 

 
CACFP regulations at 7 CFR section 226.7(l) authorize, but do not 
require, a State agency to establish control procedures to ensure that 
payment is not made any independent or sponsored child or adult day care 
center for meals claimed in excess of the center’s authorized capacity.    

 
D. A-133 Audits.   
 
OMB Circular A-133 (Audits of States, Local Governments, and Non-Profit 
Organizations) requires any State or local governmental unit, not-for-profit 
organization, or university that expends $500,000 or more in Federal funds during 
a fiscal year to obtain an audit covering that fiscal year.  A-133 prescribes the 
frequency, scope and nature of such audits.  Departmental regulations at 7 CFR 
Part 3052 implement A-133 for programs administered by USDA. 
 

1. What are audits? 
 

An audit is a professional examination of a business entity’s published 
financial or other information for the purpose of expressing a 
professional opinion on the information’s fairness and conformity to 
applicable standards.  For example, corporations whose stock is publicly 
traded are required by law to obtain annual audits of the information they 
publish for the use of their stockholders, lenders, Federal and State 
regulatory agencies, etc.  The auditor’s opinion gives reasonable 
assurance that these users can rely on the audited information in making 
decisions about their relationships with the auditee. 
 
Likewise, Federal and State grant-making agencies need such assurance 
regarding their grantees’ or subgrantees’ compliance with the terms and 
conditions of their awards.  We’ve already noted that giving the taxpayers’ 
money or something else of value to an SFA or institution to carry out the 
CNP exposes the Federal Government to the risk that these resources may 
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not be used for the intended purpose, or in accordance with all applicable 
compliance requirements.  To be sure, the State agency receives program 
operators’ reports and other declarations.  Until these declarations are 
audited, however, they remain un-validated assertions.  Auditors test 
these assertions, thereby giving reasonable assurance that the State 
agency and other users can rely on them in making decisions.     

 
2. What’s the significance of an auditor’s opinion? 

 
An opinion is the highest level of assurance an accountant can give.  Other 
categories of public accounting services are available, but they do not 
entail as much work or require the accountant to take as much 
responsibility as do audits.  By expressing opinions, the auditors declare 
publicly, on the record, that they have done enough work to know that 
users of their reports can rely on the audited information in their decision-
making.  The auditors make this declaration with knowledge that their 
work must be able to withstand professional scrutiny and even litigation.  
That’s why auditors often use the term “opinion-level work.” 

 
3. What conditions apply to making audits? 

 
a. Auditors must meet professional qualification standards. 

 
Only persons meeting professional qualifications can make 
audits.  The accounting profession is heavily regulated; 
professional bodies such as the American Institute of 
Certified Public Accountants (AICPA) establish standards 
and State Boards of Accountancy set licensing 
requirements. To make audits under Circular A-133, one 
must be either a licensed public accountant or a member of 
a State or local governmental audit organization (such as 
the Office of the State Auditor). 

 
b. Auditors must perform their duties according to 

professional standards of practice. 
 

Standards of practice set by such organizations as the 
AICPA are known as Generally Accepted Auditing 
Standards (GAAS).  Generally Accepted Governmental 
Auditing Standards (GAGAS) published by the 
Governmental Accountability Office (GAO) add another 
layer of professional standards for audits of governmental 
agencies and programs.  The GAO’s publication on 
GAGAS is known colloquially as the “Yellow Book.”  A-
133 adds yet another layer for audits made in compliance 
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with A-133.  Auditors must explicitly state in their reports 
that they made their audits according to these standards.   

 
c. Auditors must be independent of their auditees. 

 
Auditor independence is critical to the credibility of audit 
reports.  If auditors are truly independent, there is the 
presumption that they have conducted their examination 
objectively and reported results that users can rely on. 

 
Auditors run the risk of impairing their independence if 
they perform non-audit services (such as consulting) for 
their auditees.  In recent years, the professional standard-
setting bodies have revised their pronouncements in order 
to strengthen the firewall between allowable non-audit 
services and activities that may impair an auditor’s 
independence.  Auditors can always perform routine 
services such as giving advice on implementing audit 
recommendations, answering technical questions, or 
providing training.  However, they cannot become so 
involved in the auditee’s decision-making process that they 
place themselves in the position of:  (a) auditing their own 
work; or (b) providing consulting services significant to the 
subject matter of the audits they are engaged to make.   

 
d. Auditors must apply professional judgment. 

 
The auditor performs whatever audit procedures he/she 
deems necessary for gathering evidence to support an 
opinion.  For example, the size of a sample needed to 
achieve a given level of confidence that the sample is 
representative of the population from which it was drawn is 
a matter of auditor judgment.  

 
e. An audit report is generally a public record. 

 
4. What assurances does an A-133 audit provide? 

  
a. Auditor’s Opinion on the SFA’s or institution’s Financial 

Statements 
 

Financial statements are published reports giving financial 
information about a business entity.  The auditor is required 
to express an opinion whether the auditee has presented its 
financial statements in accordance with Generally Accepted 
Accounting Principles.  The principal financial statements 
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that concern us in an A-133 single audit are described 
below.  

 
(1) The Balance Sheet presents assertions about the 

entity’s financial health as of the Balance Sheet date 
by comparing its assets with its liabilities.  The 
difference is known as the entity’s “net assets” or 
“net worth.”  In short, the Balance Sheet answers 
the question:  does the entity have the resources to 
meet its obligations or is it tottering on the brink of 
bankruptcy? 

 
(2) The Operating Statement presents assertions about 

how well the entity did financially during the 
accounting period (fiscal year in our case) ending 
on the Balance Sheet Date.  Did the entity make 
money, break even, or lose money? 

 
(3) The Notes contain assertions that lend themselves 

more to narrative than to tabular presentation.  For 
example, related party transactions are disclosed in 
the Notes.  These are transactions between the 
business entity and its owners, managers, or other 
related parties.  A familiar example is the manager 
of a CACFP institution renting office space he/she 
owns to the institution.  Such less-than-arm’s-length 
transactions may hold greater potential for abuse 
than the business entity’s regular transactions with 
its customers and vendors.  Therefore, Note 
disclosure of such transactions is required. 

 
(4) The Schedule of Expenditures of Federal Awards 

(SEFA) contains assertions about the sources of the 
auditee’s Federal assistance.  The SEFA lists the 
Federal programs operated by the auditee by title, 
CFDA number, and Federal funding source (USDA, 
etc.), and the amount expended under each.       

 
b. Auditor’s Opinion on Compliance With Terms & 

Conditions of Major Federal Assistance Programs 
 

A major program  is one whose operation exposes the 
Federal Government to substantial risk because of the 
number of Federal dollars invested in it and/or other risk 
factors.  Only major programs are tested for compliance.  
Because of their size and complexity, the CNP are often 
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designated major programs.  To aid auditors in identifying 
the key CNP compliance requirements that must be tested, 
OMB has published a Compliance Supplement.  Each 
Federal program write-up in the Compliance Supplement 
describes that program and how it works, describes the 
program’s key compliance requirements, and gives 
authoritative sources (laws, regulations, etc.).  One can 
access the Compliance Supplement on OMB’s Grants 
Management web site at www.whitehouse.gov/omb/grants.       

 
5. What must a State agency do to implement A-133? 

 
Obtaining a required A-133 audit is a Federal requirement like any 
other.  Therefore, sections 3052.400(d)(4) through (6) require a 
State agency to:  
 
a. Identify those SFAs and institutions under its oversight that 

have A-133 audit requirements;  
 
b. Make sure they obtain the required audits; and  
 
c. Follow-up on the audit results by:  (1) making management 

decisions on audit recommendations; (2) ensuring 
subgrantees implement the management decisions; and (3) 
establishing claims against subgrantees where appropriate. 

 
6. Does implementing A-133 raise any issues for State agencies? 

 
This requirement raises several issues: 

 
a. Identification of Subgrantees With A-133 Audit 

Requirements. 
 

(1) Some State educational agencies have tried to do 
this by tracking all Federal funding their subgrantees 
receive from them alone.  This approach captures many 
funding sources besides the CNP, such as Title I, No Child 
Left Behind, Vocational Education, Adult Education, etc.  
The problem is that it misses two critical classes:  Federal 
awards from State agencies other than Education, and 
direct Federal awards.  For example, many institutions 
operating the CACFP as subgrantees of State agencies also 
receive awards under the Head Start Program directly from 
the DHHS Administration for Children and Families.  
Consequently, this approach risks letting some subgrantees 
with A-133 audit requirements slip through the cracks. 
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(2) Perhaps the least burdensome approach is to ask the 
subgrantees themselves about their Federal funding when 
their subgrants are renewed.  That would be part of the pre-
award monitoring we discussed earlier.  The risk there is 
that the subgrantees may not recognize some funds as 
Federal in origin, especially if the funds reach the 
subgrantees through one or more pass-through entities.  
That’s a good reason for all awarding agencies, at all levels, 
to identify awards to their clients by program title and 
CFDA number! 

 
b. Audit Coverage of CACFP For-Profit Institutions. 

 
A-133 and Part 3052 do not apply to for-profit 
organizations.  These entities are mentioned only in section 
3052.210(e), which directs pass-through entities to set audit 
policy for their for-profit subgrantees.  One thing I can say 
with certainty, however, is that awarding agencies must not 
direct their for-profit grantees and subgrantees to submit 
audits to the Federal Audit Clearinghouse (FAC).  The 
FAC is not required to process them because the auditees 
are outside the scope of A-133, and dealing with an influx 
of such audits burdens the FAC. 

 
c. CACFP 1-1/2 Percent Audit Funds. 

 
In addition to the other program components, a State 
agency administering the CACFP receives funds for use in 
meeting the program’s audit coverage needs.  This 
component is called “1-1/2 Percent” because it amounts to 
1-1/2 percent of the CACFP meal reimbursement funds the 
State agency earned in the second preceding fiscal year.  
The State agency’s use of 1-1/2 Percent Audit funds is 
circumscribed as follows: 

 
(1) These funds are made available for audit coverage 
of subgrantees (that is, institutions).  This includes the State 
agency’s cost of promulgating the audit requirement and 
resolving audit results.  1-1/2 Percent Audit funds cannot 
support any portion of the cost of the State’s own A-133 
audit. 

 
(2) The State agency can use these funds for program 
integrity activities other than audits (such as administrative 
reviews), but only after all audit requirements of 
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institutions under the State agency’s oversight (including 
for-profit institutions) have been met.   

 
(3) The State agency can use 1-1/2 Percent Audit funds 
for State level costs of providing training and technical 
assistance to subgrantee institutions and State staff on 
program areas where deficiencies have been identified by 
audits, reviews, or other oversight activities.  Such costs 
would otherwise be borne by the State agency’s SAE grant. 

 
The State agency reports expenditures of CACFP 1-1/2 
Percent Audit funds in a separate column on the SF-269.   

 
d. Identifying CNP in Audit Planning, the SEFA and the FAC 

Data Collection Form. 
 

Auditees need to identify their Federal awards in the SEFA 
by program title and CFDA number.  They must also 
identify their programs in an Audit Data Collection Form 
that accompanies their audits.  The FAC uses the data 
gathered thereby to manage a database of A-133 audits.  
When the auditee operates the CNP, this requirement raises 
the following issues: 

 
(1) The CN Cluster and CACFP.  Although the CACFP 
is one of the CNP, the Compliance Supplement presents it 
as a stand-alone program outside the CN Cluster.  OMB 
requested this presentation. 

 
(2) Treatment of Commodity Assistance.  Commodity 
assistance is an integral part of the CNP.  Subgrantees use 
purchased and donated foods in preparing the same meals.  
Indeed, USDA now delivers donated commodities in 
commercial labels that make them indistinguishable from 
purchased foods; and no longer requires program operators 
to inventory them separately.  Therefore, the value of 
commodities used in the CN Cluster is deemed Federal 
expenditures under the Cluster, and the value of 
commodities used in the CACFP is viewed as Federal 
expenditures for the CACFP.  Auditors must consider the 
sum of cash and commodity assistance in determining 
whether either of these is a major program.  They must also 
present them as part of the same program in the SEFA and 
FAC Data Collection Form. 

 
E. Administrative Reviews.   
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1. What are they? 

 
Administrative reviews are visits by the awarding (State) agency to 
the premises of an SFA or institution for the purpose of inspecting 
its program operations and gauging its compliance with program 
requirements.   

 
2. Where does it say State agencies must make administrative 

reviews? 
 

Departmental and program regulations require State agencies to 
make on-site reviews of their subgrantees.  Specifically: 

 
a. Section 3053.400(d)(3) requires State agencies to “Monitor 

the activities of [SFAs and institutions] as necessary to 
ensure that Federal awards are used for authorized purposes 
in compliance with laws, regulations, and the provisions of 
[subgrant agreements].”   

 
b. Program regulations at 7 CFR sections 210.18, 225.7(d), 

and 226.6(l) set more detailed requirements regarding the 
scope and frequency of reviews, as well as requirements for 
following-up on any deficiencies noted by reviewers.    

 
3. How do administrative reviews differ from audits? 

 
a. The standards for reviews are set by program regulations 

and State decisions rather than by OMB circulars and 
professional standards of practice. 

 
b. The scope of administrative reviews can be both broader 

and more flexible than the scope of an A-133 audit.  
Reviews can cover requirements not listed in A-133 audit 
guidance, such as nutritional requirements, overt 
identification of children eligible for free or reduced price 
meals, and Civil Rights compliance.  States can tailor the 
scope of reviews to meet their monitoring needs. 

 
c. Independence is not an issue.  State monitors differ from 

auditors in that they generally have ongoing oversight 
relationships with the SFAs and institutions they review.  
They can provide technical assistance and review program 
compliance in the same visit. 
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d. Anyone the State deems qualified can make a review.  
Generally, no standard professional certification or other 
credential is required.  However, knowledge of program 
requirements is essential.    

 
4. Why do we need administrative reviews if we have audits? 
 

Aside from the fact that both are required by regulations, 
administrative reviews offer advantages that make them an 
essential counterpart to audits:   

 
a. They are “real time” where audits are retrospective.  A 

State agency reviewer can detect and correct deficiencies 
right now, before the auditors come after fiscal year-end to 
write them up. 

 
b. They cover compliance requirements that do not lend 

themselves to auditing.  One salient example is nutritional 
requirements.  No school lunch or breakfast is reimbursable 
if it fails to meet these requirements, but the knowledge 
needed to make that determination falls outside most 
auditors’ skill set.  Many State reviewers are nutritionists 
by trade and can readily gauge a subgrantee’s compliance 
with nutritional requirements. 

 
F. Agreed-Upon Procedures Engagements. 
 

Departmental regulations at 7 CFR section 3052.230(b)(2) authorize pass-
through entities, such as State agencies, to arrange for agreed-upon 
procedures (AUP) engagements at subgrantees that do not have A-133 
audit requirements.   
 
1. What’s an AUP engagement? 
 

An AUP is a public accounting service but it is not an audit.  
Accordingly, the person performing the procedures is called a 
“practitioner” rather than an auditor.  An AUP engagement differs 
from an audit in that: 

 
a. The practitioner’s client is the entity contracting for the 
procedures.  For example, the State agency may be the client who 
engages the practitioner to perform the procedures on an SFA or 
institution under the State agency’s oversight. 

 
b. The client, not the practitioner, is responsible for 
determining the procedures to be performed and for their 



 12 

sufficiency in meeting the client’s needs.  Auditor judgment is not 
a factor in selecting the procedures. 

 
c. The practitioner’s role is limited to performing the agreed-
upon procedures and reporting the results. 

 
d. The practitioner does not express an opinion.  In fact, 
he/she is expressly prohibited from doing so. 

 
e. Because the AUP are crafted to meet the client’s specific 
needs, use of the report is restricted to the client and any other 
entities identified in the report. 

 
f. Applicable professional standards are the AICPA’s 
Statements of Standards for Attestation Engagements (SSAE) 
rather than SAS.   

 
2. How are AUP engagements relevant to monitoring? 

 
A State agency can use AUP engagements to obtain information 
about SFAs and institutions that are not required to obtain A-133 
audits.  Section 3052.230(b)(2) authorizes State agencies to engage 
practitioners for AUP engagements, provided they satisfy the 
following conditions:   

 
a. The scope of such an AUP engagement is restricted to five 
types of compliance requirements, which are mostly program-
specific.  They include activities allowed or unallowed, allowable 
cost rules, eligibility of individual beneficiaries and subgrantees, 
matching requirements, and reporting.  State agencies cannot 
expand the scope of AUP engagements in order to circumvent the 
$500,000 threshold for A-133 audit requirements.   

 
b. State agencies must arrange for these engagements and pay 
for them with SAE funds, CACFP 1-1/2 Percent Audit funds, State 
funds, etc.  They cannot direct subgrantees to do so as they can 
with A-133 audits. 

 
c. The State agency must still make all administrative reviews 
required by program regulations.  AUP engagements are not a 
substitute for programmatic reviews.  However, State reviewers 
should consider the results of AUP engagements and audits in 
determining the scope and timing of reviews. 

 
III. Subgrantee Monitoring Accountability Issues. 
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A. Did the State agency identify subgrants to its subgrantees by categorical 
program title, CFDA number, and Federal funding source? 

 
B.  Did the State agency provide technical assistance in order to train 
subgrantees on program requirements? 

 
C. What analyses did the State agency make on subgrantees’ claims for 
reimbursement before approving them for payment? 

 
D. Did the State agency make the administrative reviews required by program 
regulations?  Did the State agency make any additional site visits as needed.  How 
were such needs identified? 

 
E. Did the State agency identify subgrantees required to obtain A-133 audits 
and make sure they did so?  How? 

 
F. Did the State agency use AUP engagements as a monitoring tool?  If so, 
did they use them in accordance with the conditions spelled out at 7 CFR section 
3052.230(b)? 
 
G. Did the State agency follow-up on the results of administrative reviews, 
A-133 audits, and AUP engagements of its subgrantees?  Was their corrective 
action documented by management decisions, corrective action plans, etc.?  Was 
their corrective action completed in a timely manner? 

 
H. Did the State agency establish claims to recover Federal funds shown by 
audits, reviews, and other monitoring tools to have been improperly disbursed to 
subgrantees?  Did the State agency collect these claims in a timely manner?  Did 
the State agency charge interest on CACFP claims as required by program 
regulations? 

 
4. Conclusion: 
 
I was asked to discuss subgrantee monitoring in the CNP, and have tried to do so.  At the 
risk of sounding redundant, most program activity takes place at the subgrantee level.  
Clearly, the most effective way to minimize the risks associated with it is to establish a 
strong subgrantee monitoring system.  Such a system should synthesize the available 
tools into a comprehensive program that makes them all hang together. 
 
You can obtain more information, including access to program regulations, NAP notices, 
policy statements, and other program literature, at FNS’s Child Nutrition web site 
(www.fns.usda.gov/cnd).  You can also contact our regional offices. 
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FINANCIAL REPORTING MODEL 
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