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Executive Summary

Study Background

The School Lunch and Breakfast Cost Study-1I (SLBCS-II) was carried out by Abt Associates Inc. of
Cambridge, Massachusetts, under contract to the Food and Nutrition Service (FNS), US Department
of Agriculture. The study provides a detailed examination of the cost of producing reimbursable
meals in the National School Lunch Program (NSLP) and the School Breakfast Program (SBP)
during school year (SY) 2005-06. Information was collected from a nationally representative sample
of 120 School Food Authorities (SFAs). In each SFA, data were collected in a representative sample
of schools and kitchens. In total, data were collected in a sample of 353 schools.

FNS has conducted several studies to examine meal production costs in the NSLP and the SBP. The
last study, the School Lunch and Breakfast Cost Study (SLBCS-I), used a direct measurement
methodology to develop national average meal production cost estimates for reimbursable NSLP and
SBP meals. SLBCS-I was completed in 1994 and used data collected during the 1992-1993 school
year. Reimbursement rates provided to States for lunches and breakfasts served in the NSLP and the
SBP have been adjusted annually since SLBCS-I to reflect changes in the Food Away From Home
series of the Consumer Price Index for All Urban Consumers.

Much has changed in school foodservice since SLBCS-I was conducted, and although reimbursement
rates in the NSLP and SBP have been adjusted to account for inflation, there is concern that the
current reimbursement rates do not adequately reflect the current cost of producing school lunches
and breakfasts. Information from SLBCS-II will allow FNS to assess the adequacy of current meal
reimbursement rates in these programs.

The study examined the costs charged to SFAs (reported costs) as well as those incurred by the school
district in support of SFA operations, but not charged to the SFA (unreported costs). Together, the
reported costs plus unreported costs are the full cost of meal production.

Reported Cost of Producing Reimbursable Meals

Reported costs include only those costs that are charged to SFA budgets. From the SFA’s
perspective, reported costs are the costs of running the NSLP and SBP and are the costs that they are
expected to cover. In addition, NSLP and SBP subsidies for free meals are, on average, expected to
cover costs. Food costs (including the value of donated commodities) accounted for about 46 percent
of reported costs, while labor costs accounted for slightly less than 45 percent of reported costs. All
other costs, including supplies, contract services, indirect charges by school districts, etc. represented
slightly less than 10 percent of reported costs.

The average costs of producing reimbursable meals in the NSLP and SBP are examined from two
perspectives. Costs are first examined using the SFA as the unit of analysis. The SFA-level analysis
weights the sample so as to count each SFA nationwide equally, regardless of size. From this
perspective, estimated costs represent the average cost for a “typical” SFA.
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Costs are also examined using the meal as the unit of analysis. This analysis gives equal weight to
each reimbursable meal, and since most reimbursable meals are produced in large SFAs, the results
are dominated by the costs incurred in large SFAs. From this perspective, estimates represent the cost
of an average reimbursable meal.

Reported Cost per Reimbursable Lunch

In SY 2005-06 the mean reported cost per reimbursable lunch was $2.36 when the unit of analysis is
the SFA (Exhibit ES.1). The mean reported cost of producing a reimbursable lunch was $2.28 when
the unit of analysis is the NSLP meal (Exhibit ES.2). The difference reflects the fact that reported
costs are somewhat lower in the small number of very large SFAs that produce a large share of total
NSLP lunches. The mean reported cost of producing a reimbursable lunch in SY 2005-06 was
considerably less than the prevailing USDA subsidy for a free lunch of $2.51." In 78 percent of
SFAs, the reported cost of a reimbursable lunch was less than the USDA subsidy for a free lunch.
Similarly, when the unit of analysis is the NSLP meal, 76 percent of all lunches served in SY 2005-06
were produced at a reported cost that was less than the reimbursable rate for a free lunch.

Exhibit ES.1
Distribution of SFAs by Reported Cost per Reimbursable Lunch
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' This figure represents the midpoint between the lower ($2.495) and higher ($2.515) subsidy rates; schools

qualify for the higher rate if a specified percentage of their lunches are provided free or at a reduced rate.
The rates include $2.32 or $2.34 in cash reimbursements plus $.175 in entitlement commodities.
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Exhibit ES.2

Distribution of Lunches by Reported Cost per Reimbursable Lunch
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Reported Costs per Reimbursable Breakfast

In SY 2005-06, when the unit of analysis is the SFA, the mean reported cost of producing a
reimbursable breakfast was $1.92 (Exhibit ES.3). When the unit of analysis is the SBP meal, the
mean reported cost of producing a reimbursable breakfast was only $1.46 (Exhibit ES.4). Again, this
reflects the much lower unit costs in SFAs serving large numbers of reimbursable breakfasts. These
large SFAs serve a larger proportion of total breakfasts than total lunches, accounting for the larger
difference between the SFA-level and meal-level mean reported costs for breakfasts compared to the
difference observed for lunches.

The regular reimbursement rate for a free breakfast in SY 2005-06 was $1.27, with a “severe need”
rate of $1.51.% In contrast to lunch costs, where the reported cost of producing a reimbursable lunch
tended to be less than the Federal subsidy for free lunches, in most SFAs the reported cost of
producing reimbursable breakfasts exceeded the reimbursement rates. In 64 percent of SFAs the

2 SFAs receive reimbursement at the higher severe need level for free and reduced price breakfasts which are

served in schools in which at least 40 percent of lunches were free or reduced price in the second preceding
school year.
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Exhibit ES.3
Distribution of SFAs by Reported Cost per Reimbursable Breakfast
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Exhibit ES.4
Distribution of Breakfasts by Reported Cost per Reimbursable Breakfast
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reported cost of producing a reimbursable breakfast was greater than the applicable reimbursement
rate for a free breakfast.” Even when the unit of analysis is the SBP meal so that larger SFAs are
counted more heavily than smaller SFAs, 42 percent of all breakfasts served in SY 2005-06 were
produced at a reported cost that exceeded the reimbursement rate for a free breakfast.

Meal Production Systems

The study examined meal production costs by the types of meal production system used by SFAs, as
defined by the mix of the various types of kitchens used by schools in the SFA. Meal production
systems included: a) on-site kitchens only; b) base/central kitchens only; ¢) mostly on-site kitchens;
and d) mostly satellite kitchens.”

There were no significant differences in the reported cost of producing reimbursable lunches based on
the type of meal production system used by SFAs. However, the mean reported cost of producing
reimbursable breakfasts varied by the type of meal production system used, with SFAs using mostly
on-site school kitchens having the lowest average cost per reimbursable breakfast ($1.38) and SFAs
using only base/central kitchens having the highest average cost per reimbursable breakfast ($2.10).

Reported Administrative Labor Costs

A major research objective for SLBCS-II was to examine the proportion of foodservice labor costs
that were attributable to foodservice administration. This study broadly defined foodservice
administration to include regular administrative activities such as planning, budgeting and
management for the foodservice program and other non-production activities such as maintenance of
foodservice equipment and warehousing of food and supplies. Across SFAs, administrative labor
costs accounted for an average of 19 percent of total reported labor costs (Exhibit ES.5), and 8
percent of total reported costs (Exhibit ES.6).

The severe-need reimbursement rate was used for all schools in SFAs in which at least 40 percent of the
lunches were reimbursed at the free or reduced-price rates because data to determine severe need status of
individual schools were not available to this study. In fact, SFAs receive the higher severe need rate for
breakfasts served in individual schools in which at least 40 percent of lunches were free or reduced price.
According to FNS program data, in SY 2005-06, 89 percent of all free breakfasts served in the School
Breakfast Program were reimbursed at the severe need rate. The study assumption that all breakfasts in an
SFA were reimbursed at the same rate has only a small effect on the estimate that in 64 percent of SFAs the
reported cost of producing a reimbursable breakfast was above the applicable reimbursement rate. The
reported cost of producing a reimbursable breakfast was above the regular free reimbursement rate in 70
percent of all SFAs and was above the severe need reimbursement rate in 57 percent of all SFAs.

Central kitchens are not located in a school; on-site, or independent, school kitchens prepare all of the food
served in the school in which they are located; base school kitchen prepare food for other schools in
addition to the one in which they are located; and satellite school kitchens receive some or all of the food
served in the school in which they are located from a base or central kitchen.

These are the average costs using the SFA as the unit of analysis. There were no significant differences in
the average cost of producing a reimbursable breakfast across meal production systems when the SBP
breakfast is the unit of analysis.
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Exhibit ES.5

Administrative Labor Costs as a Percentage of Reported Labor Costs
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Exhibit ES.6

Administrative Labor Costs as a Percentage of Total Reported Costs
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Full Cost of Producing Reimbursable Meals

While reported costs include only those costs that are charged to SFA budgets, and are the costs that
they are expected to cover, the full cost of producing reimbursable meals also includes those costs
incurred by the school district in support of SFA operations that are not charged to the SFA
(unreported costs).

Full Cost per Reimbursable Lunch

In SY 2005-06 full costs per reimbursable lunch ranged from less than $2.00 to over $3.40, with a
mean of $2.91 when the unit of analysis is the SFA (Exhibit ES.7). The mean reported cost of
producing a reimbursable lunch was $2.79 when the unit of analysis is the NSLP meal (Exhibit ES.8).
The difference reflects the fact that (as with reported costs) full costs are relatively low in the small
number of very large SFAs that produce a large share of total NSLP lunches. The mean full cost of
producing a reimbursable lunch in SY 2005-06 was considerably more than the prevailing USDA
subsidy for a free lunch of $2.51. In 68 percent of SFAs, the full cost of a reimbursable lunch was
more than the USDA subsidy for a free lunch. Similarly, 72 percent of reimbursable lunches were
produced at a full cost that was greater than the USDA subsidy for a free lunch.

Full Costs per Reimbursable Breakfast

In SY 2005-06, when the unit of analysis is the SFA, the mean full cost of producing a reimbursable
breakfast ranged from less than $1.20 to more than $2.60 with a mean of $2.50 (Exhibit ES.9). When
the unit of analysis is the SBP meal, the mean full cost of producing a reimbursable breakfast was
only $1.81 (Exhibit ES.10). Again, this reflects the much lower unit costs in SFAs serving large
numbers of reimbursable breakfasts. In 82 percent of SFAs the full cost of producing a reimbursable
breakfast was greater than the applicable reimbursement rate for a free breakfast. When the unit of
analysis is the SBP meal, 67 percent of all breakfasts served in SY 2005-06 were produced at a full
cost that exceeded the applicable reimbursement rate for a free breakfast.

Meal Production Systems

As with reported costs, there were no significant differences in the full cost of producing
reimbursable lunches based on the type of meal production system used by SFAs. However, the
mean full cost of producing reimbursable breakfasts varied by the type of meal production system
used, with SFAs using mostly on-site school kitchens having the lowest average cost per
reimbursable breakfast ($1.79) and SFAs using only base/central kitchens having the highest average
cost per reimbursable breakfast ($2.75).°

Full Administrative Labor Costs

On a full-cost basis, administrative labor accounted for an average of 20 percent of total labor costs,
and 10 percent of total full costs.

These are the average full costs using the SFA as the unit of analysis. There were no significant differences

in the average full cost of producing a reimbursable breakfast when the SBP breakfast is the unit of
analysis.
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Exhibit ES.7
Distribution of SFAs by Full Cost per Reimbursable Lunch
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Exhibit ES.8

Distribution of Lunches by Full Cost per Reimbursable Lunch

Reimbursement
Rate
30.0 $2.51
Mean
$2.79
25.04

20.04
17.5 17.2

14.p
15.0- 13.8

10.8

Percent of Lunches

10.0-

6.3
5.2

5.0
2.8

0.0 l u ; ; .
$0.00to $2.00to $2.20to $2.40to $2.60to $2.80to $3.00to $3.20to $3.40 or
<$2.00 <$2.20 <$2.40 <$2.60 <$2.80 <$3.00 <$3.20 <$3.40 more

viii Executive Summary Abt Associates Inc.



Exhibit ES.9

Distribution of SFAs by Full Cost per Reimbursable Breakfast
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Exhibit ES.10

Distribution of Breakfasts by Full Cost per Reimbursable Breakfasts
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Unreported Costs

Most school districts incur some costs in support of their foodservice operations that are not charged
to the SFA budget. In some cases, school districts chose to bear these costs as a way to subsidize the
SFA, while in other cases districts carried the costs because the SFA had insufficient funds to cover
all expected costs. In SY 2005-06, these unreported costs accounted for an average of 19 percent of
the full cost of foodservice. Three categories of unreported costs account for nearly all unreported
costs (Exhibit ES.11). Unreported labor (which includes salaries and fringe benefits) represented 61
percent of total unreported costs, unreported indirect costs represented 26 percent, and unreported
equipment depreciation represented 10 percent.

Indirect Costs

SFAs (and other school district grants and programs) often use a variety of resources that are
provided or purchased by the school district, including:

e administrative or support functions performed by school district personnel, (such as
accounting, data processing, payroll, personnel, purchasing, storage, and transportation);

o facilities, equipment, supplies, and services (such as energy, communications and
transportation) provided or purchased by the school district; and

e cmployee benefits, payroll taxes and insurance.

There are several ways in which a school district may account for these costs. First, costs which the
school district can and wants to identify as costs related to foodservice are treated as direct
foodservice costs. Alternatively such costs may be treated as indirect costs. Indirect costs represent
overhead-type expenses; they are expenses incurred by the school district that are not practical to
identify with specific functions or activities (such as foodservice), but are necessary for the general
operation of the organization and the conduct of activities it performs.

Many school districts use indirect cost rates to distribute such costs to benefiting activities.” An
indirect cost rate is the ratio of an organization’s (in this case the school district’s) indirect costs to its
direct costs, computed for the purpose of allocating indirect costs to grants and programs operated by
the organization.®

While nearly all SFAs (95 percent) had an indirect cost rate that could be applied to foodservice, most
SFAs (79 percent) did not report any indirect costs on the SFA’s expense statement. Only 9 percent

The Office of Management and Budget Circular A-87 sets guidelines for which indirect costs are allowable
to be allocated to grants and programs receiving Federal funds; individual programs may have additional
restrictions. State and local governments may use methods other than indirect cost rates, such as allocation
of costs in proportion to staff hours, to allocate indirect costs. In this study, no school district used an
indirect cost allocation method other than indirect cost rates.

U.S. Department of Education regulates the allocation of indirect costs pool by school districts to its grants
and oversees the role of State Education Agencies (SEAs) in setting the methods by which school districts
compute and use indirect cost rates. SEAs generally specify the types of indirect and direct costs included
in the computation of school district indirect cost rates.
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Exhibit ES.11

Composition of Unreported Costs
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of all SFAs reported all of the indirect costs attributable to foodservice, and 7 percent reported some,
but not all, of the indirect costs attributable to food service.

It is important to distinguish between reporting indirect costs and recovering indirect costs. When a
school district charges an SFA for (all or part of) the indirect costs attributable to SFA operations
these indirect costs are reported on the SFA’s expense statement. However, payment or recovery of
these reported indirect costs requires that funds be actually transferred from the SFA account to the
school district’s general fund. It is quite rare for such transfers to take place. Among the 16 percent
of school districts that had at least some reported indirect costs, about one-quarter (4 percent of all
districts) recovered all of the reported indirect costs from the foodservice account. The most common
reason for not recovering all reported indirect costs from foodservice was that the district did not
charge indirect costs for any grant or program. For the average SFA, unreported indirect costs
accounted for 26 percent of all unreported costs.

Revenues

Revenues derived from reimbursable meals, including Federal, State, and local subsidies tied to
reimbursable meals, other State and local funds, and student payments for reimbursable meals
accounted for an average of 84 percent of SFA revenues in SY 2005-06 (Exhibit ES.12). USDA
subsidies accounted for an average of 51 percent of total SFA revenues—45 percent from meal
reimbursements and 5 percent from donated commodities. Student payments for reimbursable meals
accounted for an average of 24 percent of total SFA revenues, and state and local revenues accounted
for 9 percent of total SFA revenues. a la carte sales, adult meals, and other nonreimbursable food
sales represented only 16 percent of the average SFA’s total revenues.
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Exhibit ES.12

Composition of SFA Revenues
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Comparison of Costs and Revenues

Reported Costs

SFAs are required to operate the school foodservice on a nonprofit basis. Program regulations define
a nonprofit foodservice as one operated primarily for the benefit of enrolled children, all revenue
from which is used solely to operate or improve the foodservice. An SFA must limit the net cash
resources of its nonprofit foodservice to three months’ average expenditures. Usually SFAs operate
at the break-even level, i.e., costs equal revenues from all sources. Nonprofit status is determined by
the financial status of the school foodservice as a whole rather than the financial status of each
Federal program separately. SFAs must accrue all revenues from the school foodservice to a
nonprofit foodservice account, including Federal lunch, breakfast, and snack payments; all funds from
this account must be used to support the nonprofit school foodservice, which can include other parts
of their foodservice operations such as a la carte and adult food sales. SFAs are not required to
maintain separate cost and revenue records for the NSLP, SBP, or other programs within the
nonprofit school foodservice account.

In SY 2005-06, across SFAs, revenues from reimbursable meals exceeded the reported cost of
producing those meals by an average of 15 percent. By contrast, revenues from nonreimbursable
meals fell short of the cost of producing those meals by an average of 29 percent (Exhibit ES.13).
The average SFA used revenues from reimbursable meals to offset the cost of producing a la carte
and other nonreimbursable food items. Combining reimbursable and nonreimbursable meals,
reported costs were essentially equal to revenues (101 percent), indicating that SFAs typically
operated at a break-even level.
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Exhibit ES.13

Ratio of Revenue to Reported Cost for Reimbursable and Nonreimbursable Meals
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While reimbursable lunches and breakfasts taken together generated a surplus, this is due entirely to
the surplus revenues generated by reimbursable lunches. Revenues from reimbursable lunches
exceeded the costs of producing those meals by an average of 16 percent, while revenues from
reimbursable breakfasts fell short of the cost of producing those meals by an average of 4 percent
(Exhibit ES.14). This is consistent with the relationship of Federal subsidy rates (meal
reimbursements plus entitlement commodities) to reported meal costs. In SY 2005-06 the Federal
subsidy for a free lunch covered or exceeded the reported cost of producing reimbursable lunches in
78 percent of SFAs. Based on the applicable reimbursement rates as determined for this study, the
regular Federal subsidy for a free breakfast covered or exceeded the reported costs of producing
reimbursable breakfasts in only 36 percent of SFAs. The regular Federal subsidy for a free breakfast
covered or exceeded reported costs for breakfast in 30 percent of SFAs, and the severe need subsidy
covered or exceeded reported costs in 43 percent of SFAs (Exhibit ES.15).

Full Costs

From an SFA’s perspective, reported costs are the costs that they are expected to cover from the
revenues that accrue to the nonprofit school foodservice account. However, as noted above, reported
costs do not reflect all of the costs of foodservice operations. Given that, on average, SFA revenues
just covered their reported costs, SFA revenues fell considerably short of covering their full costs. On
average, SFA revenues covered only 82 percent of their full costs. Revenues from reimbursable
meals also fell short of covering the full cost of producing these meals, with a revenue to cost ratio of
92 percent. Similarly, revenues from nonreimbursable meals fell short of the full cost of producing
these meals, with a revenue to cost ratio of 61 percent.
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Exhibit ES.14

Ratio of Revenue to Reported Cost for Reimbursable Lunches and Reimbursable Breakfasts
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Comparisons to SLBCS-I

One key finding is that, when the SFA is the unit of analysis, there was no statistically significant
difference in the real (inflation-adjusted) reported cost of producing reimbursable meals over the 14
years that elapsed between SLBCS-I and SLBCS-II, even though the nutritional standards have
changed. However, there was a statistically significant difference in inflation-adjusted unreported
costs for the average SFA, when measured on the same basis as for SLBCS-1. ’ Asa result, the full
costs for producing reimbursable meals were below the real (inflation-adjusted) full costs in SY 1992-
93. Unreported costs as a percentage of full costs decreased from 19 percent SY 1992-93 to 12 per
cent in SY 2005-2006. In 2006 dollars, for the average SFA, the SY 2005-06 full cost of producing a
reimbursable lunch was $2.72, compared to $2.97 for SY 1992-93 (though this observed difference is
not statistically significant). For reimbursable breakfasts, for the average SFA, the full cost in 2006
dollars was $2.25 in SY 2005-06, compared to $2.32 in SY 1992-93 (not a statistically significant
difference).

Using the meal as the unit of analysis, the inflation-adjusted full cost of producing lunches was
significantly lower in SY 2005-06 than in SY 1992-93.

Exhibit ES.16 shows the comparison of inflation-adjusted mean reported and full costs between
SLBCS-I and SLBCS-IL.

This comparison uses full costs as defined for SLBCS-I, not the more inclusive definition of full costs used
in SLBCS-II. The difference in methodology reflects the treatment of school supervisory staff in the
cafeteria during mealtime. These staff were not included in unreported costs in SLBCS-I, but were
included in SLBCS-II. The figures presented in Chapter Four include school supervisory staff in
unreported costs. These staff were removed from unreported costs for the comparison to SLBCS-I
presented in Chapter Nine.
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Exhibit ES.16

Comparison of the Mean Reported and Full Cost per Reimbursable Meal: SLBCS-l vs.
SLBCS-II
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Chapter One

Introduction

The School Lunch and Breakfast Cost Study-1I (SLBCS-II), conducted for the Food and Nutrition
Service (FNS), US Department of Agriculture (USDA), was designed to estimate the national average
cost of producing meals in the National School Lunch Program (NSLP) and the School Breakfast
Program (SBP). This information will allow FNS to assess the adequacy of current meal
reimbursement rates in these programs. The study was designed to meet six specific objectives:

e Determine the national average reported and full costs to produce NSLP and SBP meals using
the same methodology that was used in the Schoo!l Lunch and Breakfast Cost Study (SLBCS-
I) in 1994.

e Determine the extent to which indirect costs are charged to the nonprofit School Foodservice
account of the School Food Authority (SFA)," the value of these costs, and how they are
applied.

e Determine the value of administrative costs used to produce NSLP and SBP reimbursable
meals."’

e Determine the composition of SFA revenues, including Federal reimbursements, cafeteria
sales, and State and local cash assistance, and compare these revenue sources to meal costs.

e Determine if meal production costs vary by food production system.

o Examine SFAs’ end-of-year cash balances.

FNS has conducted several studies to examine meal production costs in the NSLP and the SBP. The
last study was the School Lunch and Breakfast Cost Study (SLBCS-1), which used a direct
measurement methodology to develop national average meal production costs estimates for
reimbursable NSLP and SBP meals. SLBCS-I was completed in 1994 and used data collected during
the 1992-1993 school year (SY). Reimbursement rates provided to States for lunches and breakfasts
served in the NSLP and the SBP have been adjusted annually since SLBCS-I was conducted, to
reflect changes in the Food Away From Home series of the Consumer Price Index for All Urban
Consumers.

10

A school district is an educational entity recognized by the State, responsible for the administration of one
or more schools, but does not necessarily have the legal authority to operate the NSLP and SBP. A School
Food Authority (SFA) is “...the governing body which is responsible for the administration of one or more
schools and has the legal authority to operate the Program therein or be otherwise approved by FNS to
operate the Program.” (7CFR210.2).

This study has broadly defined administrative costs to include all activities that are not part of meal
production costs, that is, the activities that are not directly traceable to the production and service of a
specific meal. Foodservice administrative costs include administrative tasks performed by central
foodservice staff, central school district (non-foodservice) personnel, school-based foodservice staff
(kitchen managers), and other school-based staff (such as principals, teachers, and school office staff). As
defined for this study, administrative costs also include labor costs associated with other activities such as
maintenance of foodservice equipment and warehousing of food and supplies.
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Much has changed in school foodservice since SLBCS-I was conducted. Of particular importance is
the School Meals Initiative for Healthy Children (SMI) for which final regulations were published in
1995 and implemented in SY 1996-97, which updated USDA’s school meal program nutrition
standards. It has been argued that SFAs are now spending more to serve meals that both meet the
nutritional standards and appeal to children. In addition, foodservice directors and other stakeholders
have become increasingly concerned that rising labor costs and other factors have made it difficult to
meet program requirements within the limits of existing reimbursement rates. Demands for
educational improvement and other mandates may cause school districts to seek to minimize their
subsidization of foodservice operations. One response to these forces has been the search for
additional sources of revenue, including a la carte sales at mealtimes, vending machines, and other
food sales outside mealtimes. Because of the diversity of SFAs and schools, the impacts of trends in
cost factors are likely to vary, and other environmental characteristics are likely to affect the costs of
producing school meals. Federal meal subsidies (meal reimbursements and donated commodities) are
not intended to cover all costs for all SFAs. It is expected that some SFAs will have reported costs
above the subsidy while others will have costs below the subsidy. However, it is intended that on
average, across all SFAs, the Federal subsidy for a free meal will cover the costs of producing a
reimbursable meal.

In light of all of the changes that have taken place in school foodservice and school finance over the
past 12 years, there is a critical need for updated information on the relationship of Federal meal
reimbursement rates to the cost of production of reimbursable meals. There is also an important need
to understand the current cost and revenue structure of SFAs. Rising labor costs, food costs, and
tighter school district budgets may have changed the way in which school meals are produced.
Furthermore, school districts’ use of foodservice management companies (FSMCs) has increased
substantially since SLBCS-I (from about 7 percent in SY 1990-91 to about 13 percent in SY 2003-
04). In short, there is a need to understand how SFAs are currently conducting business.

The remainder of this chapter provides brief descriptions of the two programs that are the focus of the
study—the NSLP and the SBP—and discusses the issue of defining costs for meals produced and
served in these programs.

The National School Lunch Program and the School Breakfast
Program

The Child Nutrition Programs are administered by FNS and operate in every State in the Nation.
Under this general heading are included several programs that operate in schools: the National School
Lunch Program (NSLP), the School Breakfast Program (SBP), and the Special Milk Program (SMP).
The present study focuses on meal production costs in the NSLP and the SBP.

The National School Lunch Act of 1946 established the NSLP “to safeguard the health and well-
being of the Nation’s children and to encourage the domestic consumption of nutritious agricultural
commodities and other foods” (P.L. 79-396). The NSLP is the largest and oldest Child Nutrition
Program. All public and private nonprofit schools are eligible to participate in both the NSLP and the
SBP, as are public or licensed residential childcare institutions. Currently, the NSLP operates in more
than 100,000 public schools, private nonprofit schools, and residential child care institutions. Any
child in a participating school is eligible to obtain a school lunch. Students from low-income families
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are eligible to purchase lunch at a reduced price or to receive a free lunch. In School Year (SY) 2005-
2006, more than 5 billion school lunches were served. On an average day in October 2005, 30.5
million public school children received an NSLP lunch; almost 60 percent of these lunches were
provided free or at a reduced price to children from low-income families.'”

The School Breakfast Program began in the mid-1960s when the Child Nutrition Act of 1966 (P.L.
89-642) established a pilot project to support the provision of breakfast to children living in “poor
areas and areas where children [had] to travel a great distance to school.” The SBP was officially
authorized as a permanent program in 1975, and the target population was expanded to include “all
schools where [the program] is needed to provide adequate nutrition for all children in attendance”
(P.L. 94-105). Currently, the SBP operates in approximately 84,000 schools and institutions. In SY
2005-06, more than 1.7 billion breakfasts were served. On an average day in October 2005, 9.7
million public school children received an SBP breakfast. More than eighty percent of these meals
were provided free or at a reduced price.

Over time, expenditures for both the NSLP and SBP have increased significantly. Annual Federal
expenditures to the States for the NSLP, including donated commodities, have increased from less
than $100 million in 1946 to approximately $8.2 billion in SY 2005-06. In Fiscal Year 2006, Federal
subsidies for the SBP were $2.0 billion.

The Food and Nutrition Service (FNS) of the U.S. Department of Agriculture is the principal
administering agency for the NSLP and the SBP at the Federal level. FNS is generally responsible
for implementing program legislation; establishing regulations, policies and guidelines; monitoring
program performance; and providing program and administrative funds to States. FNS enters into
agreements with State agencies (usually the State Educational Agency), which provide technical
assistance to the local School Food Authorities (SFAs) which administer the programs at the school
district level, monitor SFA performance, and establish fiscal recordkeeping systems. Seven FNS
Regional Offices monitor and provide technical assistance to the State agencies. When State agencies
cannot administer part of the programs because of State laws, FNS Regional Offices directly
administer them. At the local level, SFAs are required to administer the NSLP and SBP in
accordance with all applicable Federal and State regulations, ensuring that meals meet program
requirements and are made available to all enrolled children.

Participating schools and institutions must agree to:

e make meals available to all children;

e provide free and reduced-price meals to low-income children, using Federally-set income
criteria;

e offer meals that meet Federally-specified nutritional requirements;'

All participation data reported in this section is taken from FNS’ website: http://www.fns.usda.gov/pd/.

In accordance with Section 9(f)(1) of the National School Lunch Act, program regulations require that
participating schools offer meals that, on average over a school week, provide one-third and one-fourth of
the Recommended Dietary Allowances (RDAs) for energy and specific nutrients (protein, calcium, iron,
vitamin A, and vitamin C) in the NSLP and SBP, respectively. Additionally, meals must reflect the most
recent Dietary Guidelines for Americans (DGA). Currently, school meal regulations are based on the 1995
DGAs and the 1989 RDAs.
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e operate the foodservice on a nonprofit basis; and
o follow the recordkeeping and claims procedures required by USDA.

SFAs that participate in the NSLP and SBP receive two types of Federal assistance:

e cash reimbursements (received for both the NSLP and SBP); and
e donated commodities (tied to the NSLP).

Cash reimbursements for NSLP and SBP meals are based on the number of qualified meals served to
students, established per-meal reimbursement rates, and the free/reduced price certification status of
participating students. SFAs receive a base payment for each meal served, with substantially higher
rates paid for meals served free or at a reduced price to income-eligible students."* SFAs or
individual schools may qualify for higher reimbursement rates under both the NSLP and SBP if a
specified percentage of their lunches are provided free or at a reduced price.”” Additional
reimbursements are $.02 in the lunch program; “severe need” reimbursements are $.24 higher for free
and reduced-price breakfasts only. Reimbursement rates for SY 2005-06 in the contiguous states

were:
NSLP Lunch NSLP Lunch SBP
Lower Higher SBP Severe-Need
Reimbursement Reimbursement Breakfast Breakfast
Free Meals $2.32 $2.34 $1.27 $1.51
Reduced-Price Meals $1.92 $1.94 $0.97 $1.21
Paid Meals $0.22 $0.24 $0.23 $0.23

Entitlement to commodities is based on an established per-meal flat rate applied to the number of
reimbursable lunches served. For SY 2005-06, schools were entitled to receive about $.175 worth of
entitlement commodities per lunch. Subject to availability, SFAs are also eligible to receive bonus
commodities in amounts that can be used without waste. The type and amount of bonus commodities
available vary from year to year depending on purchasing decisions made by USDA.

SFAs are required to operate the school foodservice on a nonprofit basis. Program regulations define
a nonprofit foodservice as one operated primarily for the benefit of enrolled children, all revenue
from which is used solely to operate or improve the foodservice. An SFA must limit the net cash
resources of its nonprofit foodservice to three months’ average expenditures. Usually SFAs operate
at the break-even level, i.e., costs equal revenues from all sources. Nonprofit status is determined by
the financial status of the school foodservice as a whole rather than the financial status of each
Federal program separately. SFAs must accrue all revenues from the school foodservice to a

Students eligible for free meals are those from families with incomes at or below 130 percent of poverty.
Reduced-price reimbursement is paid for meals served to students from families whose incomes fall
between 130 and 185 percent of poverty.

Schools districts in which 60 percent or more of the lunches served in the second preceding year were
claimed as free or reduced-price meals receive an additional 2 cents reimbursement for each lunch served.
Individual schools in which 40 percent of more of the lunches served in the second preceding school year
were claimed as free or reduced meals are determined to be in “severe need.” SFAs receive a higher
reimbursement for free and reduced-price reimbursable breakfasts served in severe need schools.
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nonprofit foodservice account, including Federal lunch, breakfast, and snack payments; all funds from
this account must be used to support the nonprofit school foodservice, which can include other parts
of their foodservice operations such as a la carte and adult food sales. SFAs are not required to
maintain separate cost and revenue records for the NSLP, SBP, or other programs within the
nonprofit school foodservice account.

Defining Meal Costs

In existing cost reporting systems, the definition and measurement of meal production costs depends
on the vantage point adopted and on how the information is to be used. At the local level, cost
accounting systems are designed to inform local managerial decisions. For most SFAs, the cost
elements included in the SFA's cost accounting system are for the most part limited to those costs that
the SFA is expected to cover from revenues generated from foodservice sales and government
reimbursements. However, these costs may not reflect the full cost of meal production in the school
district. For example, the SFA costs may exclude the cost of school district resources used to support
SFA operations.

Conceptually, the full cost of meal production should include the current cost of all resources used in
meal production, including reported costs, or those charged to the SFA budget and unreported costs,
or those charged to other budgets or donated to the SFA. Total full costs, as defined in this study,
include:

e Direct Meal Production Costs. Direct meal production costs are those directly traceable to
meal production and service. They include food cost and SFA foodservice labor costs.

o Administrative Costs: These costs, which can be incurred at both the SFA and the school
district level, are not directly traceable to the production of specific meals in schools. At the
SFA level, these costs include labor for foodservice administration and other SFA support
activities. At the school district level, costs include time spent by business managers who are
often responsible for the SFA as well as school district purchases. Administrative costs also
include time spent by kitchen managers and other foodservice staff on general administrative
activities. Other school-based staff, including school principals, custodians, and secretaries,
are often involved in activities that facilitate the operation of school cafeterias. Finally, as
defined for this study, administrative costs also include the labor costs associated with other
activities such as maintenance of foodservice equipment and warehousing of food and
supplies.

e Other Direct Foodservice Costs: Other direct foodservice costs are those costs that are
identified as part of foodservice operations but are not identified as either direct meal
production costs or administrative costs. In this study, the other direct foodservice costs for
an SFA may include such items as supplies, contracted services, cost of facilities, and
equipment depreciation.

e Indirect Costs: Indirect costs represent the expenses incurred by the school district that are
not practical to identify with specific functions or activities (such as foodservice), but are
necessary for the general operation of the organization and the conduct of activities it
performs. Cost allocation plans or indirect cost rates are used to distribute those costs to
benefiting activities.
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Some or all of administrative costs and other direct foodservice costs may be directly charged to the
SFA and appear as line-items on the SFA financial statement or they may be included as part of an
indirect cost rate. Some or all costs may be absorbed by the school district and not charged in any
way to the SFA.

The chapter that follows describes the study methodology, including the approach used to measure
reimbursable meal costs, the selection of the study sample, and the data collection activities. Chapter
Three presents the estimates of reported costs. Chapter Four presents the estimates of full costs.
Indirect costs are discussed in Chapter Five. Chapter Six examines SFA revenues and Chapter Seven
presents cost and revenue comparisons. Chapter Eight compares the cost of meals obtained using the
direct cost methodology and an indirect modeling approach. Finally, Chapter Nine presents
comparisons of the major results from SLBCS-I to those obtained in SLBCS-II. The appendices
include a glossary, additional detail on the sample design and weighting, supplemental tables, and
copies of the survey instruments.
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Chapter Two

Overview of the School Lunch and Breakfast Cost
Study

Overview of Research Design

The primary objective of the School Lunch and Breakfast Cost Study-I1I was to develop national
estimates of the cost of producing reimbursable lunches and breakfasts using the direct measurement
approach employed by SLBCS-I. The methodology relies on the direct measurement of costs
attributable to the various SFA activities rather than the use of indirect allocation rules.'® Exhibit 2.1
presents an overview of the study approach. The methodology uses four elements or steps. These
included:

e Measuring the full cost of SFA operations including both reported costs and unreported costs;

e Distributing the reported and full cost of SFA operations to the direct production'’ of lunches,
breakfasts, and after-school snacks,'® and to non-meal production activities;"

e Distributing a share of the cost of non-meal production activities to the production of lunches,
breakfasts, and after-school snacks; and

e Distributing the reported and full cost of meals to the production of reimbursable and

nonreimbursable lunches and breakfasts.

These four processes required a review of SFA financial statements, meal production records, recipes,
invoices, and other documentation. SFA and school district officials were interviewed to provide data

The methodology measures the average cost of producing lunch and breakfast. It is not intended to
measure the incremental cost of adding a breakfast program to an existing lunch program. Instead, it
allocates joint production costs proportional to direct meal production costs (food and labor).

Direct meal production costs are those directly traceable to producing and serving reimbursable meals and
nonreimbursable foods. In this study, the traceable direct meal production costs are food and labor
associated with specific meals (breakfast, lunch, or snacks).

The NSLP after-school snack program was begun in 1998, and thus SLBCS-I treated all meals other than
breakfast and lunch as entirely nonreimbursable. In order to accurately measure the costs of
nonreimbursable meals, SLBCS-II separately measured the costs of after-school snacks in schools where
they were served. Thus, the food, production labor, and other costs for nonreimbursable meals exclude
after-school snacks. The number of SFAs and schools in the SLBCS-II sample that served NSLP snacks
was too small to permit sufficiently precise estimates of the average cost per NSLP snack.

Non-meal production costs include all costs that are not directly traceable to the production of specific
meals and snacks. These include administrative costs, other direct foodservice costs, and foodservice
indirect costs.
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to impute the value of school district costs that were not charged to the SFA budget and to obtain data
needed to allocate labor costs among SFA activities. Finally, samples of meals taken by students
were observed to obtain data on the distribution of menu items sold in reimbursable and
nonreimbursable meals. The relationships between these data collection activities and the four
elements of the methodology are summarized in Exhibit 2.2. Each element of the methodology is
discussed below.

Exhibit 2.2
Data Collection Activities by Study Component

Element of Methodology Data Collection Activity
Measure the full (reported and e Review the SFA's annual financial statement with SFA
unreported) cost of SFA operations and school district officials to verify reported costs and

to identify unreported costs; and

e Obtain information needed to impute the value of
these unreported costs.

Distribute the reported and full costs e Review meal production records, recipes, and

of SFA operations among lunch invoices to directly measure the cost of food used in
production, breakfast production, lunch, breakfast, and after-school snack production
after-school snack production and during a sample time period; and

non-meal production activities o Obtain information to identify the labor costs

attributable to lunch, breakfast, and after-school snack
production and non-meal production activities.

Distribute a share of non-meal o No separate data collection; allocation of non-meal
production costs to lunch, breakfast, production costs based on distribution of food and
and after-school snack production labor costs.

Distribute the reported and full costs o Observe a sample of meals taken by students to
of producing lunches and breakfasts identify the quantity of each menu item sold that is
between reimbursable and attributable to reimbursable and nonreimbursable
nonreimbursable meals meals.

Measuring the Full Cost of SFA Operations

Full-cost accounting requires that the cost of all resources used by the SFA be identified and
attributed to SFA operations. These include costs incurred by and charged to the SFA (reported
costs), as well as costs incurred by the school district for activities in support of SFA operations.
These latter costs may or may not be charged to the SFA. Full-cost accounting also requires that the
value of in-kind contributions (e.g., donated commodities and volunteer labor) be included as a cost
of SFA operations.

Similarly, full cost accounting of SFA operations requires that a portion of school district indirect
costs be assigned to SFA operations. Indirect costs represent the expenses incurred by the school
district that are not readily identified with a function or activity, but are necessary for the general
operation of the organization and the conduct of activities it performs. Cost allocation plans or
indirect cost rates are used to distribute those costs to benefiting revenue sources.

The study approach measured the full cost of SFA operations including both those costs that were
reported on annual financial statements and unreported costs which were identified and measured.

Abt Associates Inc. Overview of the School Lunch and Breakfast Cost Study 2-3



Unreported costs, as measured in this study,” represented a substantial proportion (19 percent) of full
costs as discussed in Chapter Four.

The process of identifying unreported costs involved reviewing the SFA's annual expense statement
with the SFA director and/or SFA business manager. The objective of this review was to determine
the inclusiveness of each line item on the expense statement—does the reported cost include all of the
cost attributable to foodservice operations? Particular attention was paid to the SFA’s indirect costs
(which may be reported or unreported). Where an SFA had indirect costs (either reported or
unreported), the process also involved obtaining information on the school district’s indirect costs
from the school district business manager. For each line item, the review sought to determine if
unreported costs were included in the school district's indirect cost rate (e.g., if utilities were not
included in the SFA's expense statement, the review determined if utilities were included in the
school district's indirect cost rate).

The review of SFA expense statements and school district indirect costs identified those cost elements
for which costs had to be imputed. For cost elements that were not reported on the SFA’s expense
statement or included in the SFA’s indirect costs (either reported or unreported) the process involved
identifying sources for the information needed to impute the costs (e.g., to impute the cost of
unreported labor costs, it was necessary to identify the unreported staff, the amount of time they
devoted to foodservice activities, and their wage and benefit rates). Principals in a sample of schools
were interviewed to identify unreported costs incurred at the school level (e.g., distributing and
processing applications for school meal benefits and supervising students in the cafeteria). Exhibit
2.3 summarizes the sequence of activities used to identify and measure unreported costs.

Allocating Food Costs to Breakfast, Lunch, and After-Schools Snacks

Annual food costs are distributed to breakfast, lunch, snacks, and other meals using allocation
percentages based on the cost of food used during a 5-day study week. The process of identifying the
cost of food used in meal production included the following activities:

e Prices and Commodities. Obtaining the average unit price paid for each food or ingredient
(or the USDA-assigned value for donated commodities). SFAs provided master price lists for
all foods acquired. These prices were matched to the ingredients used during the 5-day study
week by study staff after data collection was over.

e Menu Records. A review of menu and production records with school foodservice managers
to identify all food items prepared for breakfast, lunch, and snacks during the 5-day study
period. Serving size and number of servings produced, including leftovers, were recorded by
study staff.

%" The treatment of labor required to supervise students in the cafeteria during meals is the one area in which

the methodology used in SLBCS-II and SLBCS-I differed. In SLBCS-I, this labor was not included in full
costs based on the argument that school meal labor was a cost of school operations rather than foodservice,
since students would eat meals at school even in the absence of the USDA-subsidized programs. The costs
of school meal labor were added to SLBCS-II, based on input from the foodservice community, who
reported that the cost of this function was increasingly charged to the school foodservice account. Thus, in
order to have a measure of full costs that is comparable across all SFAs, school meal labor must be
included. Comparisons of SLBCS-I and SLBCS-II presented in Chapter Nine exclude school meal labor to
make full costs more comparable in both studies. As noted in Chapter Nine, excluding school meal labor
from unreported labor in SLBCS-II reduces unreported costs as a proportion of full costs from 19 percent to
12 percent.

2-4 Overview of Research Design Abt Associates Inc.
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¢ Recipe Records. A review of recipes used in the production of each food item with the
school foodservice manager to determine the quantity of the ingredients used in the
production of each food item. Study staff recorded the quantity of each ingredient used, and
whether the ingredient was a USDA donated commodity.*’

¢ Inventory Records. Study staff recorded the starting and ending inventory, and the additions
to inventory, for packaged foods that were sold a la carte.

e Sampling Weights. Applying sampling weights to the food cost estimates for each sample
school to obtain district-level estimates for breakfast, lunch, and other meals.

Exhibit 2.4 summarizes the calculation of the allocation percentages that were used to distribute
annual food costs to breakfast, lunch, after-school snacks, and other meals.

Identifying and Allocating Labor Costs to SFA Activities

The allocation of SFA labor costs among foodservice activities was based on the proportion of time
devoted to each activity. Professional estimates were used for distributing staff time and costs among
the various foodservice activities:

e Cafeteria/Kitchen Staff Rosters, Principal Interviews, Central Foodservice Staff
Rosters, and Off-Budget (Unreported) District Staff Rosters. Professional estimates were
made by school foodservice managers and school principals to obtain the distribution of time
kitchen and school staff spent foodservice activities in the sample schools. Other
professional estimates were made by the SFA director and district officials for time spent by
central foodservice staff and central school district staff. These data were combined with
information obtained from salary schedules to obtain the labor costs attributable to each
foodservice activity.

e Sampling Weights. Sampling weights were applied to labor cost estimates for each sample
school to obtain district-level estimates of the labor cost of school-based staff.

Exhibit 2.5 summarizes the procedures used to estimate the percentage of total annual labor costs
attributable to each foodservice activity.

Allocating "Other" Costs Between Breakfast, Lunch, and After-School Snack Production

The study methodology directly measured the food and labor costs attributable to breakfast, lunch,
and after-school snack production. However, a share of other direct costs (e.g., supplies, equipment,
etc.) and indirect costs must be distributed to breakfast, lunch, and after-school snack production to
obtain the total reported cost of producing breakfasts, lunches, and snacks. Such costs were
distributed between breakfast, lunch, and snacks in relation to the proportion total of labor and food
costs used in breakfast, lunch, and snacks production. In this way, meal production activities that
used a greater amount of labor and food were appropriately credited with a large share of other costs.

' For salad bars, sandwich bars, and other similar serving arrangements, study staff complete a Self-

serve/Made-to-Order Bar Form to collect data for creating a “recipe.”
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Exhibit 2.4

Calculation of Allocation Percentages Used to Distribute Annual Food Costs
to Breakfast, Lunch, After-School Snacks and Other Meals

Information Sources

Calculations

v

~

Calculate Cost Per
Serving of each Food
Served

\4

e
Master List of Food Prices

\_

-
USDA - Assigned Value of
Donated Commodities

\_

[
Recipe Records and Self-
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Form

\_ J

p

Menu Records
\

\

Inventory of
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Pre-packaged

Non-reimbursable Foods
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\

A 4
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* Breakfast
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Daily Staff Allocation Grid for
School-Based Food Service Staff

Exhibit 2.5
Estimating the Percentage of Labor Costs Attributable to Each Type of Meal
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N
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f Central Food Service Staff
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N\

Sampling Weights
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Allocating Total Lunch and Breakfast Costs to Reimbursable and Nonreimbursable Meals

The previous steps provided estimates of total annual lunch and breakfast costs. Total annual meal
costs (for each type of meal) were allocated to reimbursable and nonreimbursable meals based on the
proportion of food costs (for each type of meal) used to produce the food that students actually took
as part of reimbursable meals.*

To derive these estimates, meal observers recorded the food items selected by a sample of students
taking reimbursable meals in the sample schools.” These data were combined with district records of
the total number of reimbursable meals served at sample schools during the study week and the
previously computed cost per serving (of each food item) to estimate the total food cost of
reimbursable meals served at the sample schools. These estimates were weighted to provide an
aggregate district-level estimate of reimbursable food costs. Exhibit 2.6 summarizes the estimation of
the percentage of food costs that were reimbursable.

Sample Design

The overall objective the SLBCS-II sample design was to estimate the mean reported cost of
producing a reimbursable meal with a 95 percent confidence interval of £$.09.** In order to achieve
this objective, the sample design consisted of two major components. The first was the selection of a
national probability sample of 122 school districts. The second was the within-district sampling of
schools required by the Meal Cost Methodology (MCM) direct measurement approach. An overview
of each of these components is presented below. Sampling issues, including definitions of the
stratification, are discussed in more detail in Appendix A.

Sample of School Districts

The sample frame used for the study was the 2,150 SFAs that responded the USDA SFA
Characteristics Survey (SFACS) conducted in SY 2003-04. A stratified random sample of 202 SFAs
(122 target and 80 backups) was selected from the 2,150 SFAs contained in the SFACS sample
frame. SFAs were stratified by meal production system. Sites selected with certainty in the SFACS
sample formed a separate stratum. Within stratum, districts were sorted by size of total district
enrollment. A systematic sample was then selected from the non-certainty strata, with each district in
a stratum having the same probability of selection.

22 The methodology does not identify those costs that are restricted only to reimbursable meals (e. g,

administrative functions related to the meal benefit application and approval process). This results in a
slight overstatement of the costs attributable to nonreimbursable meals. Similarly, some high cost foods
may require relatively little preparation labor and vice versa. While allocating other costs on the basis of
food costs is the best practical option, it is not a perfect measure.

» Observers were trained to identify trays containing reimbursable meals. During the data cleaning trays that

were recorded as reimbursable meals but did not contain the necessary food items to be a reimbursable
meal were deleted. Observers conducted observations in each school during a five-day school week. In
schools that had multiple lunch or breakfast periods, observations were conducted for each meal period on
each of the observation days. Observers were trained to divide each meal observation period equally and
randomly between serving lines (if applicable). Observers recorded as many reimbursable meals as
possible during each observation period.

** The width of the confidence interval was determined by the resources available to conduct the study.

Abt Associates Inc. Overview of the School Lunch and Breakfast Cost Study 2-9
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SFAs were recruited to participate in the study. The recruitment process involved letters to the State
Child Nutrition Directors followed by letters and telephone calls to the selected SFA Directors and
the superintendents of the sampled districts. At the end of the recruitment phase, 120 SFAs had
agreed to participate, which represented a cooperation rate of 60 percent of eligible SFAs. When
weighted, these 120 SFAs represent the 12,568 public SFAs that participate in the NSLP.*
Characteristics of the SFAs that participated in the study are presented in Exhibit 2.7.%°

Sample of Schools within Districts

Within the sample of 120 participating districts, a representative sample of schools was selected.
Schools within the district were stratified by the type of school kitchen: independent school kitchen
that prepared all of the food served in the school in which it was located; base school kitchen that
prepared food for other schools in addition to the one in which it was located; and satellite school
kitchens that received some or all of the food served in the school from a base or central kitchen.
Within all but one of the strata, schools were sorted by grade level (elementary, middle and high
school) to assure adequate representation of all grade levels.”” Schools were then selected using
probability-proportional-to-size sampling with the number of reimbursable lunches as the measure of
size. Schools that served as base or production kitchens for another school(s) were selected if a
school for which they provided meals was sampled. The number of schools selected in an SFA
varied between one and five schools, depending on the size of the SFA. In total, 356 schools were
included in the final sample.

Statistical Distributions and Tests

The complex sample design required specialized software for performing statistical tests. Standard
errors and test statistics were calculated using SAS PROC SURVEYMEANS and SURVEYFREQ.

Measures of costs and cost components have been compared between groups of SFAs defined by
poverty status, size, a la carte revenues as a percent of total revenues, and meal production method.
While the exhibits display the results of all the tests, the text in general mentions only the statistically
significant differences.

® To generate national estimates, data for each of the 120 SFAs was multiplied by the reciprocal of its

probability of being selected into the sample which is equal to the probability of the SFA being selected
into the SFACS sample times the probability of its being selected into the SLBCS-II sample (given that it
was included in the SFACS sample). Additional information on the weighting methodology is presented in
Appendix B.

% Cross-tabulations of SFA characteristics are presented in Appendix D, Exhibit D.1.

7 The following school categorization was used:

Lowest Grade Highest Grade School Type
K, 1,2,0r3 Any Elementary
4o0r5 Less than 8 Elementary
4o0r5 8 or higher Middle
6,7,8,0r9 Less than 10 Middle
6,7,8,0r9 10 or higher High

10, 11, 0r 12 10, 11, 0r 12 High

Abt Associates Inc. Overview of the School Lunch and Breakfast Cost Study 2-11



Exhibit 2.7
Distribution of Sampled SFAs by Selected SFA Characteristics

Unweighted Weighted
Characteristic Number Percent Number Percent
Total 120 100.0% 12,568 100.0%
SFA Size
Small (1-999) 16 13.3 5,238 41.7
Medium (1,000-4,999) 37 30.8 4,995 39.7
Large (5,000+) 67 55.8 2,336 18.6
Production System
On-Site kitchen only 65 54.2 8,865 70.5
Base/Central only 21 17.5 2,308 18.4
Mostly on-site kitchen 16 13.3 347 2.8
Mostly satellite 18 15.0 1,047 8.3
Poverty Status
Less than 60% of lunches are free/reduced 84 70.0 9,388 74.7
price
60% or more of lunches are free/reduced 36 30.0 3,180 25.3
price
a la Carte Revenues?
<10 % of Total Revenue 28 30.1 3,807 40.5
>10% of Total Revenue 65 69.9 5,594 59.5
Foodservice Management Company
Yes 12 10.0 1,087 8.7
No 108 90.0 11,481 914

Note:

*Excludes 23 SFAs that reported revenues from reimbursable meals and a la carte sales together, and 4 SFAs that reported
a la carte sales and other non-reimbursable revenues together.

The central tendencies of the cost measures are presented both as weighted sample means and
weighted sample medians. Only the means are discussed in the text. The distributions of many of the
measures are highly skewed, i.e. a few SFAs have very large total costs or cost components.
Consequently, the median values correspond to the "typical" SFA, while the mean values correspond
to the national average.

Summary of Data Collection Activities
The data collection activities for the School Lunch and Breakfast Cost Study-II occurred between
February 2006 and February 2007. Study staff visited each of the 120 SFAs participating in the study

two times.

The data collection for the study was conducted in two phases, each of which is discussed below.
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Phase 1: February 2006 — June 2006

During Phase 1, study staff visited each of the 120 SFAs in the study sample and collected data from
a sample of one to five schools in each SFA. During this site visit study staff obtained the
information needed to calculate the cost of meal production and to allocate the SFAs' reported costs
between lunch, breakfast, and after-school snack production and between reimbursable and
nonreimbursable meals.

During these on-site visits, study staff conducted the following major activities:

¢ Identified the cost of food used in breakfast and lunch production. Study staff:

O

Reviewed menu and meal production records with school foodservice managers in a
representative sample of schools to identify the food items prepared for breakfast, lunch,
and after-school snacks (if applicable) during the week of the visit. Serving size and
number of servings produced were recorded by study staff on a Menu Record;
Reviewed recipes used in the production of each food item produced with the school
foodservice manager to determine the quantity of each of the ingredients used in the
production of each food item. Study staff recorded the quantity of each ingredient used
and whether the ingredient was a USDA donated commodity on a Recipe Record,
Obtained selected invoices from the SFA business manager to obtain the average unit
price paid for each ingredient (or the USDA assigned value for donated commodities);
Completed an Inventory of Commercially Pre-packaged Nonreimbursable Foods to
measure usage of these foods for a la carte sales in all locations in the school (cafeteria,
vending machines, etc); and

Obtained counts of the number of NSLP lunches, SBP breakfasts, and NSLP after-school
snacks served at the sample of schools during the week of the visit. Study staff recorded
these counts on a Daily Meal Counts Form.

e Observed an anonymous sample of students at breakfast and lunch. Study staff recorded the
food items selected by each student in the sample. This allowed identification of
reimbursable and nonreimbursable meals and estimated the number of servings of each food
item that were taken as part of reimbursable meals.

e Identified the labor costs of breakfast production, lunch production, snack production, and
non-meal production activities. Study staff:

O

Obtained a list of all central SFA and school district staff whose salaries were charged to
the SFA budget. Salary and work schedule information was recorded by study staff on a
Central Foodservice Paid Staff Roster. The list was reviewed with the SFA director to
identify staff who worked on both meal production and non-meal production activities;
Obtained a list of all foodservice staff in sample schools who worked on meal production
activities (i.e., produce/serve breakfasts and/or lunches). Salary and work schedule
information was recorded on the Cafeteria/Kitchen Staff Roster; and

Obtained professional estimates of the time distribution by function for all school-based
foodservice staff and all central SFA and school district staff. These estimates were
obtained through a brief discussion with the school foodservice manager, SFA Director
and/or other appropriate SFA and school district staff.

Abt Associates Inc. Overview of the School Lunch and Breakfast Cost Study 213



Phase 2: November 2006 — February 2007

Phase 2 of the data collection focused on the unreported costs, attributable to school foodservice
operations but not charged to the school foodservice account. During Phase 2, study staff visited each
of the SFAs participating in the study to collect needed financial data pertaining to SY 2005-06.
Study staff interviewed the SFA director and other school district staff to identify the resources used
by, but not charged to, the school foodservice account. Information was obtained to estimate the
value of these unreported costs, which was combined with the reported costs to estimate the full cost
of producing reimbursable lunches and breakfasts.

During the Phase 2 on-site visits, study staff conducted the following major activities:

e Reviewed the SFA’s annual financial statement with the SFA director and/or the SFA
business manager. During this review study staff discussed each of the line items included on
the SFA's expense statement with the respondents. The objective of this review was to
determine which cost elements were not reported on their expense statement.

e Reviewed the school district's indirect cost allocation with the school district business
manager. During this review, study staff discussed each of the support functions that were
included in the district's indirect cost pool. This review also examined school district
practices for charging these costs to foodservice and other school district operations.

e Through discussion with the SFA director, study staff identified school district personnel that
spent time working on foodservice activities that were not charged to the nonprofit school
foodservice account. Study staff completed an Off-Budget (Unreported) Staff Roster (same
format as the Central Foodservice Paid Staff Roster). Professional estimates of time spent on
SFA activities were recorded by study staff on an Off-Budget Time Allocation Form. Study
staff also interviewed principals in sample schools and obtained estimates of off-budget staff
costs in support of foodservice operations.

Overview of Instruments

Data collection activities involved the use of 13 different forms and survey instruments. Exhibit 2.8
shows the instruments used along with the method used to collect the data and the respondents.
Appendix F (separate volume) provides brief descriptions of each instrument as well as copies of the
instruments.
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Exhibit 2.8

Data Collection Instruments

Instrument

Method of Data Collection

Respondents

Phase 1

1.

State Child Nutrition Director Questionnaire

Telephone interview

State CN Director

2. Daily Menu Record Record review and discussion School Foodservice
Manager
3. Recipe Form Record review and discussion Foodservice Manager
and SFA Director
4. Menu Record for Self-serve and Made-to-Order | Record review and observation School Foodservice
Bars Manager
5. Inventory of Commercially Pre-packaged Record review and observation School Foodservice
Nonreimbursable Foods Manager
6. Meal Observation Form Observation None
7. Daily Meal Counts Form Record review and discussion School Foodservice
Manager
8. School Food Service/Kitchen Manager Pre-mailed form, in-person School Foodservice
Interview interview Manager
o Cafeteria/Kitchen Staff Roster
o Daily Staff Allocation Grid
9. SFA Director Staffing and Operations Interview | Pre-mailed forms, in-person SFA Director and/or
e Central Food Service Paid Staff Roster interview, record abstraction Business Manager
¢ Central Food Service Staff Allocation Grid
e Support Function Summary Grid
¢ Supplemental Questions
¢ Obtain Food Price Lists and USDA
Commodity Records
10. State Education Agency (SEA) Finance Officer | Telephone interview SEA Finance Officer
Questionnaire
Phase 2
11. SFA Cost Interview Preparation Forms Mail out, mail back; existing SFA Director and/or
¢ SFA Expense Statement reports could be submitted in lieu Business Manager
e SFA Revenue Statement of expense and revenue
e Supplemental Information Form statements.
12. SFA Cost Interview Guide Record review and in-person SFA Director and/or
e Food Service Expense Statement Review discussion Business Manager;
« Off-Budget (Unreported) District Staff Roster additional individuals
o Off-Budget (Unreported) District Staff g::ﬂth?fe'gg:ta'iz(jot;y
Allocation Grid .
¢ School District Indirect Cost Review Business Manager
Supplement
o Utilities and Equipment Supplement
¢ Food Service Revenue Statement and Cash
Balance Review
13. School Principal Cost Interview Pre-mailed form, telephone School Principal

interview

Abt Associates Inc.
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Chapter Three

Estimates of Reported Costs

This chapter presents an analysis of SFAs' reported costs for SY 2005-06. The research questions
addressed in this chapter include:

What is the national mean reported cost of producing a reimbursable lunch?
What is the national mean reported cost of producing a reimbursable breakfast?

What is the composition of the reported cost of producing a reimbursable meal, i.e., what
proportion of the reported costs for reimbursable meals are attributable to food costs? to labor
costs? to other costs?

What proportion of reported costs is attributable to foodservice administration?

How do reported production costs for reimbursable meals vary by the type of meal
production distribution system used by SFAs?

The analysis presented in this chapter focuses on the costs of producing reimbursable meals and
includes only those costs that were charged to school foodservice accounts.”® From the SFAs'
perspective, reported costs are the costs of running the NSLP and SBP. These are the costs that they
are expected to cover. However, as noted earlier, many SFAs use school district resources for which
they are not charged. The magnitude and composition of these unreported costs are examined in
Chapter Four. In considering the cost estimates discussed in this chapter, readers should recognize
that reported costs represent only part of the cost of producing reimbursable meals.

The key findings with regard to reported foodservice costs include:

For the average SFA, the national mean reported cost of producing a reimbursable lunch in
SY 2005-06 was $2.36.

For the average SFA, the national mean reported cost of producing a reimbursable breakfast
in SY 2005-06 was $1.92.

For most SFAs, the Federal subsidy for free lunches equals or exceeds the reported cost of
producing reimbursable lunches. In nearly four out of five SFAs (78 percent), the reported
cost of producing a reimbursable lunch was less than the total Federal subsidy for a free
lunch. Similarly, 76 percent of all reimbursable lunches were produced at a reported cost that
was less than the total Federal subsidy for a free lunch.

For most SFAs, the Federal subsidy for free breakfasts is less than the reported cost of
producing reimbursable breakfasts. The reimbursement rate for a free breakfast was
sufficient to cover reported costs in only 36 percent of SFAs. However, 58 percent of

28

Reported cost may exceed actual cash outlays. For example, some SFAs report indirect costs, but do not
actually transfer the funds to the school district's general fund (see Chapter Five). Similarly, depreciation
expenses do not involve cash outlays.
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reimbursable breakfasts were produced at a reported cost than was less than the total Federal
subsidy for a free breakfast.”

e On average, reported food costs accounted for 46 percent of SFAs' total reported costs;
reported labor costs accounted for 45 percent of reported costs; and other reported costs
accounted for the remaining reported costs.

e Reported administrative labor costs accounted for an average of 8 percent of the average
SFA's total reported cost and 19 percent of total reported labor cost.*

Again, it is important to caution the reader that reported costs do not account for all the costs of
producing reimbursable meals.

Reported Costs of Producing Reimbursable Meals

This section presents the national estimates of reported costs for reimbursable meals and provides
estimates for several subgroups, including by the poverty status of the district, by SFA size, and by
the proportion of SFA revenues from a la carte sales.”'

Cost Per Reimbursable Lunch

The distribution of SFAs by the reported cost of producing a reimbursable lunch in SY 2005-06 is
shown in Appendix D (Exhibit D.2). The interquartile range for reported costs per reimbursable
lunch in the sample was between approximately $2.00 and $2.50. Exhibit 3.1 summarizes the
national mean reported cost of producing reimbursable lunches using both SFAs and NSLP
reimbursable lunches as the unit of analysis. Using the SFA as the unit of analysis, the mean reported
cost is $2.36 to produce a reimbursable lunch. None of the differences among the subgroups of SFAs
(by poverty status, SFA size, or a la carte revenues) examined in Exhibit 3.1 are statistically
significant.*

When the unit of analysis is the NSLP meal, the mean reported cost of producing a reimbursable
lunch in SY 2005-06 was $2.28.* This reflects the large number of reimbursable lunches served a
relatively few large SFAs where reported costs are low. Approximately 19 percent of SFAs have

¥ The severe-need reimbursement rate was used for SFAs in which at least 40 percent of lunches in the

second preceding school year were claimed at the free or reduced price reimbursement rate.

" In this study administrative activities were defined quite broadly, and were not limited to those activities

that are associated with program regulations (e.g., application, verification, meal counting, etc.). All non-
meal production costs were included in “administration” for purposes of this study.

1 Exhibits present the mean, median, and standard error of the mean. Cost estimates by type of meal

production system are presented in Appendix D and referenced in the text.

32 Reported cost per reimbursable lunch and breakfast by meal production system is presented in Appendix D,

Exhibit D.4. No observed differences are statistically significant.

3 Calculated as the mean cost per reimbursable lunch across all reimbursable lunches served in the Nation,

i.e., the NSLP meal is the unit of analysis. This analysis gives equal weight to each reimbursable lunch,
and since most reimbursable lunches are produced in large SFAs, the results are influenced most by the
costs incurred in large SFAs.

3-2 Estimates of Reported Costs Abt Associates Inc.



Exhibit 3.1

Total Reported Cost per Reimbursable Lunch by SFA Poverty Status, Size Class, and Percentage
of Revenue from a la Carte

Unit of Analysis is SFA

Unit of Analysis is
Reimbursable Lunch

SFA Sample Size

Std Err Std Err
Mean Median of Mean | Mean Median of Mean | Weighted Unweighted

Total $2.36  $2.22 $0.09 $2.28 $2.28 $0.04 12,568 120
Poverty Status

Less than 60% of $2.36 $2.22 $0.08 $2.28 $2.28 $0.06 9,388 84

lunches are

free/reduced price

60% or more of lunches $2.39 $2.28 $0.22 $2.28 $2.28 $0.04 3,180 36

are free/reduced price
SFA Size

Small (1-999) $2.47  $2.22 $0.05 $2.39  $2.21 $0.06 5,238 16

Medium (1,000-4,999) $2.27  $2.20 $0.10 $2.17  $2.11 $0.08 4,995 37

Large (5,000+) $2.32 $2.33 $0.07 $2.31 $2.34 $0.05 2,336 67
a la Carte Revenues®

<10 % of Total $2.35 $2.22 $0.03 $2.37  $2.44 $0.03 3,807 28

Revenue

>10% of Total Revenue $252 $2.27 $0.17 $2.25 $2.18 $0.08 5,594 65

Notes:

* Excludes 23 SFAs that reported revenues from reimbursable meals and a la carte sales together, and 4 SFAs that reported a la
carte sales and other non-reimbursable revenues together.

*** f++ Statistically significant difference at the 1 percent level relative to the excluded category (t-test) or across all listed

categories (chi-squared test), respectively.

** f1  Statistically significant difference at the 5 percent level relative to the excluded category (t-test) or across all listed
categories (chi-squared test), respectively.
* Statistically significant difference at the 10 percent level relative to the excluded category (t-test) or across all listed

categories (chi-squared test), respectively.

Numbers without asterisks (*) or daggers () are not statistically significantly different at the 10 percent level relative to the
excluded category or across all listed categories.

enrollments over 5,000. Nearly seventy-two percent of the reimbursable lunches served in SY 2005-

06 were served in these large SFAs.

Poverty status and the percent SFA revenues derived from a la carte sales do not affect the reported
cost of producing a reimbursable lunch.

As noted in Chapter One, the Federal subsidy for free lunches in SY 2005-06 was about $2.51 ($2.32
in cash reimbursements plus $0.175 in entitlement commodities). This was considerably more than
the mean reported cost of producing a lunch ($2.36). The mean reported cost of producing a
reimbursable lunch was less than the total subsidy for a free lunch in nearly four out of five SFAs (78
percent). Similarly, 76 percent of all reimbursable lunches served in SY 2005-06 were produced at a
reported cost that was less than the total subsidy for a free lunch.

Abt Associates Inc.
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Cost per Reimbursable Breakfast

The distribution of SFAs by the reported cost per reimbursable breakfast in the sample is presented in
Appendix D (Exhibit D.3). In SY 2005-06, the interquartile range for reported costs per reimbursable
breakfast was between $1.24 and $2.05, with a mean cost of $1.92 (Exhibit 3.2). There was
considerably more variation among SFAs in reported breakfast costs than in reported lunch costs.

The coefficient of variation (the mean divided by the standard deviation) for breakfast was 1.03
compared to 0.42 for lunch.”* The relatively greater variability in the cost per reimbursable breakfast,
at least in part, reflects the variability in unit reported labor costs for breakfast. That is, total breakfast
labor costs in a school may be viewed as relatively fixed (up to some point) because of the small size
of the breakfast program. Thus, as the number of breakfasts served increases, the reported labor costs
per breakfast decreases. The mean reported cost of producing a reimbursable breakfast in small SFAs
is significantly more than in other SFAs that have larger breakfast programs (Exhibit 3.2).

When the unit of analysis is the SBP meal, the mean reported cost per reimbursable breakfast was
$1.46. Within each SFA size class, the mean reported cost per reimbursable breakfast was lower
when the unit of analysis is the SBP meal. This reflects the fact that schools serving large numbers of
reimbursable breakfasts tend to have lower unit reported costs. As when the unit of analysis was the
SFA, when the unit of analysis is the SBP meal the mean reported cost of producing a reimbursable
breakfast in small SFAs is significantly more than in other SFAs that have larger breakfast programs
(Exhibit 3.2).%

The regular reimbursement rate for free breakfasts in SY 2005-06 was $1.27, with a "severe need"
rate of $1.51. In contrast to lunch costs, where the reported cost of producing reimbursable lunches
tended to be less than the Federal subsidy for free lunches, in most SFAs, the reported cost of
producing reimbursable breakfasts exceeded the free reimbursement rates. In 64 percent of SFAs,
reported costs exceeded the reimbursement rate for free breakfasts.® Even when the unit of analysis
is the SBP meal so that larger SFAs are counted more heavily than smaller SFAs, 42 percent of all
breakfasts served in SY 2005-06 were produced at a reported cost that exceeded the reimbursement
rate for a free breakfast. As noted above, reported costs do not include all of the costs of producing
reimbursable meals. On a full cost basis, the proportion of SFAs for which costs exceed the
reimbursement rate is even higher (see Chapter Four).

¥ Calculated as the standard error of the mean relative to the mean, scaled by the square root of the

unweighted sample size.

* The significant difference in the mean reported cost of a reimbursable breakfast between high and low-

poverty SFAs may simply reflect the fact that high-poverty SFAs tend to be larger than low-poverty SFAs.

%% The severe-need reimbursement rate was used for SFAs in which at least 40 percent of the lunches were

reimbursed at the free or reduced-price rates. Because this study determined severe need status at the SFA
level rather than on a school-by-school basis as specified in the regulations, it therefore assumed that all
breakfasts in severe need SFAs were reimbursed at the higher severe need rate. In fact, only those
breakfasts served in severe need schools are reimbursed at this higher rate. However, the estimate that in
64 percent of SFAs the reported cost of producing a reimbursable breakfast was above the applicable
reimbursement rate seems reasonable since the reported cost of producing a reimbursable breakfast was
above the regular free reimbursement rate in 70 percent of all SFAs and was above the severe need
reimbursement rate in 57 percent of all SFAs (Appendix D, Exhibit D.2.).
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Exhibit 3.2

Total Reported Cost per Reimbursable Breakfast by SFA Poverty Status, Size Class, and Percentage
of Revenue from a la Carte

Unit of Analysis is
Unit of Analysis is SFA Reimbursable Breakfast SFA Sample Size®

Std Err Std Err
Mean Median of Mean Mean Median of Mean | Weighted Unweighted

Total $1.92 $1.65 $0.18 $1.46 $1.27 $0.06 11,783 116

Poverty Status
Less than 60% of $2.04 $1.73 $0.23 $1.57* $1.49 $0.08 8,603 80
lunches are
free/reduced price
60% or more of $1.60 $1.57 $0.18 $1.33 $1.16 $0.06 3,180 36
lunches are
free/reduced price

SFA Size
Small (1-999) $2.38+1  $1.81 $0.39 $2.1711+  $1.82 $0.16 4,743 14
Medium (1,000- $1.48 $1.24 $0.08 $1.31 $1.20 $0.09 4,704 35
4,999)
Large (5,000+) $1.88 $1.76 $0.14 $1.48 $1.36 $0.06 2,336 67

a la Carte Revenues

<10 % of Total $2.35 $1.81 $0.48 $1.36* $1.20 $0.06 3,480 27
Revenue
>10% of Total $1.86 $1.67 $0.15 $1.61 $1.48 $0.08 5,303 63
Revenue

Notes:

? Excludes 4 SFAs without breakfast programs; an additional 26 SFAs for which student payments for reimbursable meals could

not be separated from a la carte payments are also excluded from the breakdown by a la carte revenues.

*** f++ Statistically significant difference at the 1 percent level relative to the excluded category (t-test) or across all listed
categories (chi-squared test), respectively.

** f1  Statistically significant difference at the 5 percent level relative to the excluded category (t-test) or across all listed
categories (chi-squared test), respectively.

* Statistically significant difference at the 10 percent level relative to the excluded category (t-test) or across all listed
categories (chi-squared test), respectively.

Numbers without asterisks (*) or daggers () are not statistically significantly different at the 10 percent level relative to the
excluded category or across all listed categories.

Composition of Reported Costs

As one would expect, food and labor costs accounted for the vast majority (90 percent) of the average
SFA's reported costs (Exhibit 3.3). Food costs (including the assigned value of donated commodities)
accounted for 46 percent of reported costs, while labor costs accounted for 45 percent of reported
costs. All other costs, including supplies, contract services, capital expenditures, indirect charges by
the school district, etc., represented only 10 percent of the average SFA's reported costs.”’

7 The composition of reported costs by meal production system is presented in Appendix D, Exhibit D.5.
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Exhibit 3.3

Composition of Foodservice Reported Costs by SFA Poverty Status, Size Class, and Percentage of Revenue from a la Carte

Percent of SFA Reported Costs

Food Costs Labor Costs Other Costs SFA Sample Size
Std Err Std Err Std Err
Mean Median  of Mean Mean Median of Mean Mean Median of Mean | Weighted Unweighted

Total 45.6% 44.7% 1.2% 44.5% 44.9% 1.0% 9.9% 8.1% 0.9% 12,568 120
Poverty Status
Less than 60% of lunches are 46.4 46.1 1.3 449 45.3 1.3 8.7 6.6 1.0 9,388 84
free/reduced price
60% or more of lunches are 43.4 414 2.1 43.3 441 0.9 13.3 12.6 1.3 3,180 36
free/reduced price
SFA Size
Small (1-999) 46.0 45.0 2.0 46.3 46.8 1.8 7.7 5.6 1.8 5,238 16
Medium (1,000-4,999) 46.6 461 1.5 41.9 42.8 1.1 11.5 9.3 1.1 4,995 37
Large (5,000+) 42.8 43.2 0.8 45.8 45.2 0.9 11.4 10.4 0.8 2,336 67
a la Carte Revenues®
<10 % of Total Revenue 47.6 43.2 1.2 44.6 46.7 1.5 7.8** 5.7 20 3,807 28
>10% of Total Revenue 43.6 42.1 1.8 43.7 44.0 1.2 12.7 10.5 1.0 5,594 65

Notes:

* Excludes 23 SFAs that reported revenues from reimbursable meals and a la carte sales together, and 4 SFAs that reported a la carte sales and other non-reimbursable revenues

together.

*** 4+1  Statistically significant difference at the 1 percent level relative to the excluded category (t-test) or across all listed categories (chi-squared test), respectively.

Rl

Statistically significant difference at the 5 percent level relative to the excluded category (t-test) or across all listed categories (chi-squared test), respectively.

* T Statistically significant difference at the 10 percent level relative to the excluded category (t-test) or across all listed categories (chi-squared test), respectively.

Numbers without asterisks (*) or daggers () are not statistically significantly different at the 10 percent level relative to the excluded category or across all listed categories.




Proportion of Food Costs Attributable to Donated Commodities

The value of USDA donated commodities accounts for a significant proportion of the total reported
cost of food used by SFAs. In SY 2005-06 commodities (including bonus commodities) accounted
for 12 percent of the total cost of food used by the average SFA; in 63 percent of all SFAs donated
commodities accounted for at least 10 percent of total food costs (Appendix D, Exhibit D.6). It
should be noted that SFAs may use donated commodities for nonreimbursable as well as
reimbursable meals.

Proportion of Reported Costs Attributable to Reimbursable Meals

As discussed above, school meal production can involve the preparation and service of a la carte
items, adult meals, and other food items (e.g., catering) in addition to the production of reimbursable
meals. As there is no separate accounting of the resources used in the production of nonreimbursable
meals, the allocation of each SFA's total reported breakfast and lunch costs to reimbursable and
nonreimbursable meals was made on the basis of the percentage of breakfast and lunch food costs that
are attributable to the production of reimbursable meals. The distribution of SFAs by the percentage
of reported costs attributable to the production of reimbursable meals is presented in Appendix D,
Exhibit D.7. On average, 86 percent of breakfast costs are attributable to reimbursable breakfasts,
while 76 percent of lunch costs are attributable to reimbursable lunches.

There is also very little variation among SFAs in the proportion of total breakfast costs that are
attributable to reimbursable meals. In 44 percent of SFAs, reimbursable breakfasts accounted for at
least 90 percent of breakfast costs; in nearly all SFAs (89 percent) reimbursable breakfasts accounted
for at least 80 percent of breakfast costs. This reflects the fact that, for the most part, the breakfast
program in schools consists of reimbursable meals being served to children approved for free and
reduced price meals.

While, on average, the sale of nonreimbursable meals (particularly a la carte food items) is
considerably greater at lunch than at breakfast, there is also more variation among SFAs in the
relative magnitude of a la carte and adult meals (Appendix D, Exhibit D.7).

Cost Components of Reimbursable Meals

Reimbursable Lunch Costs

Exhibit 3.4 presents the cost components of reimbursable lunches.”® For the average SFA, reported
food costs per reimbursable lunch were $1.09 in SY 2005-06, with mean reported labor costs of
$1.05, and other costs averaging $0.23. There was relatively little variation among SFAs in food
costs per reimbursable lunch—in almost half of all SFAs (48 percent) food costs per reimbursable
lunch were between $0.90 and $1.20 (Appendix D, Exhibit D.10). Similarly, there was relatively
little variation among SFAs in reported labor costs per reimbursable lunch, with 49 percent of SFAs
reporting labor costs per reimbursable lunch between $0.80 and $1.10.

**  Detailed components by SFA characteristics are shown in Exhibits D.8 and D.9.
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Exhibit 3.4

Components of Reported Cost of Reimbursable Lunches

Cost Component

Food Costs Labor Costs Other Costs SFA Sample Size
) ] Std Err Std Err Std Err
Unit of Analysis Mean Median of Mean | Mean Median of Mean | Mean Median of Mean | Weighted  Unweighted
SFA $1.09 $1.00 $0.04 $1.05 $0.96 $0.05 $0.23 $0.18 $0.03 12,568 120
Meal $0.98 $0.96 $0.02 $1.04 $1.02 $0.03 $0.25 $0.24 $0.02 12,568 120




Mean food costs per reimbursable lunch are lower using the meal as the unit of analysis ($0.98 vs.
$1.09), perhaps reflecting the greater buying power of the large SFAs that serve large numbers of
meals. Labor costs per reimbursable lunch are essentially the same using SFA or the meal as the unit
of analysis ($1.05 vs. $1.04).

Reimbursable Breakfast Costs

Exhibit 3.5 presents summary of the cost components of reimbursable breakfasts.”® For the average
SFA, reported food costs per reimbursable breakfast were $0.73 in SY 2005-06, with mean reported
labor costs of $1.02, and other costs averaging $0.17. Labor costs per reimbursable breakfast are
considerably more variable than food costs—the coefficient of variation for breakfast labor costs is
0.80 compared to 0.31 for food costs. It is interesting to note that there is considerably more
variability in labor costs for breakfast than for lunch (Appendix D, Exhibit D.13). This may reflect
the relative differences in the size of breakfast and lunch programs. As noted above, at most schools
the breakfast program is quite small with relatively fixed labor costs. As a result, reported labor costs
per breakfast decrease as the number of breakfasts served increases.

The effects of potential economies of scale in breakfast production may also be seen in the mean
labor cost per meal. The mean labor cost per breakfast is considerably lower when the SBP meal
breakfast rather than SFA is used as the unit of analysis ($0.64 vs. $1.02), reflecting the lower
breakfast labor costs per meal in SFAs serving large numbers of reimbursable breakfasts.

Administrative Labor Costs

Foodservice administrative labor costs include the cost of performing administrative activities in
support of foodservice operations, e.g., administrative tasks performed by central foodservice staff,
school-based foodservice staff (e.g., kitchen managers), central school district personnel, and school
administrators (e.g., principals). Reported administrative costs include only those costs that are
charged to the foodservice budget. In addition to foodservice personnel administrative labor costs,
this category also includes school district (i.e., non-foodservice) personnel that provide support to
foodservice when the school district charges foodservice as a direct cost for these services.*

This study has broadly defined foodservice administration to include regular administrative activities
such as planning, budgeting, and management for the foodservice program, and other non-production
activities such as maintenance of foodservice equipment. Exhibit 3.6 examines administrative labor
costs in relation to total SFA reported labor costs. For the average SFA, administrative labor
accounted for 19 percent of total reported labor costs. As one might expect, there was a good deal of
variation among SFAs in the proportion of reported labor costs devoted to administration. At one
extreme, 16 percent of SFAs devoted less than 10 percent of reported labor to administrative
activities, while at the other extreme 14 percent of SFAs devoted at least 30 percent of reported labor
to administration (Appendix D, Exhibit D.14). Some of this variation no doubt reflects differences

¥ Detailed components by SFA characteristics are presented in Exhibits D.11 and D.12.

40 As discussed in Chapter Five, only about 16 percent of school districts charge foodservice directly for

support services provided by school district personnel. These costs may be charged to SFA budgets as part
of indirect costs, in which case they would not be included in administrative costs.
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Exhibit 3.5

Components of Reported Cost of Reimbursable Breakfasts

Cost Component

Food Costs Labor Costs Other Costs SFA Sample Size®
] ) Std Err Std Err Std Err
Unit of Analysis Mean  Median of Mean | Mean Median of Mean | Mean  Median of Mean | Weighted Unweighted
SFA $0.73 $0.67 $0.03 $1.02 $0.81 $0.16 $0.17 $0.14 $0.02 11,783 116
Meal $0.65 $0.61 $0.02 $0.64 $0.59 $0.04 $0.17 $0.14 $0.01 11,783 116
Note:

¥ Excludes 4 SFAs without breakfast programs.




Exhibit 3.6

Reported Administrative Labor Costs as a Percentage of Total Reported Labor Costs by SFA
Poverty Status, Size Class, and Percentage of Revenue from a la Carte

Unit of Analysis is
Unit of Analysis is SFA Reimbursable Lunch SFA Sample Size

Std Err Std Err

Mean Median of Mean Mean Median of Mean | Weighted Unweighted

Total 18.6% 18.1% 1.1% 22.6% 22.2% 1.0% 12,568 120
Poverty Status

Less than 60% of

lunches are

free/reduced price 17 .4* 16.4 1.5 21.3* 22.0 1.1 9,388 84
60% or more of lunches

are free/reduced price 22.2 22.0 1.4 24.9 26.7 1.4 3,180 36
SFA Size

Small (1-999) 13.9%17 12.6 1.2 140+ 12.6 1.7 5,238 16
Medium (1,000-4,999) 20.9 20.1 1.4 20.3 20.1 1.0 4,995 37
Large (5,000+) 24.2 22.2 1.6 23.9 225 1.2 2,336 67

a la Carte Revenues®

<10 % of Total Revenue | 17.4 16.4 1.2 25.2 28.2 1.5 3,807 28
>10% of Total Revenue | 20.1 20.1 1.6 22.0 214 0.9 5,594 65
Notes:

* Excludes 23 SFAs that reported revenues from reimbursable meals and a la carte sales together, and 4 SFAs that reported a la
carte sales and other non-reimbursable revenues together.

**% f++ Statistically significant difference at the 1 percent level relative to the excluded category (t-test) or across all listed
categories (chi-squared test), respectively.

** f1  Statistically significant difference at the 5 percent level relative to the excluded category (t-test) or across all listed
categories (chi-squared test), respectively.

* Statistically significant difference at the 10 percent level relative to the excluded category (t-test) or across all listed
categories (chi-squared test), respectively.

Numbers without asterisks (*) or daggers () are not statistically significantly different at the 10 percent level relative to the

excluded category or across all listed categories.

among SFAs in what is, and what is not, charged to the foodservice budget. For example, in some
school districts, the foodservice director’s salary is charged to the school district budget rather than
the foodservice budget. In such school districts, reported administrative labor costs would account
for a relatively small proportion of total reported SFA labor costs.

Exhibit 3.7 examines reported administrative labor costs in relation to total reported costs.
Administrative labor accounts for a relatively small proportion of total reported costs. For the
average SFA, reported administrative labor costs accounted for only 8 percent of total reported costs
in SY 2005-06. In nine out of ten SFAs (93 percent), administrative labor accounted for less than 15
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Exhibit 3.7

Reported Administrative Labor Costs as a Percentage of Total Reported Costs by SFA Poverty
Status, Size Class, and Percentage of Revenue from a la Carte

Unit of Analysis is

Unit of Analysis is SFA Reimbursable Lunch SFA Sample Size
Std Err Std Err
Mean Median of Mean | Mean Median of Mean | Weighted Unweighted

Total 8.2% 8.1% 0.5% 10.3% 10.4% 0.5% 12,568 120
Poverty Status
Less than 60% of lunches
are free/reduced price 7.7 7.8 0.7 9.5 9.7 0.5 9,388 84
60% or more of lunches
are free/reduced price 9.7 104 0.5 11.6 11.0 0.8 3,180 36
SFA Size
Small (1-999) 6.511T 5.9 0.6 6.6 5.9 0.8 5,238 16
Medium (1,000-4,999) 8.7 8.2 0.6 8.7 8.2 0.4 4,995 37
Large (5,000+) 11.0 10.7 0.7 11.1 10.8 0.6 2,336 67
a la Carte Revenues®
<10% of Total Revenue 7.9 7.8 0.5 11.5 11.2 0.9 3,807 28
>10% of Total Revenue 8.9 8.3 0.8 10.1 9.8 0.5 5,594 65

Notes:

* Excludes 23 SFAs that reported revenues from reimbursable meals and a la carte sales together, and 4 SFAs that reported 4 la carte

sales and other non-reimbursable revenues together.

*** f++ Statistically significant difference at the 1 percent level relative to the excluded category (t-test) or across all listed

categories (chi-squared test), respectively.

Rl Statistically significant difference at the 5 percent level relative to the excluded category (t-test) or across all listed
categories (chi-squared test), respectively.
* Statistically significant difference at the 10 percent level relative to the excluded category (t-test) or across all listed

categories (chi-squared test), respectively.

Numbers without asterisks (*) or daggers () are not statistically significantly different at the 10 percent level relative to 