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Executive Summary
National Commodity Processing
Sales Verification Study

Study Background

The National Commodity Processing (NCP) program is a federal program de-
signed to encourage commercial food processors to use selected USDA bonus
commodities in products which are made available to approved recipient agen-
cies at a reduced cost. Beginning in 1983 the NCP program has supplied these
commodities free to approved processors who include the commodities in pro-
ducts they manufacture (e.g., pizza, cheese sauce, pudding). These processors
are required to pass thru the value of the commodities in sales to approved
recipient agencies. This pass thru can be in the form of a discount (Towering
of the price charged) or as a rebate to the recipient agency.

An account is maintained by the USDA which records the amount of commodities
sent to each of the individual processors. When a sale of a product con-
taining these commodities is made to an approved recipient agency the pro-
cessor reports the sale to the USDA. The USDA then draws down that proces-
sor's account by the amount of commodity contained in the product(s) sold.

To date the USDA has given processors over 89 million pounds of commodities

for inclusion in NCP products. The value of these commodities is more than
109 million dollars.

Study Objectives and Procedures

Virginia Polytechnic Institute and State University (Virginia Tech) under
contract to the USDA designed and implemented a study to assess the accuracy
of the reporting mechanism for NCP sales. This study had two objectives:

o to estimate the accuracy of sales reported to the USDA by the
individual processors selected; and

o to obtain an overall sense of the the fiscal responsibilty of
the National Commodity Processing program.

Study sample

This study focused on NCP sales reported to the USDA by 17 processors during
the months of August 1985 through January of 1986. A random sample of 3004
of these reported sales was drawn. This sample allowed for the reporting of
estimates for each of the 17 selected processors.
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Study design

The study was designed to allow for two approaches to the verification of

each of the 3004 sampled NCP sales.

recipient agency for which a sampled NCP sale was reported.
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The first approach was to contact the

If adequate

verification was not possible through this first approach the processor was

contacted for verification.

0 The month of the sale,

0 The number of cases of product sold,

o The identification number for the product sold,

o The recipient agency number reported for that sale, and

o The amount of pass thru to the recipient agency for the
value of the USDA commodities contained in the product(s) sold.

Study Results

Sales verification can be defined as the docu-
mentation that a sale reported to the USDA was accurate for:

Of the original sample of 3004 reported NCP sales Virginia Tech was able to

confirm 2515 (83.7%).

to be confirmed.

17 selected processors was 78.5%.

The remaining 489 (16.3%) reported sales were unable

The average percent of NCP purchases confirmed across the

percent of confirmed sales is given below:

Processor

Awrey Bakery
Better Baked
Blue Morrow
Brakebush Bros.
amino Real
§E01ebrook Farms
Chi-Chi Foods
Frionor
Juice Services
Kos-Mar
Michigan Fruit
J Nafziger
Parco Foods
Peninsular
Preferred Meals
Sabatasso
Tony's

Total

Percent
Confirmed Sample

97.8 81
90.2 376
80.6 134
66.7 18
94.7 227
84.7 124
26.9 338
89.2 65
100.0 41
0.0 4
98.0 295
87.9 305
57.1 7
88.1 42
87.9 214
90.4 342
94.6 391
3004

MEAN = 78.5%

Number in

A listing of the processors and the
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It is important to note that fully half (247) of the unconfirmed records

were from Chi-Chi Foods. O0f the 338 sampled records from Chi-Chi foods 91
could be verified. Chi-Chi Foods was distinct among the 17 selected pro-
cessors in the difficulty of verifying the reported NCP sales. Several
attempts were made to obtain adequate documentation. Although the persons
contacted at Chi-Chi appeared to try to comply with requests for informa-
tion, the documentation submitted was not in a form that allowed for com-
parisons to the sales reported to the USDA. If these records were to be
removed from the analysis the overall result would be 90.9 percent of the NCP
sales confirmed.

The results of the study are displayed in Figure la and lb. Figure la shows
the percentages for confirmed and unconfirmed NCP sales records with the Chi-
Chi records excluded. Figure 1b shows these percentages when the Chi-Chi
records are included.

Figure la
NCP Sales Verification Results
(Excluding Chi—Chi)

242 Unconfirmed Records®|
(9.1%) :

A\

ALY

ERRARY
AN

! \ ,2424 Confirmed Records

(90.9%)

Figure 1b
NCP Sales Verification Results
(Including Chi—Chi)

(16.3%)

2515 Confirmed Records
(83.7%)



Executive Summary -- NCP Sales Verification Study -- 12/86 Page 4

Type of pass thru

A difference was noted between the number of purchases which could be veri-
fied and the form of pass thru for the value of the USDA commodities:

Type of Pass Thru # of Sales % Confirmed
Discount 1011 65.5
Rebate 1993 93.0

The fact that a higher percentage of rebated sales were confirmed was likely

due in part to the ease of confirming rebated sales. If a copy of the rebate
application was kept this would document all the major data elements required
for confirmation. Discounted records were not as easily documented in that a
very high percentage of the invoices did not 1ist the value of the pass thru

for USDA commodities. This value was required for verification of the sales

record.

If the records for Chi-Chi Foods were to be removed from this analysis, the
percent confirmed for discounted sales would be 82.3, and the percent con-
firmed for rebated sales would be 94.9. In either case a greater percentage
of rebated sales records were able to be confirmed.

Estimates for misreporting

The 3004 records sampled for this study reflected 139,249 cases of NCP
products. Based upon the information obtained in this study a total of 854
cases of NCP product were found to be overreported to the USDA. This repre-
sented 0.6% of the cases reported in the 3004 records. This 0.6% does not
include records from Chi-Chi Foods.
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INTRODUCTION

Verification of National Commodity Processing (NCP) sales involved confirming

the accuracy of processor reports to USDA on the amount and value of bonus
commodities used in the manufacture of processed products delivered to eligible
recipients. Three key groups participated in the sales verification: the

sampled processors who produced and sold NCP end products, the sampled recipient
agencies who were reported as having received those end products, and the United
States Department of Agriculture (USDA) for clarification and technical assistance.

This study was designed to include two phases. Phase I attempted verification
of NCP sales through contact with recipient agencies. Phase Il took unverified
sales from Phase I and sent them to the processors for verification. Both
phases involved data collection, data verification, coding and editing, and
analysis. This report will describe the procedures used, present the results,
and summarize the experiences of Virginia Tech in the conduct of the study,

This report contains four seqtions followed by appendices.
Section INTRODUCTION
Section PROCEDURES

1
2
Section 3 STUDY FINDINGS
Section 4  EXPERIENCES & RECOMMENDATIONS

Purpose of this Study

The purpose of this study was to verify a sample of sales reported by

processors under National Commodity Processing (NCP) to USDA. Primarily the
study assessed by food processors, The study also provided results that

can be used by USDA the extent to which NCP sales have been erroneously reported
to USDA to assess the overall fiscal integrity of the NCP sales reporting
system,



NCP Objective

The NCP Program was established in June of 1983 and is currently scheduled

to run through June of 1987. The objective of the NCP Program is to encourage
private industry, acting in cooperation with USDA, to convert bonus
commodities into end products desired by recipient agencies. Under

this program processors are allowed to sell these end products to any eligible
recipient agency. Processors are required to pass thru the value of the

USDA commodities to the recipient agencies. The types of recipient agencies
eligible to purchase under the NCP Program are:

Charitable Institutions

School Food Service Authorities
Child Care Food Programs

Nutrition Programs for the Elderly
Independent Public Schools
Correctional Facilities

Summer Food Service Programs

Camps and Private Schools

o ¢ 0 0 0 O 0o o

NCP Procedures

To become.eligible to participate in the NCP Program applicant processors

submit to the USDA end product schedules which describe the amount of bonus
commodity in each product, FOB plant prices, assurance control documentation,

and an identification of the type of pass thru system to be employed. A processor
must reduce the price of each case of end product by the agreed value of the
donated commodity. Processors may use a rebate method whereby recipient agencies
apply to receive the value of commodities after the sale has been made or a
discount method in which recipient agencies pay a price that has been reduced

by the commodity value. In order to purchase NCP products recipient agencies

must apply for and receive approval from USDA.

NCP Reporting

Processors approved to participate in the NCP Program are required to submit
monthly activity reports to USDA. These reports detail the sale of NCP products
to eligible recipient agencies and include:

Month of delivery for each sale

List of all recipient agencies purchasing end products

Number of units of end products delivered to each during the month
Net price paid for each unit of end product

Name for distributor if applicable

o 0o o0 0 o

Processors document with these reports that they are passing thru the value of
the bonus commodities to the recipient agencies and that they are drawing
down their inventories of bonus commodities for authorized sales only.

Interim Rule 7 CFR paragraph 252.5 authorizes USDA to verify these monthly activity
reports submitted by NCP processors. In April of 1986 USDA contracted with
Virginia Tech to conduct a study to verify a sample of these processor reported
records.



Definitions ﬁ Terms

Recipient Agencies

End Product

Rebated Sale

Discount Sale

Net Price

Gross Price

Sampled Records

Reported Sale
Confirmed Sale

Unconfirmed Sale

Outlets eligible to receive commodity value of NCP pro-
ducts. Eligible outlets include: Charitable Institu-
tions, School Food Authorities, Child Care Food Programs,
Nutrition Programs for the Elderly, Independent Public
Schools, Correctional Facilities, Summer Food Service
Programs, Camps and Private Schools.

Approved NCP Products sold to eligible recipient agencies
which are made with selected USDA bonus commodities.

NCP purchase for which the processor refunds the com-
modity value after the sale has been made.

NCP purchase for which the commodity value has been
subtracted at the time of the sale. Purchaser pays the
net price.

Price paid in a discounted sale and the price paid minus
the commodity value in a rebated sale. This price may
include transportation and distributor mark-ups.

Price paid in a rebate sale and the price paid plus the
commodity value in a discounted sale.

Aggregated processor reported records. When records were
identical on the following characteristics: net price,
distributor, rebate/discount system, recipient agency,
month, end product and value of rebate/discount, they
were aggregated and considered one record.

NCP sale as reported to USDA by the processor.

A sampled record that was verified and documented as
completely accurate by either the recipient agency or the
processor.

A sampled record that did not match with verifying docu-
mentation on at least one critical variable or a sampled
record for which no documentation was provided from the
recipient agency and the processor.



PROCEDURES

This section describes the procedures used in the NCP Sales Verification
Study. It is divided into two components: The Sample and Phase I/II Pro-
cedures. Additional detailed information pertaining to the Phase I proce-
dures can be found in Appendices A and B. Further detail related to the
Phase II procedures is located in Appendices C and D.

The Sample

The sample containing 3004 NCP sales records used in this study was drawn by
the USDA. The universe for this sample was all 1985/86 NCP sales reported
to the USDA by March 18, 1986. The sample was restricted to a set of 17
processors selected by the USDA. The sample was stratified to allow for
separate estimates (within 5%) for each of these 17 processors. The number
of NCP sales records sampled varied for each processor. The size of the
sample varied as a function of the number of reported NCP sales, the more
sales reported the greater the sample size required for accurate estimates.
The sample sizes, types of products sold, and form of pass thru (discount/
rebate) for each of the 17 processors are listed in Table 1.

Sampled records did not necessarily reflect individual sales reported by a
processor. If a processor reported more than one sale of an NCP product with
the same: net price, rebate/discount value, distributor, pass thru system,
recipient agency, and month of sale -- the USDA aggregated the reported sales
into one sales record.

Other variables of interest in the sample relate to the type of pass thru
for the value of the USDA commodities contained in the product, and the type
of recipient agency which purchased the NCP product. The pass thru could be
either in the form of a discount in the price of the product or a rebate to
the recipient agency. This variable was represented in the sample as
follows:

Form of Number (Percent) of
Pass Thru Sampled Records
Discount 1011 (66.34%)
Rebate 1993 (33.66%)
Total 3004

The USDA categorizes nine types of recipient agencies. Table 2 Tists the
types of recipient agencies and the numbers and percentages of sampled NCP
sales records.



TABLE 1
PROCESSORS INCLUDED IN
NCP SALES VERIFICATION STUDY

SAMPLED TYPE OF NUMBER OF PASS THRU
PROCESSOR PRODUCT SAMPLED SYSTEM FOR
SOLD RECORDS SAMPLED RECORDS
CHI-CHI PIZZA 338 MIXED
BETTER BAKED PIZZA 376 MIXED
SABATASSO PIZZA 342 MIXED
TONY'S PIZZA 391 MIXED
CAMINO MEXICAN ENTREES 227 MIXED
MICHIGAN FRUIT PUDDING & SAUCE 295 REBATE
BLUE MORROW MEXICAN ENTREES 134 MIXED
PENINSULAR MILKSHAKES 42 REBATE
PREFERRED MEALS PREPARED MEALS 214 REBATE
COLEBROOK FARMS PREPARED MEALS 124 DISCOUNT
BRAKEBUSH BROTHERS CHICKEN PRODUCTS 18 DISCOUNT
KOS-MAR SALES CHEESE TOASTYS 4 DISCOUNT
JUICE SERVICES PUDDING & ICE CREAM 41 DISCOUNT
FRIONOR FISH PRODUCTS 65 REBATE
NAFZIGER ICE CREAM 305 MIXED
AWREY BAKERY GOODS 81 REBATE
PARCO BAKERY GOODS 7 DISCOUNT
TABLE 2
RECIPIENT AGENCIES INCLUDED
IN NCP SALES VERIFICATION STUDY
NUMBER OF % OF

RECIPIENT AGENCY TYPE SAMPLED RECORDS SAMPLE

CHARITABLE INSTITUTIONS 85 2.83

SCHOOL FOOD AUTHORITIES 1978 65.84

CHILD CARE PROGRAMS 23 0.77

NUTRITION FOR THE ELDERLY 9 0.30

INDEPENDENT SCHOOLS 689 22.94

CORRECTIONAL FACILITIES 22 0.73

SUMMER FOOD SERVICES 40 1.33

CAMPS 4 0.13

PRIVATE SCHOOLS 154 5.13

Total 3004



Phases E_and ll

Phase I of the NCP Sales Verification Study was an attempt to verify the
3004 sampled records by contacting those recipient agencies reported as pur-
chasing the NCP product(s). Because the records were sampled randomly, it
was possible for more than one NCP sales record to be selected from a given
recipient agency. The sample resulted in the 3004 NCP sales being drawn
from 1673 individual recipient agencies.

Each recipient agency was contacted by phone and asked to send available
supporting documentation (details of the procedures for Phase I are given in
Appendix A). A response rate of 97.6% (2933 of the 3004 records) was at-
tained in Phase I. The 71 records for which there was no response were
assigned to Phase II for processor verification.

The information obtained during the phone call and from documentation sup-
plied by the recipient agencies was evaluated and transcribed onto coding
sheets for entry into the computer system. A set of codes was developed to
categorize these results. Although many codes were used to designate dis-
crepancies between the sampled record and the information obtained from the
recipient agency, often times the noted discrepancy was judged incidental
(e.g. the sale was reported one month after it actually occurred). The
following criteria describe the selection process employed for screening
records for inclusion in Phase II.

Instances Requiring Processor Verification

o The recipient agency reported a different end product purchased

o The recipient agency reported buying the product in a month after
that reported by the processor

0o The recipient agency reported buying fewer cases than the processor
reported

0 The recipient agency reported paying more for a discounted item than
the processor reported

o The recipient agency reported receiving less rebate than the processor
reported

o The recipient agency reported no record of purchase
o The recipient agency did not apply for or receive a rebate
o The recipient agency reported a non-NCP product purchased

0 The recipient agency did not respond



Instances Not Requiring Processor Verification

o The recipient agency reported buying the product in a month prior to
the processor report

o The recipient agency reported buying more cases than the processor
reported

0 The recipient agency reported paying a different price for a rebated
item

0o The recipient agency reported paying less for a discounted item than
the processor reported

o The recipient agency reported a different distributor name

o The recipient agency reported receiving more rebate than the processor
reported

o The recipient agency made an error

0o The USDA entered the record incorrectly

When these criteria were applied to the coded outcomes from the data obtained
in Phase I, 1131 records were sent to processors for verification. Processors
were asked to verify each record and submit appropriate documentation. Ap-
pendix C describes the procedures used during Phase II. The results are
presented in the sections on analysis.



STUDY FINDINGS

This section is divided into two parts: results for the 17 individual pro-
cessors, and general results across processors.

Results By Individual Processor

The primary focus of this study was the determination of the accuracy of
reporting of NCP sales to the USDA by individual processors. Seventeen
processors were included in this study. They were:

AWREY

BETTER BAKED
BLUE MORROW
BRAKEBUSH BROTHERS
CAMINO

CHI-CHI
COLEBROOK FARMS
FRIONOR

JUICE SERVICES
KOS-MAR SALES
MICHIGAN FRUIT
NAFZIGER

PARCO
PENINSULAR
PREFERRED MEALS
SABATASSO
TONY'S

This section discusses the cumulative results of the study for each proces-
sor. The Executive Summary contains summarized results for these pro-
cessors. The processors are listed in alphabetical order. Each processor
report includes a chart which indicates the percentage of sampled records
confirmed in Phase I and Phase II in addition to the percentage of uncon-
firmed records overall. A diseussion of the processor follows each chart.
Topics discussed include:

- overall percentage of verified records

- USDA bonus commodities used

- types of end products processed

- total number of records sampled

- type of pass thru system(s) used

- number of records confirmed in Phase I

- number of records confirmed in Phase II

- number of unconfirmed records

- type of commodity pass thru for the unconfirmed records
- breakdown as to the types of errors found in the unconfirmed records
- additional pertinent comments



AWREY

Unconfirmed (1.2%)

Confirmed Ph - (87.77%%)

Overall 98.8% of the sampled records from Awrey Bakeries were verified.
Awrey Bakeries sell muffins, biscuits, dinner rolls and croissants under
the NCP Program using commodity butter and nonfat dry milk., The total
number of records sampled for Awrey Bakeries was 8l. The majority of
the sampled records (87.7%) were confirmed during Phase 1. This left
only 10 records to be verified in Phase II. Of those 10, nine were
confirmed with documentation sent in by Awrey Bakeries leaving only one
misreported record or 1.2% of the total sample.

The one record found to be in error by Awrey Bakeries appears not to be

an NCP product. This record also contains evidence of misreporting by

the recipient agency. Awrey Bakeries uses the rebate system and contracts
with a private consulting firm who maintains their NCP records.



BETTER BAKED

Unconfirmed (3.8%

=

N = 376 PASS THRU - DISC & REB

Overall 90.2% of the sampled records from Better Baked Foods were verified.
Better Baked uses commodity cheddar cheese, processed cheese, butter 0il,
nonfat dry milk, butter and honey in its various pizza and other main
courses (lasagna, manicotti, stuffed shells and macaroni and cheese),

There were 376 sampled records from Better Baked. More than 75% of these
records were sold under a rebated system. In Phase I, 264 of the 376
records (70.2%) met the USDA criteria for confirmation or contained USDA
data entry errors. Of the 112 records sent to Phase II, 75 were confirmed.
The remaining 37 records (9.8% of the total sample) were misreported.
Seventeen of the unconfirmed records reported the incorrect net price,

Six records involved end product misreporting., The wrong recipient agency
was reported for five of the records. Four records reported the incorrect
nuniber of cases. There was no record of sale for another four records and
the remaining records reported the incorrect month and net price. Twenty
five of the unconfirmed records were sold under a discount. The remaining
12 were rebated sales.

A unique problem found in the Better Baked data was that one of the computer
tapes used to report their sales to USDA had been formatted incorrectly,
This resulted in many net prices being reported as $0.21 per case. The
documentation received from Better Baked was very helpful, especially the
information included on the check stub which listed the month of delivery,
end product number, number of cases, and amount of rebate.

10



BLUE MORROW

Unconfirmed (19.4%)
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Overall 80.6% of the sampled records for Blue Morrow were verified.

3lue Morrow, using commodity processed cheese, sells burritos and

enchiladas as NCP end products. 0Of the 134 sampled records, 55 were

sent to the processor for verification. Of those 55, 26 were unverified,
Twelve of these records were underreports of the discount net sale price,
Seven were reports attributing deliveries to the wrong recipient agency,
Three showed no record of the purchase; two were reported with wrong end
product codes; one had a discrepancy in the number of cases; and one had no
response from the processor. Blue Morrow sells HNCP products under a combined
rebate and discount system. Twenty five of the unconfirmed records were sald
as a discount and one as a rebate.
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BRAKEBUSH BROTHERS

Confirmed Ph | (22.2%)

Unconfirmed (33.3%)

Confirmeg Sw | (44 477}

PASS THRU - DISCOUNT

Overall 66.7% of the sampled records from Brakebush Brothers were verified.
Brakebush Brothers, using commodity cheddar cheese, processes chicken patties
and nuggets for sale under the NCP Program., Eighteen Brakebush records were
sampled. A1l Brakebush records sampled were sold under a discount system,

Fourteen records were sent to the processor for verification in Phase II.

The private consulting firm Brakebush Brothers uses to track their NCP purchases
chose to send a letter to each recipient agency (See Appendix D) asking for
confirmation of the reported sales. Eight records were confirmed in Phase

[I. Of the six unconfirmed records, three reported an incorrect net sale

price. One reported the delivery month prior to the actual month of sale,

An incorrect recipient agency was reported for another record and the processor
failed to respond to the remaining record.

12



CAMINO

Unconfirmed (5.3%)
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Qverall 94.7% of the sampled records from Camino Real were verified.
Camino Real uses cheddar to process Mexican entrees (burritos and
enchiladas). A combined rebate and discount system is used by Camino
Real for their NCP sales. The sample contained 227 records for Camino
Real of w#hich 43 were sent to the processor in Phase II. O0f those 43, 31
were confirmed. Twelve of the total records sampled were unverified by
the processor. Seven of the unconfirmed records did not match the reported
end product codes. Although the processor reported a different code,

the correct amount of rebate was paid to the recipient agencies. Three
records were not confirmed because the number of cases were ogverreported,
In two records the net price for discounted items was underreported.

Nine of the unconfirmed records were rebated. The remaining three were
discounted.
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