Testimony of Pavel N. Matustik, CAO
Santa Clarita Valley School Food Services Agency

Before the House Committee on Education and Labor
July 9, 2008

My name is Pavel N. Matustik and | am the Chief Administrative Officer for the Santa
Clarita Valley School Food Services Agency (SCVSFSA.) Our organization is a Joint
Powers Agency (in some other states it would be called an Intergovernmental Agency)
established by five local (relatively small) school districts for providing school meals to
their students. It is important to mention that before they started the JPA these five
school districts were regularly supporting their food service operation from their general
funds. The districts joined together and borrowed over $5.5 million to start the Agency.
Today our operation is so successful that we have repaid $4.8 million to the member

districts - just this past school year (07/08) we paid back $700,000 to our members.

Presently we provide food for 42 schools with an enrollment of over 30,000 students.
Some of our schools have attendance over 1,000 students; others have as few as 250
pupils. We serve about 15,000 lunches and 4,000 breakfasts a day. In the elementary
schools we offer 5 menu choices daily, and in secondary schools there are a minimum of
ten choices. We have salad bars in all of our schools. Our JPA employs 172 people and
the majority (about 75%) are part time workers. The Agency reports to the Board of
Directors - each member district has one representative on the Board. This is usually a

superintendent or the business manager.

It needs to be noted, that the school food service operation is the only public school

segment that is expected to be fiscally self-sufficient and operate without any help from



the districts” general funds. It is the only school district’s department, that is expected to
be run as a business. As one of my mentors, Mr. De Burgh, likes to say: I don’t know a
school food administrator fired for serving a fat-burger, but I certainly know many who

lost their job because of their negative cash flow...

Our operation in Santa Clarita has been hit with the same woes as the rest of the school
food service industry in the country: the horrendous increases in the cost of fuel, energy
and agricultural commodities are starting to have a rather negative impact on our “bottom
line”. I’m sure that the committee members are well aware of these facts and you can

find some of the numbers and charts in the appendix. (Appendix I)

As | previously mentioned (and every other presenter today has the same message) the
costs of labor, statutory benefits, energy and agricultural commodities are rising faster
than the core inflation. The other incoming conundrum is the fact that thanks to the
slowing economy and lower tax receipts the school district budgets are hit hard as well
and it will be hard for them to fiscally support their food service operation. The question
in front of all of us is: How can you and our government help, and how can we help

ourselves?

Before | start asking for more funds, which would certainly help the child nutrition
entities across the country, let me share with you how our organization copes with these

challenges.

1. Five small local school districts established a new joint governmental entity

with one goal: to provide affordable nutritional meals to their students without



any encroachment on their general funds. The JPA immediately gained:
a. Increased purchasing power;
b. Fundamentally sound and knowledgeable administration;
c. Ability to train staff and increase the employees’ professional
knowledge and attitude;
d. Eliminated any encroachments on districts’ general funds.
Consequently, the JPA is able to return some of the funds back to the

districts.

It is my opinion that this is a business model, which should be copied all across

the country - the savings for our education entities would be enormous.

2. It was always a philosophy of our organization to fight the “reverse Robin
Hood” syndrome. There is no reason (other than political) for school districts to
charge for the paid meals less than what the Federal Government sees as a
necessary reimbursement rate. (Appendix I1)

3. A well-run USDA commodity program can represent as much as 20% of any
school food service operation’s food budget. Thanks to your guidance and the
USDA’s leadership the commaodity programs today are a huge advantage to
school systems that know how to use them. The national processing
agreements, direct diversion programs, the fresh fruit and vegetable programs,
the additional funds ($40 million for 2008 and $50 million for 2009 released
just a week ago) are all helping to meet our challenges.

4. About eighteen months ago, using direct shipments of the USDA commaodity

low fat mozzarella cheese and USDA commodity fresh tomatoes we started to



prepare are own (“home made”) lower fat, whole grain fresh pizza, which we
deliver daily to all our schools as a part of our daily five menu offerings. With
the commercial distribution cost going up (fuel) and manufacturing costs going
up, we were able to save over $150,000 in that period of time and at the same
time were able to serve a healthier product. This year we started with healthier,
lower fat (“home made”) burritos a la Chipotle and the students’ response is
very positive.

5. 200 school districts in CA created a commodity processing and procurement
cooperative. This co-op established long term (2 -3 years) contracts with over
50 manufacturers with guaranteed pricing, which is 99% better than the rest of
the CA school operations. Yes, we have some manufacturers trying to
renegotiate the contracts, but so far we were able to keep most of the prices

within our agreements.

It is my opinion that all school districts, but especially the smaller entities,
should look into establishing commodity processing and procurement
cooperatives. To this day the commodity processing and procurement decisions
are often left with the individual state distribution agencies, which may or may

not know the needs of the school districts.

There are also ways for you, our representatives, to help the school child nutrition

operations across the country without any additional financial obligations.

1. Help eliminate no value costs from our programs. The USDA delivers the
commodities to processors (or our warehouses) for free, but many states charge

the schools a “handling fee”. In California, for example, it is $1 for every case



of any commaodity we send to our manufacturers or receive directly from the
USDA to our warehouses — the state literally doesn’t touch these cases at all.
This is on the top of the funds (SAE) the state is receiving from the USDA.
California’s take (discretionary and non-discretionary funds) is over $20
million. Over $1.3 million is for food distribution! Only from our co-op (and

therefore our children) the state of California is taking over $1,000,000 a year!

2. Every year the USDA “rolls over” the commodity entitlement for each state
regardless of whether the state under-spent or overspent during the preceding
year. Because the price of the purchases changes, it is impossible for a state to
“hit” the entitlement figure exactly. The USDA recognizes this and allows the
state to carry over unspent dollars or to take overspent dollars out of the next
year’s entitlement. However, quite a few states do not allocate the overspent or
under spent dollars based on the district previous year’s performance.
Therefore, it can happen that a district that didn’t spend its entitlement one year
will never see its funds again. The USDA should be required to have the states
roll over entitlement (both over and under) to the districts that have the
differences. This should be done for at least one year before the state is allowed

to spend the money randomly.

3. The USDA has been working for some time now on a pilot program to allow
districts to use the entitlement dollars for purchasing fresh pre-cut produce from
commercial channels. This program can become a great benefit to all districts.
Work with the USDA to eliminate any remaining hurdles.

4. As you all probably well know, milk must be offered with every lunch and



every breakfast. An increase of 1 penny per serving negatively affects our
operation by $27,000 a year - this represents almost 1% of our labor cost.
Nationwide, the number is even more staggering - 1 penny could increase the
cost of providing school meals by $54,000,000 a year! And the cost of milk in
California went up on average by $0.04 - 20% from 2006/07 levels! (Appendix
I11) There is an obvious question which will probably anger every dairy farmer
in America and therefore a sane person would never ask; but because I’'m a
foreigner and a canceled Czech who doesn’t know any better I will: do we have
to really offer milk with every breakfast and every lunch we serve?

5. Consider researching a national science based nutritional standard. Right now
we are in danger of having 50 different nutritional standards all created for the
good of our children, all of them just a slight variation from each other but
making it more expensive for the manufacturers and therefore for the schools as

well.

In conclusion | would like to reiterate that there is a need to find a unifying solution to the
impact our schools feel because of these fairly sudden increases in food and energy costs.
I believe that a long-term solution can only be found if school districts and Congress
consider some of the proposals | have spoken about — let’s remember that every dollar

saved from the general fund can go back to the classroom.

Thank you for this opportunity to testify in front of your very essential committee.



