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Substitut ion of Donated Foods in Advance of Purchase and ' 
Negative Inventories 

I.n accordance with 7 eFR 250.30(1), a processor may. in most cases, substitute 
Department of Agriculture (USDA) donated foods with commercially purchased foods 
of U.S. origin, and o f equal or better quality in a ll USDA purchase specifications than 
the donated food. The substitution option pennits processors to conduct their business 
efficiently and provide finished end products to school food authorities (SF As) and 
other rec ipient agencies in a timely manner. Substitution of donated foods usually 
occurs after USDA purchase and delivery of the donated food to the processor, or after 
USDA purchase but before actual receipt of the donated food shipment In either case, 
the processor may sell commercial products or fini shed end products to any of its 
customers, while passing through the value o f the donated food to SFAs. 

However, in some cases, a processor will "substitute" for the donated food in advance 
of USDA purchase, and provide commercial food products to SF As with value pass­
through for the donated food. · Although not spec ifically prohibited in 7 CrR Part 250, 
such substitution in advance of purchase (also referred (0 as " front loading") is not 
recommended, as USDA cannot guarantee the purchase and provision of donated foods 
for processing. In such case, the processor makes a business decision, and assumes the 
ri sk and attendant financial liabili ty if USDA is unable to make the purchase. 

Monthly Perform~tnce Reports ~1nd Negative Inven tories 

When a processor or distributor sell s end prod ucts to SF As before receipt of the 
donated food shipment (even if USDA has made the purchase), the processor must 
report the donated food inventory for such end products on monthly performance 
reports as "negati ve inventory" . Once donated food shipments are received, the 
processor must report the actual inventory level on the nex t monthly performance 
report. It is important for the processor to inform a di stri butor of inventory levels and 
timing of substitution for donated foods, and to ensure that the distributor provides 
notificat ion o f sale of end products in a timely manner, so that inventory levels may be 
correctl y reported. Close collaboration between tlle processor and di stributor wi ll help 
to avoid any disputes ari sing from sale of end products to SF As before receipt of 
donated food shipments. 
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The State distri buting agency (SDA) must take special nole of any negative inventories 
reported on a processor's monthly performance reports. I r negative inventories are 
reported, the SDA must check to sec if donated food orders arc in place for shipment to 
the processor, or ifSFAs are to place such orders later in the school year. The SDA 
must inform the processor and the SFA if, for any reason, donated foods cannot be 
shipped to the processor in the school year. 

SFA Procurement of End Products 

In sol iciting bids from processors or distributors for procurement o f end products, the 
SFA may include as a provision of the procurement that such end products be delivered 
early in the school year, irrespective of USDA purchase schedules. However, the SFA 
should be aware that such a provision may limj t bids, as somc processors or 
distributors may be unwilling to providc end products before USDA purchase of 
donated foods, and risk the potential financial liabi lity if USDA cannot make such 
purchase. In including such a provision in the procurement, the SF A may a lso be held 
liable ifiL fa il s to order donated foods suffi cient to permit the processor to balance its 
inventories, or if the SFA cancels such orders before delivery to the processor. 

SOA G uidance for Processors and SF As 

The SDA must provide guidaJ)ce to processors and SF As, upon request, in order to 
fac ilitate compliance with regulations and policy relating to substitution, inventories, 
and other aspects of the process ing of donated foods, or with specific procedures 
required by the SDA in their implementation. 

Questions regardi ng subst itution of donated foods and negati ve inventories should be 
direeted to Sherry Thack!'ray at (703) 305-2652 or David Brothers at (703) 305-2668. 
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