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of this section, distributing agencies 
and subdistributing agencies shall take 
a physical inventory of their storage 
facilities. The physical inventory shall 
be reconciled with each storage facili-
ty’s book inventory. The reconciliation 
records shall be maintained by the 
agency that contracted for or main-
tained the storage facility. Food items 
that have been lost, stolen, or found to 
be out of condition, shall be identified 
and recorded. Potential excessive in-
ventory, as described in paragraph (f) 
of this section, shall be reported by the 
subdistributing agency to the distrib-
uting agency. Corrective action on 
each deficiency noted during these in-
ventories shall be initiated imme-
diately, and a written report of those 
corrective actions shall be forwarded to 
the distributing agency. Where applica-
ble, the distributing agency shall pur-
sue claims in accordance with 
§ 250.15(c). 

(f) Excessive inventories. (1) The dis-
tributing agency shall determine if a 
subdistributing agency’s inventories 
are excessive based on: 

(i) The rate of distribution; 
(ii) Anticipated distribution; and 
(iii) Other concerns such as logistical 

and economic considerations. 
(2) In no case may the inventory level 

of each donated food in storage exceed 
a six-month supply unless sufficient 
justification for additional inventory 
has been submitted and approved. Sub-
distributing agencies shall submit jus-
tification to the distributing agency in 
instances where more than a six-month 
inventory is needed. Justification shall 
be submitted by the distributing agen-
cy to the FNSRO for approval in in-
stances where more than a six-month 
inventory is needed at the distributing 
agency level. 

(3) The distributing agency shall take 
corrective action to ensure that excess 
inventories at all levels are eliminated 
and shall document actions taken to 
reduce excessive inventories. 

[53 FR 20426, June 3, 1988, as amended at 54 
FR 42475, Oct. 17, 1989; 62 FR 53730, Oct. 16, 
1997; 67 FR 65015, Oct. 23, 2002] 

§ 250.15 Financial management. 
(a) Distribution charges. (1) Recipient 

agencies may be required to pay part 
or all of the direct costs for intrastate 

storage and distribution of donated 
food through distribution charges as-
sessed by the distributing or sub-
distributing agency, except as provided 
in paragraph (a)(2) of this section. 

(i) Distributing and subdistributing 
agencies assessing distribution charges 
shall submit a description of their sys-
tem with all data used in calculating 
the rate to be used for the upcoming 
school year to the FNSRO for approval. 
The initial description and data shall 
be submitted by June 30, 1990. Updates 
to this information shall, at a min-
imum, be submitted to the FNSRO for 
approval every three years by March 
31. 

(ii) At least 90 days before increasing 
distribution charges beyond normal in-
flation, the distributing/subdistrib-
uting agency shall submit to the 
FNSRO a description of the change to-
gether with all data used to calculate 
the change. FNS will take action on 
the proposed increase in accordance 
with paragraph (a)(1)(v) of this section. 

(iii) Allowable costs include but are 
not limited to those program costs ref-
erenced in paragraph (f)(2) of this sec-
tion, i.e. transportation, storage and 
handling of donated foods, salaries of 
persons directly connected with the ad-
ministration of the program and other 
program related expenses. Examples of 
other program related expenses are ad-
ministrative costs such as fringe bene-
fits, travel expenses, rent, utilities, ac-
counting/auditing services, computer 
services, and the costs of providing pro-
gram services to recipient agencies 
such as the cost for administering and 
monitoring the State’s processing pro-
gram, and technical assistance work-
shops. 

(iv) Distribution charges shall not be 
assessed for costs which would be unal-
lowable under the Cost Principles in 
the Department’s Uniform Federal As-
sistance Regulations, 7 CFR part 3015, 
subpart T. In no case may distribution 
charges be assessed for costs which are 
paid for by State Administrative Ex-
pense (SAE) funds, State or local ap-
propriated funds or any other funds 
available to the distributing or sub-
distributing agency to administer the 
program. Distribution charges shall 
not be based on a percentage of the 
value of the commodities distributed. 
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(v) FNS shall review the information 
and inform the distributing agency of 
the appropriateness of its distribution 
charges. If it is determined that a dis-
tributing agency’s proposed distribu-
tion charges are excessive or incor-
porate inappropriate costs, the distrib-
uting/subdistributing agency will be re-
quired to adjust the distribution 
charges to reflect an appropriate level 
or submit further justification suffi-
cient to satisfy the FNSRO that the 
proposed distribution charges are es-
sential to cover allowable costs and 
services. This further justification 
shall include information from recipi-
ent agencies regarding their satisfac-
tion with services provided. 

(vi) Distribution charges, including 
any excess distribution charges which 
may accrue (as defined in paragraph 
(f)(4) of this section) shall be used in 
accordance with provisions of para-
graph (f) of this section. 

(2) Whenever a commodity is donated 
to a State without charge or credit 
against entitlement, recipient agencies 
may not be assessed for any part of the 
intrastate costs of storage and trans-
portation of such commodity that is in 
excess of the distributing or subdistrib-
uting agency’s direct costs for such 
storage and transportation minus any 
amount that the Department provides 
to the State to pay such costs under 
part 251 of this chapter. 

(3) Under no circumstances shall re-
cipients be required to make any pay-
ments in money, materials, or services 
for or in connection with the receipt of 
donated foods, nor shall voluntary con-
tributions be solicited (except for the 
nutrition programs for the elderly) in 
connection with the receipt of donated 
foods for any purpose. 

(b) Sale of containers. When con-
tainers or packing materials in which 
donated foods are received are disposed 
of by sale, the proceeds of such sale 
shall be used solely in accordance with 
the provisions of paragraph (f)(2) of 
this section. 

(c) Claims. If a distributing agency 
improperly distributes or uses any do-
nated foods, or causes loss of or dam-
age to a donated food through its fail-
ure to provide proper storage, care, or 
handling, the distributing agency shall, 
at the Department’s option: 

(1) Replace the donated food in its 
distribution program in kind, or, in the 
case of section 6 donated foods, where 
replacement in kind may not be prac-
ticable, with other similar foods, or 

(2) Pay to the Department the value 
of the donated food as determined by 
the Department. 
Upon the happening of any event cre-
ating a claim in favor of a distributing 
agency against a subdistributing agen-
cy, recipient agency, warehouseman, 
carrier or other person, for the im-
proper distribution, use, or loss of, or 
damage to, a donated food, the distrib-
uting agency shall take action to ob-
tain recovery. All amounts collected by 
such action shall, at the Department’s 
option, be used in accordance with the 
provisions of paragraph (c)(1) of this 
section, or, except for amounts col-
lected on claims involving section 6 do-
nated foods, shall be expended for pro-
gram purposes in accordance with the 
provisions of paragraph (f) of this sec-
tion. Determinations by a distributing 
agency that a claim has or has not 
arisen in favor of the distributing agen-
cy against a subdistributing agency, 
recipient agency, warehouseman, car-
rier or other person, shall, at the op-
tion of the Department, be approved by 
the Department prior to the distrib-
uting agency taking action thereon. 
Where prior approval has not been 
given by the Department, a distrib-
uting agency’s claim determinations 
shall be subject to review by the De-
partment. In the case of an inventory 
shortage, when the loss of any one 
commodity does not exceed one per-
cent of the total quantity of the do-
nated food distributed or utilized from 
any single storage facility during the 
fiscal year in which the loss occurred, 
or during the period for which an audit 
was conducted by representatives of 
the Department, or, if approved by 
FNS, during the period for which an 
audit was conducted by the distrib-
uting agency, if the distributing agen-
cy finds that: (i) The cause of the 
shortage cannot be established, (ii) the 
lost donated foods were held in non- 
commercial storage or other facilities 
owned or operated by the distributing 
agency, a subdistributing agency or a 
recipient agency, and (iii) there is no 
indication that the loss was the result 
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of negligence or continued inefficiency 
in operations, the distributing agency 
need not take any further claims ac-
tion, but the factual basis for not tak-
ing further claims action shall be sub-
ject to review by the Department. Fur-
thermore, distributing agencies shall 
not be required to file or pursue a 
claim for a loss which does not exceed 
an amount established by State law, 
regulations, or procedure as a min-
imum amount for which a claim will be 
made for State losses generally, but no 
such claim shall be disregarded where 
there is evidence of violation of Fed-
eral or State statutes. Distributing 
agencies which fail to pursue claims 
arising in their favor, or fail to provide 
for the right to assert such claims, or 
fail to require their subdistributing 
agencies and recipient agencies to pro-
vide for such rights in accordance with 
§ 250.12(b), shall be responsible to the 
Department for replacing the donated 
foods or paying the value thereof in ac-
cordance with the provisions of para-
graph (c)(1) or (2) of this section. Dis-
tributing agencies which pursue claims 
arising in their favor, but fail to obtain 
full restitution shall not be liable to 
the Department for any deficiency un-
less the Department determines that 
the distributing agency fraudulently or 
negligently failed to take reasonable 
action to obtain restitution. The De-
partment may, at its option, require 
assignment to it of any claim arising 
from the distribution of donated foods. 

(d) Demurrage. Demurrage or other 
charges which accrue after a car or 
truck has been placed for unloading by 
the delivering carrier, or which accrue 
because placement of a car or truck is 
prevented, shall be borne by the dis-
tributing agency, except that demur-
rage or other charges may be borne by 
the Department where such charges ac-
crue because of actions by the Depart-
ment and without the fault or neg-
ligence of the distributing agency. 

(e) Redonation expenditures. In accord-
ance with § 250.13(g), whenever a dis-
tributing agency requests authority to 
make redonation of any donated foods 
and the Department requests that the 
donated foods be federally inspected, 
these inspections will be made at the 
expense of the distributing agency. 
Any donated foods which the Depart-

ment determines are acceptable for re-
donation shall be moved at the distrib-
uting agency’s expense to the closest 
point within the FNS region in which 
the State is located where it can be 
utilized, or to a closer point outside 
the region, if such a transfer is mutu-
ally agreed to by the Department and 
the distributing agency. In those in-
stances in which the distributing agen-
cy satisfactorily demonstrates to the 
Department that the need for any re-
donation resulted from no fault or neg-
ligence on its part, the Department 
shall assume such transportation costs 
as it determines to be proper. When-
ever a redonation is made at the re-
quest of the Department, the Depart-
ment shall pay all transportation and 
handling costs in connection with such 
redonation and shall pay to the distrib-
uting agency all storage and handling 
costs accrued on the donated foods at 
the time of redonation, as determined 
by the Department, except when the 
request is made as a result of neg-
ligence on the part of the distributing 
agency. 

(f) Use of funds accruing in operation of 
the program—(1) Funds accruing from 
claims. Funds accruing from recoveries 
from loss or damage claims (which are 
authorized under paragraph (c) of this 
section to be expended for program 
purposes) shall be used only for the 
payment of expenses of the food dis-
tributing program, including transpor-
tation, storage and handling or do-
nated foods, salaries of persons directly 
connected with the program, and other 
administrative expenses. In accordance 
with paragraph (f)(4) of this section, 
the receipt and expenditure of funds so 
accrued shall be reviewed by the dis-
tributing agency to determine that 
fund balances are not in excess of pro-
gram needs. 

(2) Other funds. Funds accruing from 
the sale of containers, packing mate-
rials, salvage of donated foods, dis-
tribution charges, or insurance shall be 
returned to the Department or used 
only for the payment of expenses of the 
program which will improve program 
operations including, but not limited 
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to, transportation, storage and han-
dling of donated foods, salaries of per-
sons directly connected with the pro-
gram and other program-related ex-
penses. Funds accruing from the collec-
tion of distribution charges which are 
determined to be in excess of program 
needs pursuant to paragraph (f)(4) of 
this section shall be used in accordance 
with that paragraph. Funds accruing 
from the operation of the program 
shall not be used for those costs which 
are unallowable under the cost Prin-
ciples in the Department’s Uniform 
Federal Assistance Regulations, 7 CFR 
part 3015, subpart T. These unallowable 
costs include, but are not limited to: 

(i) Bad debts; 
(ii) Contingencies; 
(iii) Contributions and donations; 
(iv) Entertainment; 
(v) Fines and penalties; 
(vi) Governor’s expenses; 
(vii) Interest and other financial 

costs; 
(viii) Legislative expenses; and 
(ix) Losses on other grants. 
(3) Segregation of funds. Distributing 

agencies and subdistributing agencies 
shall maintain two separate accounts 
for funds accruing from program oper-
ations. Funds accruing from the collec-
tion of distribution charges shall be 
maintained in an operating account. 
Funds accruing from the sale of con-
tainers, salvage of foods, insurance and 
recoveries of claims for the loss or 
damage of donated foods shall be main-
tained in a salvage account. 

(4) Excess funds. The distributing 
agency shall review the receipt and ex-
penditures of funds annually to ensure 
that fund balances are not in excess of 
program needs. At a maximum, the op-
erating account fund shall not exceed 
the sum of the previous year’s highest 
three-month expenditures. Funds ex-
ceeding this maximum shall be consid-
ered in excess of program needs unless 
the distributing agency provides suffi-
cient justification as to the need for 
such funds and receives approval from 
the FNSRO. FNSRO may determine 
that funds equal to or less than the ex-
penditures for the previous year’s high-
est three months are in excess of what 
is needed. In such instances, the dis-
tributing agency shall reduce the ex-
cess funds in the operating account by 

reducing distributing charges or re-
turning the funds to the contributor. 
The salvage account will have no set 
limit. FNSRO must, however, give 
prior approval to each deposit to or ex-
penditure from the salvage fund which 
is in excess of $2,500. The distributing 
agency shall impose upon subdistrib-
uting agencies and recipient agencies 
similar provisions for the use of such 
funds accruing from the operation of 
their programs. 

[53 FR 20426, June 3, 1988, as amended at 54 
FR 42476, Oct. 17, 1989] 

§ 250.16 Maintenance of records. 

(a) General requirements. (1) Accurate 
and complete records shall be main-
tained with respect to the receipt, dis-
tribution/use and inventory of donated 
foods including: 

(i) End products processed from do-
nated foods and 

(ii) The determination made as to li-
ability for any improper distribution, 
use of, loss of, or damage to, such foods 
and the results obtained from the pur-
suit of claims by the distributing agen-
cy. 

Such records shall also be maintained 
with respect to the receipt and dis-
bursement of funds arising from the op-
eration of the distribution program, in-
cluding the determination as to the 
amount of payments to be made by any 
processor, upon termination of proc-
essing contracts. 

(2) Distributing agencies shall re-
quire all subdistributing agencies to 
maintain accurate and complete 
records with respect to the receipt, dis-
tribution/disposal, and inventory of do-
nated foods, including end products 
processed from donated foods. Sub-
distributing agencies and recipient 
agencies must document any funds 
that arise from the operation of the 
distribution program, including re-
funds made to recipient agencies by a 
processor in accordance with § 250.30(k). 
Further, these documents should allow 
an independent determination of the 
specific accounts that benefit from 
these funds. 

(3) Unless a distributing agency 
maintains an offer-and-acceptance sys-
tem in accordance with § 250.48(e), the 
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