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Housekeeping

• Cell phones = set to SILENT

• Participation = encouraged

• Restrooms, hydration, stretch, do 

your thing, just minimize 

distraction please

• Attendance: sign in sheet, sign it!

• Evaluations: on your app, let us 

know your thoughts!



502 Fund Management Financial Goals!

• RD & the loan recipients must be 

provided regular and accurate 

financial reporting on the loan 

funds. 

• As custodian, you are responsible 

for ensuring transparency as to 

the loan balance and the actual and 

the anticipated expenses incurred 

throughout the build process. 

Fund Management Transparency



Let’s Start with the Foundation

• Qualified owner/builders receive a direct 

502 loan for construction; that loan will 

convert to a mortgage when the build is 

complete (or 504 if Rehab) 

• 502 funds belong ONLY to the individual or 

family/borrowers that applied and were 

approved (not to the grantee) for the loan

• Grantee has some CUSTODIAL or 

SUPERVISED fund oversight 

responsibilities

What am I Custodian Of? Or What am I Supervising?

523
502/504



Objectives for Today

Part 1 of Today’s Training: 

…building blocks How to Set Up & 

Structure Your Custodial Accounts

Part 2 of Today’s Training: How to 

Manage the Draws, What to Submit, 

the Reconciliation, a few other 

requirements…fund management



2 Methods of 502/504 Loan Fund Responsibility

SUPERVISED BANK ACCOUNTS
• USDA RD manages the individual loan 

borrower bank account 

• Funded with portions of the 502 loan fund 
to coincide with construction costs

• USDA RD and the grantee collaborate 
to generate, sign and distribute checks 
per family loan to vendors and 
suppliers

• Administrative burden on RD

• Delayed vendor payments as signatures 
are secured 



2 Methods of 502/504 Loan Fund Responsibility

CUSTODIAL ACCOUNTS
• The grantee draws the loan funds from 

USDA RD on behalf of the 
owner/builders

• The grantee is responsible for 
managing the collective loan funds for 
all owner/builders in a local bank single 
checking account

• The grantee pays vendors directly, one 
check per service/material

• The grantee reconciles the account 
and ledgers – keeps families up to 
date on expenses, budgets, and fund 
balances



Custodial Funds - Show Me the Money!

THE BANK ACCOUNT

• Money is held in trust by the grantee for the borrowers

• Grantee will open and manage a separate bank 

account on behalf of the family builders

• Grantee’s Tax ID

• Non-interest bearing

• Looking ahead – a bank account per build group 

• Internal control Alert! two check signatures!



Custodial Funds - Show Me the Money!

THE 502 FUNDS & THE GRANTEE

• In/out or absent from grantee’s 
BALANCE SHEET 

• Restricted asset/liability

• Owner/Builder funds should not be a 
part of your organization’s P&L 
(income/expense)
• due to major differences and the 

occasional similarities...



Custodial Funds – Accounting for the Details

THE ACCOUNTING SYSTEM
Maintain a separate “company” 
for your 502 Custodial 
Accounts/Build Groups – let’s 
explore why…



Custodial Funds – Accounting for the Details

THE ACCOUNTING SYSTEM
• What’s in the Chart of Accounts for the 502 Custodial Account? 

• Lumber package

• Excavation

• Plumbing Contractor

• Drywall

• Sewer Tap Fee

• What’s in the Chart of Accounts for your nonprofit organization?
• Wages

• Fringe

• Payroll Taxes

• Conference Travel

• Marketing

• Insurance

• Audit

techsoup.org

https://www.techsoup.org/


Construction Budget for the Family Builders



Custodial Funds – When to Draw?

THE 502 DRAW SCHEDULE

State USDA RD office has schedule preferences
• Negotiate with them to ensure timely draws that allow you to pay 

vendors promptly (monthly request for advance 1944.417(a)) 

• Timeline predetermined (e.g., a draw once a quarter, once a month, 
etc.) or may be flexible based upon construction purchase needs

• Note: once drawn interest (& risk!) is accruing

Typically, 2 Draw Methods:
• Advance/Construction Progress Draws: Grantee presents draw request 

based upon the construction budget and/or the build progress; 

• Cost-Reimbursement Draws: Grantee assumes construction costs up 
front, and then presents the draw request for reimbursement



Custodial Funds – Accounting for the Details

THE ACCOUNTING SYSTEM

• Establish and keep up-to-date written 

policies & procedures for account 

management 
• specifically for the custodial account

• how/when you draw

• how/when you do financial reviews with the family

• who among grantee staff prepares what 

financially speaking (separation of duties)



Read Aloud, Answer Together QUIZ



Read Aloud, Answer Together QUIZ

The custodial bank account should be interest 

bearing? T/F

False, the checking account should not be interest bearing. 
Allocating interest evenly between the families that share the 
custodial account is more cumbersome than the value of the 
interest earned.



Read Aloud, Answer Together QUIZ

How many signatures are required on custodial 

checks?

Two, just like the 523 Technical Assistance 
grant! Internal Controls are great!



Read Aloud, Answer Together QUIZ

The custodial accounting system requires its own 

(?choose the best missing term?) separate from 

the organization’s records.

Bookkeeper

Financial Software

Computer  

Chart of Accounts

Samantha Bowley
Oval



Read Aloud, Answer Together QUIZ

The custodial funds must not be recognized on the 

grantee’s financial statements. T/F

False, the funds do not belong to the grantee that's true – 
however, with fiscal oversight, the funds may be recognized as a 
restricted asset with an equal offset liability in the organization’s 
financials



Read Aloud, Answer Together QUIZ

The grantee custodian must regularly supply each 

builder family accurate and timely information on their 

502 loan construction expenses and draws via the 

(?choose the best missing term?) report.

Balance Sheet

Budget to Actual

Consumer Spending

Statement of Cash Flows

Samantha Bowley
Oval



Read Aloud, Answer Together QUIZ

Written policies and procedures must be developed 

and maintained by the grantee describing the detailed 

processes of custodial management of the 502 loan 

funds. T/F

True, just plain true!



Custodial Funds – You Get a Ledger…& You Get a Ledger… 

• Costs per family must be accounted for within the build group 
‘company’
• Based on construction invoices, PO’s, cost allocation for shared 

project costs, etc. 

• Pro-rated calculation must be documented on each invoice 
showing cost distribution

• Refunds are allocated to individual family ledgers as appropriate

ACCOUNT FOR EACH OWNER/BUILDER’S 
INDIVIDUAL CONSTUCTION COSTS



Loan Fund Management: Doing the Accounting Stuff

THE ACCOUNTING SYSTEM

• Enter BTA data for each individual family



• The vendor payment schedule is determined by the grantee 

• Weekly, bi-weekly, monthly

• Timely payments = Happy & Hard-Working Contractors

• Vendors receive one check from the grantee’s custodial account 

for build group work

Loan Fund Management: Doing the Accounting Stuff

VENDOR PAYMENTS



Custodial Funds – Closing, Escrow, The First DRAW

• Estimate the amount needed to close:
• Appraisal fees

• Lot Purchase

• Closing Fees

• And the amount needed to begin construction:
• Start earthwork

• Foundation

• Include all the fiscal details in your accounting: 

• Record the full construction budget

• Journal Entries 
• Enter all the escrow details 



THE DRAW REQUEST: Pieces & Parts

THE DRAW REQUEST
should contain the following:DRAW SUMMARY 

COVERSHEET

actual costs, PO’s/estimate 
amounts, narrative, total draw 

amount, signatures

BACK UP

copies of invoices, PO’s, 
Estimates BUDGET TO ACTUAL

current period expenses, total 
expenses to date & loan   

balance

RECONCILATION

of previous advances to actual 
costs



THE DRAW: Summary Cover Sheet

1. Itemized actual costs to be paid, and PO’s or 

Estimates

2. Grantee’s Signature and Loan Recipients’ 

Signature

3. Amount of the Draw Request, along with 

total drawn amount to date and balance of 

loan funds remaining

4. Narrative, tell the story that relates to the 

draw

DRAW SUMMARY 
COVERSHEET

actual costs, PO’s/estimate 
amounts, narrative, total draw 

amount, signatures



THE DRAW: Summary Cover Sheet



THE DRAW: I Got Your Back-Up

BACK UP

copies of invoices, PO’s, 
Estimates

1. Copies of each individual invoice 
the family is approving for payment

2. Copies of PO’s or Estimates

3. Show the allocation work of cost 
per family

4. Building and Code Inspection 
Reports, as applicable

5. Photos of construction progress



THE DRAW: I Got Your Back-Up



THE DRAW: I Got Your Back-Up



THE DRAW: I Got Your Back-Up

Best practice!
get a wet signature for each and every invoice from 

loan holder!



THE DRAW: Budget to Actual

BUDGET TO ACTUAL

current period expenses, total 
expenses to date & loan   

balance

Four columns:

1. Total current period expenditures

2. Total expenditures to date

3. Total Budget

4. Total Balance Remaining



THE DRAW: Budget to Actual



• Timing of Budget to Actual Review: 
CONSISTENT schedule - biweekly, 
monthly, bi-monthly? 
• Does not have to coincide with draw 

schedule

• All the itemized detail of each expenditure, 
each pending expense, the loan balance, 
and a reconciliation of any advancement 
draws, confirm understanding!

Remember! Best practice!
an informed family builder is a happy family builder!

THE DRAW: Budget to Actual



THE DRAW: Reconciliation

RECONCILATION

of previous advances to actual 
costs

1. Compare the draw amounts to the 

actual expenditure amounts

2. And compare that to DRAW 

advances



Custodial Funds Planning for BTA Review

THE BTA Review Best Practices

Methods to bridge gap between 
office financials and 
construction site logistics

• Who is explaining the BTA? 
Where at? 



Custodial Funds – What’s My Status?

LOAN FINANCIAL STATUS REPORTS TO FAMILIES

• Grantees must also review and provide copies to 

owner/builders of all checks paid to vendors

• Bonus! Meetings can function as a valuable project 

management tool: for example, tie the budget review to 

fixture choices



Custodial Funds Planning for BTA Review

Best Practices

Hey, you guys!

Prior to Conversion, put Vendors on 
notice that final disbursements will 
be through the next 45 days…



Custodial Funds – The Leftovers

FUND BALANCE 

• Remaining fund balance is typically 
applied as a reduction to the family’s 
loan principal by USDA RD



Let’s Put a Bow on this Thing! RECONCILE!

• Reconcile the Custodial Account as a whole

• Monthly Bank Reconciliation

• Reconcile to the Draw totals to each draw

• Each family’s BTA for all expenses 

• & PO’s, if any outstanding

• Open a new Checking Account 
for the Next Build Group

• Reconcile the existing account to 
zero, retain the account for the 
next staggered build group 



Put Me In Coach!...I Want to Manage Some Custodial Funds!

…let’s talk just a bit about the “requirements” 



Minimum Custodial Accounting Requirements

Approval is at the discretion of RD State Office
1. Grantee should have successfully completed at least one previous grant cycle (RD 

may waive this requirement, and often does)

2. Grantee has a record-keeping system which shows that the cost of the materials 
and services were allocated to each borrower’s account in relation to the actual 
material and service used by each borrower (you have to do this anyway! ☺ Just 
use your BTA & your reconciliation sheet)

3. Custodial Accounts maintained by the grantee on behalf of a Mutual Self-Help 
group with funds exceeding $250,000 at any time must have acceptable collateral 
pledged with the Federal Reserve Bank in an amount not less than the excess as 
outlined in RD Instruction 1902-A §1902.7. (hint: timeline of draws, can you ensure 
you will not exceed the $250K balance?)

4. In accordance with RD Instruction 1944-I §1944.422, audits of borrower’s Section 
502 or 504 loan funds are required. (this is kind of a big deal…)



A Reminder for the Grantee & for the Auditor

RD Instruction 1944-I §1944.422

 …”Audits of the borrower loan funds will be required. The number of 
borrower accounts audited will be determined by the auditor. In 
incidences where it is difficult to determine the appropriate number of 
accounts to be audited, auditors should be authorized by the State 
Director to audit the lesser of 10 loans or 10 percent of total loans. 
Audits of the borrower funds do not necessarily need to be tested in 
the same manner as the organizational audit. Agreed Upon 
Procedures (AUPs) may be developed and used for the Section 502 or 
504 loan funds in custodial accounts. At a minimum, an AUP 
engagement will include a review of the draw requests to ensure 
charges listed can be traced back to source documents and a 
reconciliation of the financial institution’s account record…”

Watch 
Dog



Custodial Funds – Accounting for the Details

THE ACCOUNTING SYSTEM

• Establish and keep up-to-date written 

policies & procedures for account 

management 
• specifically for the custodial account

• how/when you draw

• how/when you do financial reviews with the family

• who among grantee staff prepares what 

financially speaking (separation of duties)



Resources @ RCAC.org 

So many guidebooks, so little time…



Read Aloud, Answer Together QUIZ



Read Aloud, Answer Together QUIZ

Reviewing the Budget to Actual report with the builder 

families must coincide with the draw schedule. T/F

False, your draw schedule may only be 4 or 5 total draws 
during construction, but as a recommended best practice, you 
may want to meet with your builder families once or month, or 
every other week to review financials.



Read Aloud, Answer Together QUIZ

Timely payments make for happy vendors! T/F

True, yes, this is an opinion-based question, but we can likely all 
agree that it is true! 

Negotiate your draw schedule to ensure prompt payments to your 
vendors, but minimize unnecessary overages, as once drawn the 
funds will start to accrue interest for your builder families!



Read Aloud, Answer Together QUIZ

Grantees are required to provide each builder family 

with a complete record of all construction related 

paperwork at the conclusion of a build, some examples 

include:

Lein Releases

Color Wheel of Complimentary Colors

Vendor Check Payment Copies

Warranties

Home Addresses of Contractors

Not limited to these examples – any and all documentation relating to the 
home’s construction must be provided by the grantee to the owner 
builder families at the conclusion of the build.

Samantha Bowley
Oval

Samantha Bowley
Oval

Samantha Bowley
Oval



Read Aloud, Answer Together QUIZ

How many 502 loan files is your auditor required to 

review during the annual audit?

15% of the build group’s total 
loan files

5 loan files

Auditor’s choice

Lesser of 10 loan files or 10% of 
the build group’s total loan files

Samantha Bowley
Oval



Read Aloud, Answer Together QUIZ

Grantee should have successfully completed at 
least one previous grant cycle.

Grantee must retain sufficient assets to cover all 
construction costs up front and administer the 
custodial account on a cost-reimbursement basis.

Custodial Accounts with funds exceeding $250,000 
at any time must have acceptable collateral 
pledged with the Federal Reserve Bank in an 
amount not less than the excess.

Audits of the borrower’s Section 502 loan 
funds are required.

The build group must consist of a minimum 
of 12 families.

Grantee must have been in operation for at 
least five years.

Must have a record-keeping system which 
shows the cost of the materials and services 
allocated to each borrower’s account.

Choose the statements that ARE minimum 

Custodial Accounting requirements:

Samantha Bowley
Oval

Samantha Bowley
Oval

Samantha Bowley
Oval

Samantha Bowley
Oval



Read Aloud, Answer Together QUIZ

Any fund balance left in the custodial 502 total loan 

amount should be applied to reduce the family’s loan 

principal. T/F

True, Best practice is to return funds to RD to reduce the mortgage principal and 
convert the completed construction loan to mortgage for the families.

While permission from RD, can be sought to manage purchases or projects after 
construction is completed, with leftover funds, there must be agreement by the group 
(sometimes a challenge to secure), project management by the grantee without TA 
payment (the build is complete, and the TA grant is complete as well) and weather or 
supply issues can delay work, extending the project and delaying conversion. 



Questions / Discussion



Don’t Forget the Eval in Your App!

Session Evaluation
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