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Disclaimer 
 
A handbook for grantees of the United States Department of Agriculture (USDA) Section 523 
Self-Help Housing Program developed jointly by the Self-Help Housing Technical and 
Management Assistance (T&MA) Contractors:  

• Florida Non-Profit Housing, Inc. (FNPH) 
• LIFT Community Action Agency, Inc. (LIFTCAA) 
• NeighborGood Partners 
• Rural Community Assistance Corporation (RCAC) 

Funded by: United States Department of Agriculture, Rural Development 

The work that provided the basis for this publication was supported by funding under an 
award with the USDA Rural Development (RD). The substance and findings of the work are 
dedicated to the public. The T&MA Contractors are solely responsible for the accuracy of 
the statements and interpretations contained in this publication. Such interpretations do not 
necessarily reflect the views of the Government. 

 
This handbook is designed to provide accurate and authoritative information regarding the 
subject matter covered. It is distributed with the understanding that the authors are not 
engaged in rendering legal, accounting, or other professional services. If legal or other 
expert assistance is required, the services of a competent professional should be sought. 

 
All rights reserved. The text of this publication, or any part thereof, may not be reproduced in 
any manner whatsoever without written permission from the appropriate T&MA Contractor 
(refer to the chapter’s Introduction for the states covered by each region). If you wish to 
make or distribute copies, please send a request indicating the number of copies that you 
wish to make or distribute, the size and type of audience to whom you wish to distribute, 
and the type of organization or agency that you are. Send the request to: 

 
Region I  Region II 
Florida Non-Profit Housing, Inc.  LIFT Community Action Agency, Inc. 
P.O. Box 1987   209 North 4th Street 
Sebring, Florida 33871-1987   Hugo, Oklahoma 74743 
(863) 385-2519   (580) 326-5165 
www.fnph.org   owyne.gardner@liftca.org 
Region III   Region IV 
NeighborGood Partners   Rural Community Assistance Corporation 
363 Saulsbury Rd.   3120 Freeboard Drive, Suite 201 
Dover, Delaware 19904   West Sacramento, California 95619 
(302) 678-9400   (916) 447-2854 
www.neighborgoodpartners.org   www.rcac.org 

After receipt of consent and conditions letter you may copy and distribute the manual in 
terms and conditions as set and approved by the T&MA Contractor. 

https://www.fnph.org/
mailto:owyne.gardner@liftca.org
http://www.neighborgoodpartners.org/
http://www.rcac.org/
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INTRODUCTION TO THIS HANDBOOK  
This Custodial Accounting handbook was created to aid in the fiscal management of 502/504 
loan funds administered by new and operating grantees on behalf of the owner/builders 
participating in USDA Rural Development’s (RD) self-help programs.  

What this handbook is not about:  

• 523 Technical Assistance grant funds awarded to mutual self-help organizations.  

• Supervised Bank Accounts (SBAs), which are still used by some USDA RD offices 
and self-help organizations to administer the loan funds of family borrower/builders; 
the link above provides guidance on the use of SBAs. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
This handbook is about custodial account administration. It offers ample information and forms, 
guidance, checklists, etc., to help you and your organization establish responsible fiscal 
practices as you serve in your role as custodian of the loan funds that belong to your qualified 
family builders. You must adhere to the required elements of internal controls, you must 
accurately account for fund management, and you must provide clear financial reporting. 
Written financial policies and procedures must be developed and followed by your organization, 
along with detailed recordkeeping. Both RD and the loan recipients must be provided accurate 
financial reporting regarding the family builder’s loan management on a regular basis. 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. This handbook was 
designed to help guide you through carrying out that responsibility.  

Note that this is one of four financial handbooks produced by the T&MA Contractors. The other 
handbook covers the overall topic of 502 loan fund accounting, see Accounting for Individual 
Borrower 502 Loan Accounts Handbook. In addition to this handbook, there is a Self-Help 502 
Loan Guidebook referencing loan calculations. And finally, there is the Financial Management 
Handbook for Federally Funded Organizations that covers broad aspects of financial 
management and compliance requirements for the self-help program.  

https://www.ecfr.gov/current/title-7/subtitle-B/chapter-XVIII/subchapter-H/part-1902/subpart-A
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BACKGROUND 
In the beginning … 

Historically, all self-help program loan accounts were managed by USDA RD staff in 
coordination with active 523 Technical Assistance awarded grantee staff. The USDA RD office 
opened and managed a SBA for each family builder loan applicant that was approved (see link 
above on page 2 to Supervised Bank Accounts for further details). The grantee would then aid 
in securing the family builder/loan recipient approval signatures on both financial accounting 
reports and check payments to vendors. However, for many, the SBA system created time 
delays as requests, approvals and check payments were transferred in between national, state 
and local offices. Custodial account management was offered as a method to improve 
efficiency. The 1944-I Housing: Self-Help Technical Assistance Grants Instruction document 
(effective date 10/24/2024) is the source for custodial accounting instruction.  

The goal was to streamline the efficiency and timeliness of payments to vendors through a 
reduction in the number of checks that must be written and co-signed for each family. Improved 
accuracy and transparency of fund management for the family builder loan recipients would also 
occur as there is but one source of fund management to report on loan expenditures, 
aggregates and balances. The administrative burden on RD and the grantees was also 
lessened through grantee-site management of the funds, as it simplified the process and 
reduced the number of times checks had to be handled before distribution of payment. 

 

 

https://www.rd.usda.gov/resources/directives/instructions
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Figure comparison of Custodial Account and SBA process flow 

 

CUSTODIAL ACCOUNTING OVERVIEW 
How it Works: 

Throughout the construction process, a portion of each participating family’s individual 502 or 
504 loan funds are deposited into a single custodial account held in collective trust by the 
grantee for each of the families of the build group until the funds are disbursed to various 
vendors and/or contractors for payment. 

• Grantee opens a single custodial checking account for collective deposits and payment 
activity for all families in the build group. 

• Grantee maintains a separate custodial bookkeeping account ledger for each participant 
family/borrower in the build group. 

• Individual check draws from each family’s 502 or 504 loan are requested from USDA 
RD’s field office, payable to the grantee.  
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• Draws from each participant family received from USDA RD are deposited into the 
collective custodial build checking account. 

• Invoices for construction expenses are entered into the custodial bookkeeping account 
ledgers for each family. 

• One check payment is then issued by the grantee to each vendor to cover constructions 
costs for all participating families for the invoice period. 

• At the conclusion of the build, any remaining fund balance per family participant is 
returned to USDA RD and is applied as a reduction to the family’s loan principal. 

Note that negotiation may be necessary to accommodate slight variances among state RD 
offices’ best practices and working timelines. 

ELIGIBILITY OF A GRANTEE CUSTODIAN 
Minimum Custodial Accounting Requirements for the Grantee (approval is at the 
discretion of RD State Office): 

1. The grantee should have successfully completed at least one previous grant cycle (RD 
may waive this requirement).  

2. The 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. 

3. Custodial accounts maintained by the grantee on behalf of a Self-Help group with funds 
exceeding $250,000 (the FDIC insurance level) 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. To avoid this situation, the USDA RD field 
office should monitor the custodial account as draws are requested. It may be 
advantageous for the grantee to make smaller draws on the borrower’s accounts, as 
funds are needed; more frequent check requests may result in less interest charges and 
less Federal Deposit Insurance Commission (FDIC) insured risk. 

4. Per 1944-I, the family builder 502 loan files must be examined by the grantee’s auditor 
during the fiscal year audit. In accordance with RD Instruction §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 …” 
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ESTABLISHING THE CUSTODIAL BANK ACCOUNT & 
THE CUSTODIAL FUND MANAGEMENT “COMPANY” 
The custodial bank account should be established under the Federal Tax ID number of the 
grantee. However, the funds are held in trust for the borrower families and do not belong to the 
organization; therefore, deposits made into this account and the disbursements made from this 
account should not be recorded as income and expenses for the organization (the transactions 
should be absent from the organization’s Profit & Loss financial reports). If the organization 
does elect to recognize the restricted loan funds as part of the financials, the transactions 
should be reflected only as Balance Sheet activity, recognizing the custodial bank account 
funds as a restricted asset for which there is an equal offset liability account present on the 
report.     

• The custodial account should be set up as non-interest bearing. The benefit of nominal 
interest earned on these funds is outweighed by the difficulty of allocating that interest to 
the participating families. Interest earned is not allowable income to the grantee either, 
again, as the funds belong to the families. 

• Policies and procedures should be created, followed and evaluated regularly to ensure 
internal controls and minimal risk management of the 502 loan funds, specify how/when 
you draw funds, how/when finances are reviewed with family builders, who among the 
grantee staff prepares reports or financial presentations, with a clear separation of 
duties. (This handbook language may be used as a template springboard for your 
organization’s policies and procedures, with adaptation of your specific roles and 
practices). 

o One of these controls should include the selection of two authorized check 
signers for each check disbursement made from this bank account.  

• The grantee must set up an accounting system to accurately track the funds in the 
collective custodial account by fund accounting by each participating family. Ideally a 
separate accounting ‘Company’, with its own Chart of Accounts, will be created for the 
custodial fund management.  

o A separate chart of accounts and company for the Custodial Fund account 
management will produce the most efficient financial reports for 
construction/home building, e.g., Excavation, Footing, Plumbing, Electrical, 
Drywall, Sewer Tap Fee (vs. Wages, Fringe, Conference Travel, Marketing…in 
our existing organization Chart of Accounts). 

o A subsidiary ledger in the corporate accounting system may be used, if that 
system is sophisticated enough to track the custodial activity without including it 
in the profit and loss statement of the organization (again, these are loan funds 
belonging to the individual family builders, these funds do not belong to the 
organization). 

o Techsoup offers deep discounts for software to nonprofit organizations if you are 
in search of financial software management systems. 

https://www.techsoup.org/
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ESTABLISHING THE CUSTODIAL FUND DRAW 
SCHEDULE 

• Establish a schedule for drawing the family builder loan funds: The custodial 502 draw 
schedule varies and is determined by USDA RD staff and the grantee. Care in 
managing the amount and frequency of the draws must be taken into consideration as 
interest will begin accruing on the loan funds once they are drawn. Consideration of 
prompt payment to contractors/vendors will aid in maintaining positive working 
relationships and therefore must also be factored into the timeline. There are generally 
two methods by which to draw the 502 loans on behalf of the families:  Note that USDA 
RD and/or the grantee may negotiate to adjust or combine any terms, documentation 
requirements and/or timelines described below. 

SAMPLE BUILD GROUP: BUILDER 
(CUSTOMER: JOB) LIST FOR 

FUND ACCOUNTING 

SAMPLE CHART OF 
ACCOUNTS FOR CUSTODIAL 

ACCOUNT “COMPANY” 
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o Advance/Construction Progress Draws: The grantee will present the draw 
request to USDA RD based upon the construction budget and/or the build 
progress; the timeline may be determined (e.g., a draw once a quarter, once a 
month, etc.) or may be flexible based upon construction purchase needs. 

o Cost-Reimbursement Draws: The grantee assumes all construction costs up 
front, utilizing their own unrestricted funds, and then presents the draw request 
for reimbursement to USDA RD based upon actual costs to date, timelines may 
vary, but are typically calendar based, e.g., a draw once a quarter, once a month, 
etc., until the build is complete. 

RECORDING THE RECEIPT OF THE DRAW 
(REVENUE) & THE EXPENSES 
The 502/504 draw deposit: The checks from the US Treasury are distributed from the 
individual family loan fund accounts and routed to the USDA RD office. The checks are logged 
by RD staff and then forwarded on to the grantee for deposit into the custodial account. Prior to 
depositing the grantee endorses the check and records the receipt of the loan fund amount to 
each family builder’s ledger.   

• The grantee must accurately account for each family’s individual construction costs 
within the ‘company’ or fund account based on construction invoice review with the 
Construction Supervisor and/or Purchase Orders (PO’s) for the home and/or cost 
allocation for shared costs on the project, dumpster, temporary site power, etc. The pro-
rated method must be documented on each invoice showing the cost distribution. 
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o The vendor payment schedule is determined by the grantee (weekly, bi-
weekly, monthly, again prompt payment supports positive contractor relations). 

 The vendors will receive one check from the grantee’s custodial account 
in the amount due for work performed for multiple families or for the group 
as a whole. 

o Other credits – Refunds from contractors and/or other Accounts Payable entities 
may be issued direct to the grantee throughout the build; the grantee must 
allocate and apply credits to individual family ledgers as appropriate. 

FINANCIAL REPORTING 
The grantee must consistently update the family borrowers on the financial status of 
their individual 502 or 504 loan. This financial and budget-to-actual review can be tied to the 
draw schedule, or it may be conducted on a separate timeline (e.g., on a regular schedule of bi-
weekly, monthly, bi-monthly)  

• The financial review must be clear, thorough and contain itemized detail of each 
construction expense, the loan balance, and a reconciliation of any advancement draws. 

• Review and provide copies of all checks paid (two signatures) to vendors. 

• These meetings also offer opportunities for owner/builder decisions, e.g. fixture choices 
compared to budget, and can be a valuable project management tool.  

• See the Budget-to-Actual sample below in the REQUESTING THE DRAW section for 
reference. 

REQUESTING THE DRAW 
The grantee will prepare a draw request packet and present the request to USDA RD for 
payment on behalf of the borrower’s 502 or 504 loan funds. This packet should contain the 
following documentation: 
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DRAW SUMMARY COVERSHEET 
• The total funds being requested for the period. 

• Signatures of the family loan borrower and the grantee custodian, acknowledging invoice 
payment approval and awareness of the loan status and balances. 

• A narrative of construction progress/phase; tell the story of what is currently happening 
on the build site(s). 
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BACK UP copies of each corresponding construction invoice(s)/and or Estimates/PO’s for 
the projected payment or reimbursement period. Building and code inspection reports along 
with photos of the construction progress should also be included with the financial backup 
materials, as applicable.   

The allocation method must be shown for each expense itemized and charged to each 
individual family builder.
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BUDGET-TO-ACTUAL report for the individual family loan ledger: 

 

For advances, a RECONCILIATION of the previous advance draw should be included 
with the next draw showing the actual costs compared to the advance and/or a reconciliation to 
the build progress and cost timelines:  
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REMAINING CUSTODIAL FUND BALANCE 
At the conclusion of the build, any remaining fund balance per family participant should be 
returned to USDA RD and is applied as a reduction to the family’s loan principal. 

• The grantee shall also provide each family with the complete record of the build, 
including, copies of all invoices, payments, and lien releases, warranties, etc. (electronic 
distribution recommended, e.g., thumb drive) for reference. 

• Note: Although the participants in the Self-Help program are owner/builders, the grantee 
may be required to prepare 1099’s for any contractors who are paid by the grantee, on 
the owner/builder’s behalf, more than $600 per year for their work on the Self-Help 
homes. Contact your tax advisor or local Internal Revenue Service Center for guidance.  

EXAMPLE OF CUSTODIAL DRAWS IN A BUILD 
PERIOD: (FREQUENCY VARIES; DETERMINED BY 
USDA RD & THE GRANTEE) 
Below is an example of Custodial Style Bill Paying and drawing 502 funds with projected future 
funds. Again, timelines will vary by grantee/RD agreement. And a reminder too, that thoughtful 
care in managing the draw frequency and timelines must be taken. As custodian you will want 
to allow for timely access to needed construction funds, but also avoid serious risk management 
issues and compounded interest by drawing too large of an amount of funds. This example 
shows four or five draws, if drawing monthly, the same methodology would apply, just more 
frequently.  

• Initial draw: for land, closing cost, usually at escrow, etc., and projected start up 
building materials; some invoices would be included in the closing (e.g., land), the title 
record should be itemized in the recordkeeping. 

• Second draw: Invoices for initial draw to back-up projected needs and draw request 
including any invoices received already but not included in the initial draw, plus projected 
funding needs in the short-term.  

• Third draw: Invoices for the second draw to back-up projected needs and draw request 
including any invoices received already but not included in the second draw, plus 
projected funding needs. 
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• Fourth draw: Invoices for third draw to back-up projected needs and draw request 
including any invoices received already but not included in the third draw, plus projected 
funding needs. 

• 502 Closeout: All remaining invoices to back-up draw number 4. The combination of all 
five of these reports (total of all the invoices) should equal the total construction cost.  

• The grantee will pay bills as normal in-between and keep the invoices and back up 
handy to submit with the subsequent draw request.   

FAQ’S 
Who enters into (signs) contracts with the builders? 

• The individual borrower/family builders should enter into contract with the construction 
vendors (each homeowner/builder should sign the professional construction 
agreements, e.g., plumbing/electrical), not the grantee. This helps to ensure clarity 
around warranty of work for each homeowner, and financial obligation of owner/borrower 
to contractor vs. grantee to contractor.   

How does RD monitor the progress of the build group? 

• RD staff will commonly visit the construction site in both the initial groundwork and final 
inspection periods. Pictures of construction progress and code inspection reports, when 
applicable, should also be presented with the draw requests to provide a record of build 
progress throughout. RD and the grantee will negotiate terms of the construction 
progress record. RD will also review the Equivalent Units (EU’s), which are a theoretical 
comparison unit for construction progress. The goal is for relatively close alignment to 
build progress and construction expenditures. See 1944-I §1944.403 Definitions 
Equivalent units for more information. 

Is there a Construction/Production Phase necessary to substantiate the draw schedule? 

• No, there is not a standard production schedule that is aligned with construction draw 
requests, however, in the coversheet of the draw request, the grantee should explain 
circumstances (e.g., cabinets are more than four months out for delivery, so they are 
being ordered at this time to maintain the build schedule; appliances are being ordered 
at this time for a savings opportunity, etc.). 

 

 

https://www.ecfr.gov/current/title-7/subtitle-B/chapter-XVIII/subchapter-H/part-1944/subpart-I?toc=1
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