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RD I nstruction 1902-A

PART 1902 - SUPERVI SED BANK ACCOUNTS
Subpart A - Disbursenent of Loan, Grant, and O her Funds
8§1902.1 Ceneral.

Thi s subpart prescribes the policies and procedures of Rural Devel oprment
for disbursement of funds under the Loan Di sbursement System (LDS), in
est abl i shing and usi ng supervi sed bank accounts, and in placing Multi-Famly
Housi ng (MFH) reserve accounts in supervi sed bank accounts. The LDS system
provi des for disbursenent of funds on an as needed basis to substantially
reduce interest costs to Rural Devel opment borrowers, U. S. Treasury, and Rural
Devel opnent. (Revised 02-25-94, SPECI AL PN.)

(a) Fornms RD 1940-1, "Request for Obligation of Funds," and RD 1944-51,
"Multiple Fam |y Housing Obligation - Fund Anal ysis," provide for:
obligation only, obligation and check request for the full amount of the
| oan or grant except for MH, and obligation and check request for a
partial amount of the loan or grant. The instructions on when and how
to use these forms are contained in the Forns Manual Insert (FM) for

the forms. Instructions for using Form RD 1944-51 for obligation and
check request via conputer term nal may also be found in the "Multiple
Fam |y Housi ng User Procedures." Rural Devel opnent forns are avail able

in any Rural Devel opnent office. (Revised 10-14-88, SPECI AL PN.)

(b) Form RD 440-57, "Acknow edgenment of Obligated Funds/Check Request,"
and RD 1944-57, "Multiple Fanily Housi ng Acknow edgenment of bligated
Funds/ Check Request," provide for: (1) the initial loan check, (2) all
subsequent | oan checks, (3) mmking corrections on the data in the |oan
account as reflected on the form (4) notifying the Finance Ofice of
the | oan closing date and the | oan anortization effective date, (5)
providing requested information fromthe Finance O fice; and (6) for
Multiple Fam |y Housing (MFH) | oans providing Maxi mum Debt Linmit and
Apprai sed Value. The instructions on when and how to use these forms
are contained in the FM for the forms. However, for M-H | oans and
grants wherever possible, obligation check requests and | oan cl osi ngs

shoul d be done via the conputer terminal. Instructions may be found in
the "Multiple Fam |y Housing User Procedures." (Revised 5-1-85, SPECIAL
PN.)

(c) See RD Instruction 2018-D for procedures to follow if checks are
| ost or destroyed. (Revised 11-02-94, PN 236.)

DI STRI BUTI ON: WSDC Gener al
Supervi sed Bank Accounts
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RD | nstruction 1902-A
§1902.1 (Cont.)

(d) Borrower as referred to in this subpart include both | oan and grant
reci pients. They are referred to as depositors in the deposit
agreenents hereinafter described. References herein and in deposit
agreements to "other |enders" include | enders and grantors other than
Rur al Devel opnent.

(e) Banks referred to in this subpart are those in which deposits are
i nsured by the Federal Deposit Insurance Corporation (FDIC

(f) Savings and Loans referred to in this subpart are those in which
deposits are insured by the Federal Savings and Loan |nsurance
Cor poration (FSLIC).

(g) Credit Unions referred to in this subpart are those in which
deposits are insured by the National Credit Union Adm nistration (NCUA).

(h) Financial Institutions as referred to in this subpart include
banks, savings and | oans, and credit unions which are covered by the
proper insurance coverage cited in paragraphs (e), (f), and (g) of this
secti on.

(i) Supervised bank accounts referred to in this subpart are bank
savings and | oan, or credit union accounts established through deposit
agreenents entered into between either the borrower, the United States
of Anerica acting through Rural Devel oprment, and the Financia
Institution on Form RD 402-1, "Deposit Agreement."

(Revised 11-15-89, PN 122.)

(j) Form RD 402-1 provides for the deposit of funds in a supervised
bank account to assure the performance of the borrower's obligation to
Rural Devel opnent in connection with a | oan and grant.

(Revi sed 10-14-88, SPECI AL PN.)

(k) "lInterest-Bearing Deposit Agreenent"” (Exhibit B), provides for the
deposit of loan or grant funds that are not required for imediate

di sbursenent in specified interest-bearing deposits, and it is executed
in conjunction with Form RD 402-1. (Revised and renunbered 11-15-89, PN
122.)

81902.2 Policies concerning di sbursenent of funds.

(a) The Automated Data Processing System (ADPS) will be utilized
whenever possible in accordance with the specific program procedures,
except where prohibited by State statutes. The capability to request
Treasury checks on an as needed basis reduces the need for supervised
bank accounts. Therefore, supervised bank accounts will be used only in

certain instances, e.g.: (Revised 05-24-90, SPECI AL PN.)
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RD | nstruction 1902-A

§1902.2 (a) (Cont.)

(7-6-81)

(1) When a construction loan is made and the construction is
substantially conpleted, but a snmall amount is being w thheld
pendi ng conpl etion of |andscaping or sone simlar item or a snal
loan closing. In this case, the anmount of funds not disbursed when
the predeterm ned anortization effective date occurs may be pl aced
in a supervised bank account for future disbursenment as appropriate.

(2) Wen a large nunber of checks will be issued in the
construction of a dwelling or other devel opnent, as for exanple
under the "borrower nethod" of construction or in Qperating (QL)

| oans and Emergency (EM loans. In such cases, installnent checks
will be requested fromthe Finance Ofice as necessary and deposited
in a supervised bank account and di sbursed to suppliers, sub-
contractors, etc., as necessary. Those District and County O fices
aut horized to request checks by the ADPS nmay request nore than one
check at a tinme. |If nore than one check is required, a Form RD 440-
57 or Form RD 1944-57 will be prepared for each check. (Revised 10-
14-88, SPECI AL PN.)

(3) Association loan and grant funds made on a multiple advance
basi s need not be deposited in a supervised bank account unl ess
required by State statutes or otherw se determi ned necessary by the
Loan Approval Oficial.

(4) Supervised bank accounts will be used only when needed as
defined in paragraph (a)(6) of this section to assure the correct
expenditures of all or a part of loan and grant funds, borrower
contributions, and borrower incone. Such accounts will be limted

i n amount and duration to the extent feasible through the prudent

di sbursenent of funds and the pronpt term nation of the interests of
Rural Devel opnent and ot her | enders when the accounts are no | onger
required. (Revised 10-14-88, SPECI AL PN.)

(5) Income fromthe sale of security or Econom c Qpportunity (EO
property or the proceeds frominsurance on such property will be
deposited in a supervi sed bank account under Form

RD 402-1 when the District Director or County Supervisor determ nes
it is needed as defined in paragraph (a)(6) of this section to
assure that the funds will be available for replacenent of the
property. (Revised 10-14-88, SPECI AL PN.)
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RD | nstruction 1902-A
8§1902.2 (a) (Cont.)

(6) When it is determ ned by the County Supervisor and requested or
agreed to by the borrower that special supervision is needed in the
managenent of the borrower's financial affairs, funds nmay be
deposited in a supervised bank account. This supervisory technique
will be used for a tenporary period to help the borrower learn to
properly manage his/her financial affairs. Such a period will not
exceed one year unless extended by the District Director. (Revised
10-14-88, SPECI AL PN.)

(7) In exceptional cases when the unincorporated EO cooperative or
grazing associ ati on borrower cannot obtain a position fidelity bond,
its income may be deposited as provided for in §1902.6 (and §1902.2
(f) of this Subpart if another |ender is involved).

i pl e advances,
| be requested
| be ordered

only the actual anobunt to be disbursed at |oan closing w
through the State Office term nals. Subsequent checks wi
as needed through the ADPS system

(Revi sed 10-14-88, SPECI AL PN.)

(b) For all construction |oans and those | oans using nult
I
I

(c) Programinstructions provide information as to the type of note to
be utilized and the nethod of handling advances and the interest accrued
t hereon. For individual |oan prograns, interest will accrue fromthe

| oan cl osing date or date of check whichever is later. For association
and organi zation type loans interest will accrue fromthe date the check
is delivered to the borrower. For all RRH, RCH LH or RHS |oans,
interest will accrue fromthe date of the check

(Revi sed 5-1-85, SPECIAL PN.)

(d) For all loan accounts, when the total anpbunt has not been advanced
at the anortization effective date, as defined in the FM for Form RD
1940-1 and Form RD 1944-51 for nultiple fam |y housing, the Finance
Ofice will forward the renmmining balance to the District Director or
County Supervisor for appropriate action, unless the District Director
or County Supervisor notifies the Finance Ofice of other arrangenents.

(e) Wen a check cannot be negotiated within 20 worki ng days fromthe
date of the check, the District Director or County Supervisor wll
process the check(s) with Form's) RD 1940-10, "Cancellation of U S.
Treasury Check and/or Obligation,"” (or Form RD 1944-53, "Miltiple Famly
Housi ng Cancellation of U S. Treasury Check and/or Cbligation," for
nmultiple fam |y housing | oans) in accordance with RD Instruction 2018-D.
(Revised 11-02-94, PN 236.)
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§1902.2 (Cont.) RD I nstruction 1902-A

(f) The debt instrunments executed at the tine of |oan closing
constitute an obligation on the part of the Government to disburse al
funds at one tinme or in nultiple advances provided the funds are for

pur poses aut horized by the Governnent at the tinme of |oan closing. This
obligatory conmitnent takes priority over any intervening liens or
advances by other creditors regardl ess of the provisions of the State

| aws involved. (Renunbered 11-15-89, PN 122.)

81902.3 Procedures to follow in fund di sbursenent.

det erm ne during
or partial-- and
fice term nals.

(a) The District Director or County Supervisor wll

| oan approval the anount(s) of |oan check(s) -- ful
forward such request to be processed through State O
(Revi sed 9-27-89, PN 119.)

(b) When check(s) are delivered to the District or County Ofice, the
District Director or County Supervisor will nake sure that the nane of
t he borrower and the anpunt(s) of check(s) coincide with the request on
file. The District Director or County Supervisor should be sure that
the check is property endorsed to insure paynent to the intended

reci pient. Exanples of such restrictive endorsenments are: (Renunbered
7-12-88, PN 89.)

(1) "For Deposit Only to Account No. (Nunber of Construction
Account) of (Name of Borrower) in (Nane of Financial Institution)."
(Revi sed 10-14-88, SPECI AL PN.)

(2) "Pay to the order of (3rd party payee)" - (Contractor
Devel oper, Sub-Contractor, Building Supply House, etc.) for the
pur pose of .

(c) Wen necessary and only under the circunstances listed in §1902.2
the District Director or County Supervisor will establish, or cause to
be established, a supervised bank account. Funds deposited in a
supervi sed bank account are to be recorded and accounted for on Form RD
402-2, "Statement of Deposits and Wthdrawal s." (Renunbered 7-12-88, PN
89.)

8§1902.4 Establishing MFH reserve accounts in a supervi sed bank account.
(Added 02-25-94, SPECI AL PN.)

(a) General requirenents. Al MH borrowers required to nmaintain
reserve accounts must place the reserve accounts in a supervised bank
account (s) which neets the follow ng requirenments:

5
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RD | nstruction 1902-A
8§1902.4 (a) (Cont.)

(1) Countersignature requirenents. The reserve account nust
requi re that any funds w thdrawn be countersigned by an authorized
Rural Devel opnent official

(2) Restrictions on collateral. The financial institution holding
the reserve account nmust ensure that the funds are not pledged or
taken as security w thout the Agency's prior consent.

(3) Interest bearing. The reserve account funds are encouraged to
be maintained 1n an I nterest-bearing account. The "Interest-Bearing
Deposit Agreenent" set out in Exhibit B of this subpart is not
required to be used for reserve accounts.

(4) Restricted investnents. Reserve funds nust be placed in

i nvestments authorized I1n Subpart C of Part 1930 of this chapter
The aut horized investnments are deened to be of acceptable risk such
that the potential for any loss is ninimal.

(5) Financial institutions. The reserve account must be maintai ned
in authorized financial 1 nstitutions set out in Subpart C of Part
1930 of this chapter (e.g., banks, savings and |oan institutions,
credit unions, brokerage firms, mutual funds, etc.). Generally, any
financial institution nay be used provided invested or deposited
funds are insured to protect against theft and di shonesty. The
reserve account funds need not be Federally insured. However, if
Federal |y insured, any amount hel d above the Federal insurance
ceilings established nust be backed by a pl edge of collateral from
the financial institution, or otherwi se covered by non-Federa

i nsurance agai nst theft and di shonesty.

(6) Rules where multiple projects are involved. A reserve
account (s) rmust be maintained for each borrower. Wen a borrower
owns multiple projects, reserve accounts may be established for each
project. A single reserve account may al so be established by a
borrower owning multiple projects, provided the conditions set out
in Subpart C of Part 1930 of this chapter are net.

(7) Term Reserve accounts are expected to be kept for the ful
termof the |oan.

6
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§1902.4 (Cont.) RD I nstruction 1902-A

(b) Deposits and account activity statenents.

(1) Deposits. Cenerally, Rural Developnent will not require the
revi ew or approval of deposits or the use of Form RD 402-1 or
RD 402- 2.

(2) Account activity statenents. GCenerally, Rural Devel oprent will
not monitor or reconcile the reserve account activity statenents

i ssued periodically by the financial institutions holding the funds.
Rural Devel opnent will nonitor reserve account |evels through budget
reports, audits, and Agency reserve tracking systens. |If disputes
arise or the borrower is in violation of Agency regul ati ons, the
Agency mmy require account activity statenents. Wen account
activity statements are sought, it will normally be sufficient to
obtain the statenent which reflects balances as of the last activity
statement ending period. FormRD 402-2 is not required to be used.

8§1902.5 [Reserved]

8§1902.6 Establishing supervi sed bank accounts.

(a) Each borrower will be given an opportunity to choose the financi al
institution in which the supervised bank account will be established,
provi ded the bank is a nember of the FDIC, the savings and loan is a
menber of the FSLIC, and the credit union is a nenber of the NCUA

(b) When accounts are established, it should be determ ned that:

(1) The financial institution is fully informed concerning the
provi si ons of the applicable deposit agreenent,

(2) Agreenents are reached with respect to the services to be
provi ded by the financial institution including the frequency and
met hod of transmittal of checking account statenents, and

(3) Agreenent is reached with the financial institution regarding
t he place where the counter-signature will be on the checks.

(c) Wen possible, District Directors or County Supervisors wll nake
arrangenents with financial institutions to waive service charges in
connection with supervi sed bank accounts. However, there is no
objection to the paynent by the borrower of a reasonable charge for such
servi ce.

6A
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RD | nstruction 1902-A
§1902.6 (Cont.)

(d) For each borrower, if the anmount of any | oan and grant funds, plus
any borrower contributions and funds from other sources to be deposited
in the supervised bank account will exceed $100,000, the financia

institution will be required to pledge collateral for the excess over
$100, 000, before the deposit is made (see 8§1902.7). (Revised 1-6-88, PN
74.)
(e) Only one supervised bank account will be established for any
borrower regardl ess of the ampunt or source of funds, except for RRH
| oans where separate accounts will be established for each project.

6B
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RD | nstruction 1902-A
§1902.6 (Cont.)

(f) Wen a supervised bank account is established, an original and two
copi es of the applicable Deposit Agreenent and the Interest-Bearing
Deposit Agreenent (Exhibit B), when applicable, will be executed by the
borrower, the financial institution, and a District or County Ofice
enpl oyee. The original will be retained in the borrower's case file,
one executed copy will be delivered to the financial institution and one
executed copy to the borrower. An extra copy of the Interest-Bearing
Deposit Agreenent, when applicable, will be prepared and attached to the
certificate, passbook, or other evidence of deposit representing the

i nterest-bearing deposit.

(1) If an agreement on the applicable Deposit Agreenent has
previously been executed and Form RD 402-6, "Termination of Interest
i n Supervised Bank Account," has not been executed with respect to
it, a new agreenent is not required when additional funds are to be
deposited unl ess requested by the financial institution

(2) Wen the note and security instrument are signed by two joint
borrowers or by both husband and wife, a joint survivorship
supervi sed bank account will be established fromwhich either can
withdraw funds if State laws pernit such accounts. In such cases
both parties will sign the Deposit Agreement(s).

8§1902.7 Pledging collateral for deposit of funds in supervised bank accounts.

(a) Funds in excess of $100,000, per financial institution, deposited
for borrowers in supervised bank accounts, nust be secured by pl edgi ng
acceptable collateral with the Federal Reserve Bank (FRB) in an anount
not |less than the excess. (Revised 10-02-91, PN 175.)

(b) As soon as it is deternmined that the loan will be approved and the
applicant has selected or tentatively selected a financial institution
for the supervised bank account, the District Director or County
Supervisor will contact the financial institution to determ ne

(1) That the financial institution selected is insured by the FDI C
(banks), FSLIC (savings and | oans), or NCUA (credit unions).

(2) Whether the financial institutionis willing to pledge
collateral with the FRB under 31 CFR Part 202 (Treasury

Crcular 176) to the extent necessary to secure the ampunt of funds
bei ng deposited in excess of $100,000. (Revised 10-02-91, PN 175.)
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RD | nstruction 1902-A
8§1902.7 (b) (Cont.)

(3) If the financial institution is not a nmenber of the Federa
Reserve System it will be necessary for that financial institution
to pledge the securities with a correspondent bank who is a menber
of the System The correspondent bank shoul d contact the FRB
inform ng themthey are holding securities pledged for the
supervi sed bank account under 31 CFR Part 202 (Treasury Circul ar
176). (Revised 10-02-91, PN 175.)

(c) If the financial institution agrees to pledge collateral, the
District Director or County Supervisor should conplete RD Form

Letter 1902-A-2, "Designated Financial Institution - Collateral Pledge,"
in an original and two copies, the original for the National Ofice, the
first copy for the State O fice, and the second copy for the District or
County O fice. The RD Form Letter 1902-A-2 should be forwarded to the
Nati onal Office at |east 30 days before the date of |oan cl osing.
(Revised 10-02-91, PN 175.)

(d) The National Ofice will arrange for the financial institution
under its designation as a depositary and financial agent of the U S
Government to pledge the requested collateral. (Revised 10-02-91, PN
175.)

(e) I1f, two days before loan closing, the local Rural Devel opnent

of fice which requested the collateral has not received notification from
the National O fice that collateral has been pl edged, contact should be
made with the financial institution to ascertain whether they have

pl edged collateral with their |local FRB under 31 CFR Part 202 (Treasury
Crcular 176). |If the financial institution has pledged collateral, the
| ocal Rural Devel opment of fice should contact the National Ofice,

Budget Division, Revolving Fund Analysis Branch who will followup with
the I ocal FRB concerning the collateral. (Revised 10-02-91, PN 175.)

(f) Wen the anpunt of deposit in the supervised bank account has been
reduced to a point where the financial institution desires part or al

of the collateral released, it should contact the National O fice at the
address noted above. The |ocal Rural Devel opment office will be
contacted for rel ease authorization. The authorization release will be
made t hrough the local FRB, with notification to the financia
institution. The local Rural Devel opnent office nmay al so request

rel ease through the National Ofice. (Revised 10-02-91, PN 175.)
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RD | nstruction 1902-A

§ 1902.8 Authority to establish supervi sed bank accounts, deposit | oan checks
and ot her funds, countersign checks, close accounts, and execute all forms in
connection with supervi sed bank account transactions.

Rural Devel opnent Managers or Community Devel opnent Managers are
aut horized to establish supervised bank accounts, deposit |oan checks and
ot her funds, countersign checks, close accounts, and execute all forms in
connection with supervised bank account transactions and redel egate this
authority to a person under their supervision who is considered capabl e of
exerci sing such authority. State Directors will nmake witten denmand upon the
bank for withdrawals outlined in 8§ 1902.16. (Revised 10-28-03, SPECI AL PN.)

§ 1902.9 Deposits.

(a) Deposit by Rural Devel opnent personnel

(1) Checks made payable solely to the Federal Government or any
agency thereof, and a joint check when the Treasurer of the United
States is a joint payee, may not be deposited in a supervised bank
account .

(2) Rural Devel opnent personnel will accept funds for deposit in a
borrower's supervi sed bank account ONLY in the form of a check or
noney order endorsed by the borrower "For Deposit Only," or a check
drawn to the order of the financial institution in which the funds
are to be deposited, or a | oan check drawn on the U. S. Treasury.

8A
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8§1902.9 (a)(Cont.) RD I nstruction 1902-A

(7-6-81)

(i) Ajoint check that is payable to the borrower and Rura
Devel opnment will be endorsed by the District Director or County
Supervi sor as provided in section 1951.57 (e) of this Chapter

(ii) Odinarily, when deposits are nade from funds which are
received as the result of consent or subordination agreenents
or assignnents of incone, the check should be drawn to the
order of the financial institution in which the supervised bank
account is established or jointly to the order of the borrower
and Rural Devel opnent. All such checks shoul d be delivered or
mailed to the District or County Ofice.

(3) If direct or insured |oan funds (other than OL or EM | oan
funds) or borrower contributions are to be deposited in a supervised
bank account, such funds will be deposited on the date of |oan
closing after it has been determ ned that the | oan can be cl osed.
However, if it is inmpossible to deposit the funds on the day the
loan is closed due to reasons such as distance fromthe financia
institution or banking hours, the funds will be deposited on the
first banking day follow ng the date of |oan cl osing.

(4) Gant funds will be deposited when such funds are delivered

(5) Wen funds from any source are deposited by Rural Devel opnent
personnel in a supervised bank account, a deposit slip will be
prepared in an original and two copies and distribution as foll ows:
Oiginal to the financial institution, one copy to the borrower, and
one copy for the borrower's case folder. The nanes of the borrower,
t he sources of funds, and "Subject to Rural Devel opnment
Countersignature,” and if applicable, the account number will be
entered on each deposit slip

(6) A loan or grant check drawn on the U. S. Treasury nay be
deposited in a supervised bank account w thout endorsenent by the
borrower when it will facilitate delivery of the check and is
acceptable to the financial institution. The borrower wll be
notified inrediately of any deposit nade and will be furnished a
copy of the deposit slip. Wen a deposit of this nature is made,
the foll owi ng endorsement will be used:

"For deposit only in the supervised bank account

of (nane of borrower)

in the (nane of financial 1 nstitution and address when
necessary for 1dentification) pursuant to Deposit Agreement
dat ed S

SPECI AL PN



RD | nstruction 1902-A
§1902.9 (Cont.)

(7) Accounts established through the use of Interest-Bearing
Deposit Agreenent will be in the name of the depositor and the
Gover nment .

(b) Deposits by borrowers. Funds in any formnmay be deposited in the
supervi sed bank account by the borrower if authorized by Rura
Devel opnent provided the financial institution has agreed that when a
deposit is made to the account by other than Rural Devel oprent

personnel, the financial institution will pronptly deliver or mail a
copy of the deposit slip to the Rural Devel opment District or County
Ofice.

(1) A loan or grant check drawn on the U S. Treasury nay be
deposited in a supervised bank account by a borrower, provided the
foll owi ng endorsenent is used and is inserted thereon prior to
delivery to the borrower for signature:

"For deposit only in nmy supervised bank account

in the (nane of financial institution and address when
necessary for identification pursuant to Deposit Agreenent
dat ed ."

(2) Funds other than loan or grant funds nay be deposited by the
borrower in those exceptional instances where an agreenment is
reached between the District Director or County Supervisor and the

borrower, whereby the borrower will nake deposits of incone from any
source directly into the supervised bank account. |In such instances
the borrower will be instructed to prepare the deposit slip in the

manner described in 8§1902.9 (a) (5).

§1902. 10 W t hdr awnal s.

(a) The District Director or County Supervisor will not countersign
checks on the supervised bank account for the use of funds unless the
funds deposited by the borrower from other sources were cash deposits,
or checks which the District Director or County Supervisor knows to be
good, or until the deposit checks have cl eared.

(b) Wthdrawal s of funds deposited under the applicable deposit
agreement are permtted only by order of the borrower and
countersignature of authorized Rural Devel opnent personnel, or upon
witten demand on the financial institution by the State Director

10



§1902.10 (Cont.) RD I nstruction 1902-A

(c¢) Upon withdrawal or maturity of interest-bearing accounts

est abl i shed t hrough the use of an Interest-Bearing Deposit Agreenent,
such funds will be credited to the supervi sed bank account established
t hrough the use of Form RD 402-1. (Revised 11-15-89, PN 122)

(d) The issuance of checks on the supervised bank account will be kept
to the m ni mum possi bl e wi thout defeating the purpose of such accounts.
When major itens of capital goods are being purchased, or a limted
nunber of relatively costly itens of operating expenses are being paid,
or when debts are being refinanced, the checks will be drawn to the
vendors or creditors. |If mnor capital items are being purchased or
nunerous itenms of operating and famly living expenses are involved as
in connection with a nonthly budget, a check may be drawn to the
borrower to provide the funds to neet such costs.

(1) A check will be issued payable to the appropri ate payee but
wi Il never be issued to "cash.” The purpose of the expenditure wll
be clearly shown on Form RD 402-2 and indicated on the face of the
check. When checks are drawn in favor of the borrower to cover
items too numerous to identify, the expenditure will be identified
on the check, as "m scellaneous."

(2) Normally, OL and EM Il oan funds will not be withdrawn fromthe
supervi sed bank account until the lien search has been nade and a
determ nati on reached that the required security has been obtai ned.
This applies also to withdrawal of funds in secured individual |oan
cases. However, in those instances when the applicant is unable to
pay for the lien search and filing fees from personal funds, a check
for this purpose may be drawn on the supervised bank account to neet
t hese | oanmaki ng requirenents.

(3) Odinarily, a check will be countersigned before it is
delivered to the payee. However, in justifiable circunstances such
as when excessive travel on the part of the borrower, District
Director or County Supervisor would be involved, or purchase would
be prevented, and the borrower can be relied upon to sel ect goods
and services in accordance with the plans, a check nay be delivered
to the payee by the borrower before being countersigned.

(i) When a check is to be delivered to the payee before being
countersigned, the District Director or County

11
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RD | nstruction 1902-A
§1902.10 (d)(3) (Cont.)

Supervi sor must nmake it clear to the borrower and to the payee,
if possible, that the check will be countersigned only if the
quantity and quality of items purchased are in accordance with
approved pl ans.

(ii) Checks delivered to the payee before counter-signature
will bear the following lIegend in addition to the | egend for
countersignature: "Valid only upon countersignature of Rura
Devel opnent . "

(iii) The check must be presented by the payee or a
representative to the District or County Ofice of the Rura
Devel opnent servicing the account for the required
count er si gnat ur e.

(iv) Such check must be acconpanied by a bill of sale,

i nvoi ce, or receipt signed by the borrower identifying the
nature and cost of goods or services purchased or simlar

i nformati on must be indicated on the check

(4) For real estate loans or grants, whether the check is delivered
to the payee before or after countersignature, the nunber, and date

of the check will be inserted on all bills of sale, invoices,
recei pts, and item zed statenents for materials, equiprment, and
servi ces.

(5) Bills of sale, and so forth, nmay be returned to the borrower
with the cancel ed check for the payment of the bill

(6) Checks to be drawn on a supervised bank account will bear the
| egend:

"Count ersi gned, " not as co-maker or endorser

(Title)
Rur al Devel opnent

8§1902.11 District and County Ofice records.

A record of funds deposited in a supervised bank account will be
mai nt ai ned on Form RD 402-2 in accordance with the FM. The record of funds
provi ded for operating purposes by another creditor or grantor will be on a

separate Form RD 402-2 so that they can be clearly identified. (Revised 4-16-
86, PN 7.)

12
(Revi sion 2)



RD | nstruction 1902-A
88 1902.12 - 1902.13 [Reserved]

§ 1902.14 Reconciliation of accounts.

(a) A checking account statement will be obtained periodically in
accordance with established practices in the area. |f the checking
statenment does not include sufficient information to reconcile the
account (the nane of the payee or the check nunber and the amount of
each check, i.e., a negotiable denmand draft drawn on a financia
institution), the original cancelled check or either a nicrofilmcopy or
ot her reasonable facsimle of the cancell ed check rmust be provided to
the District or County Office with the statement. Checking account
statements will be reconciled promptly with District or County Ofice
records. The person nmaking the reconciliation will initial the record
and indicate the date of the action. (Revised 05-24-90, SPECI AL PN)

(b) Al checking account statenents and, if necessary, origina
cancel | ed checks or either a microfilmcopy or other reasonable
facsimle of the cancelled checks will be forwarded inmediately to the
borrower when bank statements and District or County Office records are
in agreenent. If a transmittal is used, Form RD 140-4, "Transmittal of
Docurents," is prescribed for that purpose.

(c) If the Financial Institution did not return the original cancelled
check(s) to the Agency with the statements, and Rural Devel opnent has a
need for the original cancelled check(s), the Financial Institution
upon request by the Agency, will furnish to the Agency the requested
original cancelled check(s) or a certified mcrofilned copy or other
reasonabl e certified facsinile of the cancelled check(s) and wll
provide this service to the Rural Devel opnent with no fees being
assessed the Agency or the Depositor's account for the service.

§ 1902.15 d osing accounts.

VWhen Rural Devel opnent |oans or grant funds and those of any other |ender
or grantor have all been property expended or w thdrawn, Form RD 402-6 may be
used to give Rural Devel opnent consent (and or another |ender or grantor, if
i nvol ved) to close the supervised bank account in the follow ng situations:
(Revised 1-6-88, PN 74.)

(a) Wen Rural Devel opnent |oan funds in the supervised bank account of
a borrower have been reduced to $100 or less, and a check for the
unexpended bal ance has been issued to the borrower to be used for

aut hori zed purposes.
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RD | nstruction 1902-A
§ 1902. 15 (Cont.)

(b) For all loan accounts, except loans listed in 8 1902.15(c) of this
section, after conpletion of authorized | oan funds expenditures, and
after pronptly refunding any remsini ng unexpended | oan funds on the
borrower's | oan account with Rural Devel opnent or another |ender, as
appropriate. (Revised 1-6-88, PN 74.)

(c) For Community Facility, Water and Waste Disposal, Watershed (W),
Organi zati onal Rural Rental Housing (RRH). Resource Conservation and
Devel opnent (RCD), EO loans to a Cooperative Association, Rura
Cooperative Housing (RCH), or Organizational Labor Housing (LH) |oan and
grant accounts, when the funds have been expended in accordance with the
requi renents of Part 1942, Subpart A, the supervised bank account wll
be closed within 90 days followi ng conpleti on of devel opment, unless an

extension of tine is authorized in witing by the District Director. |If
the borrower will not agree to close the account, the District Director
or County Supervisor will request the State Director to make demand upon

the financial institution in accordance with § 1902. 16.
(Revi sed 10-31-01, PN 337)

(d) Pronptly upon death of a borrower, except when the loan is being
continued with a joint debtor, when a borrower is in default and it is
determ ned that no further assistance will be given, or when a borrower
is no longer classified as "active."

(1) Deceased borrowers.

(i) Odinarily, upon notice of the death of a borrower, the
District Director or the County Supervisor will request the
State Director to make denmand upon the bank for the bal ance on
deposit and apply all the bal ance after paynent of any bank
charges to the borrower's Rural Devel opnment indebtedness. Wen
the State Director approves continuation with a survivor, the
supervi sed bank account of a deceased borrower may be continued
with a remaining joint debtor who is liable for the | oan and
agrees to use the unexpended funds as pl anned, provided:

(A) The account is a joint survivorship supervised bank
account, or

(B) If not a joint survivorship account, the financia
institution will agree to permt the addition of the
surviving joint debtor's nane to the existing signature
card and the appropriate Deposit Agreenent and continue
to di sburse checks out of the existing account upon Rura
Devel opnent counter-signature and the joint debtor's
signature in place of the deceased borrower, or

14
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(i)

(
!
i

(C© The financial institution will permt the State
Director to withdraw the bal ance fromthe existing

supervi sed bank account with a check jointly payable to
Rural Devel opnent and the surviving joint debtor and
deposit the nobney in a new supervised bank account with a
surviving joint debtor, and wll disburse checks fromthis
new account upon the signature of such survivor and the
countersignature of an authorized Rural Devel opnent
official.

The State Director, before applying the bal ance remaining

[
n the supervi sed bank account to the Rural Devel opnent
ndebt edness, is authorized upon approval by the Ofice of the

General Counsel (0OGC) to refund any unobligated

(7-6-81) SPECIAL PN
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8§1902. 15 (d)(1)(ii) (Cont.) RD I nstruction 1902-A

(7-6-81)

bal ances of funds fromother | enders to the Rural Devel opnent
borrower for specific operating purposes in accordance with
subordi nati on agreenents or other arrangenents between Rura
Devel opnent, the |l ender and the borrower.

(iii) The State Director, upon the recommendati on of an

aut hori zed representative of the estate of the deceased
borrower and the approval of the OGC, is authorized to approve
the use of deposited funds for the paynent of conmitments for
goods delivered or services perfornmed in accordance with the
deceased borrower's plans approved by Rural Devel opnent.

(2) Borrowers in default. Whenever it is inpossible or inpractica
to obtain a signed check froma borrower whose supervised bank is to
be closed, the District Director or County Supervisor wll request
the State Director to nake demand upon the financial institution for
t he bal ance on deposit in the borrower's supervised bank account for
application as appropriate:

(i) To the borrower's Rural Devel opnent indebtedness, or

(ii) As refunds of any obligated advance provi ded by ot her
| enders which were deposited in the account, or

(iii) For the return of Rural Devel opment grant funds to the
Rural Devel opnent Fi nance Ofice, or

(iv) For the return of grant funds to other grantors.

(3) lnactive borrowers. An inactive borrower is one whose |oan has
not been paid 1n full, but is no |longer classified as "active."

(4) Paid up borrowers. A paid-up borrower is one who has a bal ance
remai ning 1 n the supervised bank account and has repaid the entire

i ndebt edness to Rural Devel opnment and has properly expended al

funds advanced by other lenders. In such cases the District
Director or County Supervisor will (i) notify the borrower in
witing that the interests in the account of Rural Devel opnent have
been term nated, and (ii) informthe borrower of the bal ance

remai ning in the supervised bank account.
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RD | nstruction 1902-A

8§1902. 16 Request for withdrawals by State Director

VWen the State Director is requested to make written denmand upon the
financial institution for the bal ance on deposit in the supervised bank
account, or any part thereof, the request will be acconpani ed by the foll ow ng
i nf ormation.

(a) Nane of borrower as it appears on the applicabl e Deposit Agreenent.
(b) Nane and location of financial institution

(c) Anmpunt to be withdrawn for refund to another |ender of any bal ance
that may remain of funds received by the borrower fromsuch |l ender as a
| oan or grant, or under a subordi nation agreenent or other arrangenent
bet ween Rural Devel opnent, the other |ender, and the borrower.

(d) Anpount to be wi thdrawn, excluding any service charges, for a refund
of Rural Devel oprment's.

(e) Oher pertinent infornmation including reasons for the withdrawal.
§81902. 17 - 1902.49 [Reserved]

§1902.50 OMB control nunber. (Added 02-25-94, SPECI AL PN.)

The reporting and recordkeepi ng requirenents contained in this regulation
have been approved by the O fice of Managenment and Budget and have been
assigned OMB control nunmber 0575-0158. Public reporting burden for this
collection of information is estinmated to vary fromb5 mnutes to 1-1/2 hours
per response, with an average of 0.42 hours per response, including tine for
reviewi ng instructions, searching existing data sources, gathering and
mai nt ai ni ng the data needed, and conpleting and review ng the collection of
informati on. Send conmrents regarding this burden estinmate or any other aspect
of this collection, including suggestions for reducing this burden, to
Department of Agriculture, Cearance Oficer, ORM Room 404-W Washi ngton, DC
20250; and to the Ofice of Managenent and Budget, Paperwork Reduction Project
(OVB #0575-0158), Washi ngton, DC 20503.

Exhibits to Subpart A
Exhi bit A - [Reserved]
Exhi bit B - Interest-Bearing Deposit Agreenent

0o
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RD | nstruction 1902-A
Exhi bit B to Subpart A

UNI TED STATES DEPARTMENT OF AGRI CULTURE
RURAL DEVELOPNMENT

| NTEREST- BEARI NG DEPCSI T AGREEMENT

BECAUSE Certain funds of referred to
as the "Depositor,"” are now on deposit with the
referred to as the "Financial Institution,"
under a Deposit Agreenment dated , 19 | providing for
supervision by the United States of Anerica, acting through the Rura
Devel opnent, referred to as the "Governnent," which Deposit Agreenent grants
to the Government security and/or other interest in the funds covered by that
Deposit Agreenent, and

BECAUSE certain of these funds are not now required for imredi ate
di sbursenent and it is the desire of the Depositor to place these funds in
i nterest-bearing deposits with the Financial Institution

THEREFORE, the Depositor and the Governnent authorize and direct the
Financial Institution to place Dol | ars
(% ) of the funds subject to that Deposit Agreenment in
i nterest-bearing deposits as foll ows:

$ for a period of nont hs at % i nt er est
$ for a period of nont hs at % i nt er est
$ for a period of nont hs at % i nt er est

These interest bearing deposits and the incone earned on themat all tines
shal |l be considered a part of the account covered by said Deposit Agreenent
except that the right of the Depositor and the Governnent to jointly w thdraw
all or a portion of the funds in the account covered by the Deposit Agreenent
by an order of the Depositor countersigned by a representative of the
Governnment, and the right of the Governnent to nmake witten demand for the

bal ance or any portion of the balance, is nodified by the above tine deposit
maturity schedule. The evidence of such tinme deposits shall be issued in the
nanes of the Depositor and Rural Devel oprent.
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A copy of this Agreement shall be attached to and beconme a part of each
certificate, passbook, or other evidence of deposit that may be issued to
represent such interest-bearing deposits.

Executed this day of , 19

UNI TED STATES OF AMERI CA
(Depositor)

By: By:
County Supervi sor Title:
Rur al Devel opnent
U S. Department of Agriculture
Accepted on the above ternms and conditions this day of

, 19 .

(Financial Institution)

(O fice or Branch)

By:

Title:

Position 2

0o



