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CHAPTER 5.	PAYOUT


5.01	GENERAL PRINCIPLES





a.	In most cases, the full amount of the approved grant will be disbursed in one Treasury Department check payable to the veteran.  The check is transmitted to the station having jurisdiction.  The guiding principle in handling the proceeds check, or checks in 801(a) cases, is to assure that the grant is not paid out in full for the veteran's account until the veteran has actually acquired a title meeting the requirements of [38 CFR 36.4402(a)(4)] in a home that has been specially adapted to his or her needs and that the purposes for which the grant was provided have been accomplished.  A certain degree of flexibility and discretion in the handling of the grant proceeds is necessary to take care of variations in the contractual ar�rangements which have been entered into by the veteran.  Methods of handling the proceeds check that permit full pay out to creditors of the veteran before the home has been so adapted, or before it has been acquired by the veteran, seriously jeopardize the position of the veteran and the fulfillment of the VA's responsibilities.  The plan or formula which controls computation of the amount of the grant is also important for the purpose of determining the manner in which the grant proceeds are paid out for the account of the veteran.  Generally, the circumstances will require placing the grant proceeds in an escrow account in plans 1, 2, and 3 cases (801(a) cases only), using VA Form 26-1854, Escrow Agreement-Specially Adapted Housing. 





b.	See paragraph 2.04 or 2.05 for coding instructions for reporting the grant made.





5.02 	ESCROW-WHEN REQUIRED





a.	The approval letter from the Director, Loan Guaranty Service will provide instruction and guidance concerning the payout procedure to be followed in each case or confirm the arrangements proposed by the processing station.  It will specify whether an escrow will be set up.  VA Form 26-1854 basically contemplates a situation in which the total amount of the grant is to be broken down in parts and disbursed to several payees, or to one creditor, the builder, in installments as certain construction stages are reached.  It is, however, equally suitable in any instance in which a significant amount of time must elapse between the field station's receipt of the proceeds check and the date on which the final payment is to be made to a creditor and veteran is to acquire the property, or the adaptions are completed, or the property is freed from liens, as the case may be.  This is true even in a case in which the entire grant proceeds are to be paid out in one sum.





b.	At or about the time of loan closing, the veteran should be assisted by Loan Guaranty personnel in completing the necessary insurance forms if he or she is obligated for supplementary financing. (For details, refer to ch. 9 of this manual.)





5.03	SETTING UP THE ESCROW





a.	Selection of Escrowee.  Because of the trust necessarily placed upon the escrowee to properly pay out the grant pro�ceeds, it is essential that the individual or institution selected for this function be responsible, financially sound and of un�questioned probity.  In addition, the identity of the escrowee must be acceptable to the veteran and the builder.  Financial institutions which are FHA-approved mortgagees generally will qualify.  The same is true of those authorized by the State to conduct a trust business and those that qualify as supervised lenders as defined in 38 U.S.C. 1802(d), whether or not they participate in the VA loan guaranty program.  After the preliminaries concerning title, financing and construction have been arranged to the satisfaction of station management, or its designee, arrangements will be made with the veteran for proper endorsement and deposit of the grant check with the escrow agent subject to the specific instructions of the escrow agreement.  No part of construction loan or other supplemental loan proceeds, and no part of the private funds, if any, of the veteran which go into the construction, will be placed in the same escrow with the grant proceeds.





[b.	Interest on Grant Funds.  Grant funds should be placed, if possible and practical, in an interest bearing escrow ac�count, if:





(1)	It is not contrary to local law or custom.





(2)	The funds are not commingled. However,  funds  which  are  deposited  in  a  separate  federally  insured  account  to  the veteran's credit, subject to the control of the trustee or escrowee, and which are readily available without charge or early withdrawal penalty may be commingled with funds of the financial institution in which the grant funds are deposited.
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(3)	The funds are available upon demand.  Any interest earned on the grant funds is outside the scope of the escrow agreement and may be treated in any manner the veteran chooses after the escrow agreement is completed.]





[c.]	Instructing the Escrowee.  Although the VA is not a signatory of the escrow agreement, its provisions make the escrowee subject to instructions of the VA representative designated therein.  Accordingly, it is a necessary incident to sign�ing of the escrow agreement that the escrowee be instructed in respect to such matters as:





(1)	Timing  of  payments (payment schedule).





(2)	Correlation of expenditures of grant funds with supplementary loan and other funds, if any.





(3)	Compliance inspections.





(4)	Lien and performance bonds. (801(a) cases only.)





(5)	Delivery of deed and other title evidence to the veteran. (801(a) cases only.)





(6)	Expenditures for land acquisition (and limits  thereon).  (801(a)  cases  only.)





(7)	Review of title evidence by VA prior to closing. (801(a) cases only.)





(8)	Obtaining the veteran's endorsement of grant check.





(9)	The grant proceeds are to be held in trust to be used to fulfill the purposes of the grant.





[d.]	Staged Payment Schedules (801(a) Cases Only).  Except in those instances in which it is arranged to pay out the grant proceeds on a turnkey basis after completion of construction or remodeling (plan 1, 2, or 3), it will be necessary to prepared a staged payment schedule for the escrowee's use.  Disbursements will be calculated on the basis of inplace con�struction and will be limited to not more than 80 percent of the value of inplace construction, plus the cost of the land.  An example of a staged payment schedule utilizing grant, loan, and veteran's funds is as follows:





		Grant	Loan	Vet's	Total�                   Stage	Percentage	Funds	Funds	Funds	Funds��    (1)  Foundation walls complete	20%	$6,500	$   9,000	$300	$15,800�and ready for backfill.





    (2) Building enclosed and	20%	6,500	      9,000	300	15,800


roughing in complete.


	


    (3) Plastered, trimmed, and plumb-	20%	6,500	      9,000	300	15,800�ing fixtures set, but not including�finish floors, doors, decorating,�electrical fixtures, and heating�equipment.��    (4) Building completed.	20%	6,500	9,000	300            15,800��    (5) Payment of 20 percent hold-	20%	6,500	9,000	300            15,800�back to builder____________________________________________________________________.





Total                                                	100% 	$32,500      $45,000                         $1,500         $79,000





Such a schedule of payments should be reflected in the construction contract and escrow agreement with such variances as may be deemed necessary by station management to conform to local customs.
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[e.]	Twenty Percent Holdback (801(a) Cases Only).  It will be permissible to correlate the advancing of funds in the grant with the advancing of supplemental loan funds by the lender.  In such cases, it will be desirable to have a provision in the VA commitment for a grant correlated with the provisions of the construction loan so that the holdback of 20 percent of the value of inplace construction will be correlated to the extent that the lender's disbursements and the VA disbursements added together still provide for a 20 percent holdback.  Such variances in the specific provisions of a construction loan contract as may reflect local practices of sound and conservative nature will be allowable.  Station management will make such recommendation as is workable under the contracts and commitments of the veteran.  It is recognized that in some instances the 20 percent holdback is excessive.  These occasions arise when the builder must postpone completion of certain improvements because of weather condi�tions, or, for other reasons beyond his or her control, is unable to deliver or install certain items of equipment on schedule.  In any instance in which the veteran desires occupancy before the property is entirely completed and completion is delayed because of reasons beyond the control of the builder, the veteran may request the VA to approve disbursement of all funds except an amount necessary to assure completion of the unfinished and postponed work.  Upon receipt of such request, station management or its designee may approve a modification of the disbursement schedule or the escrow agreement so long as grant proceeds equal to twice the cost of the postponed items or $500, whichever is the greater, are held back under the schedule of disbursements or retained under the escrow agreement to assure completion of the property in accordance with the contract.





[f.]	Correlation With Supplementary Financing (801(a) Cases Only).  In all instances in which the veteran is obtaining loan financing, and staged payments are to be made out of the grant proceeds, arrangements will be made with the lender for correlating expenditures out of the grant proceeds with the lender's disbursements of the loan funds.  The basic pattern of such correlative arragements is that each payment to a supplier or other creditor in the transaction will consist, in part, of grant proceeds and, in part, of loan (or other) proceeds in proportion to the relative overall amount available from each source.  For example, if the grant is for $32,500 and the loan is for $45,000, in a four-staged disbursement each payment to a supplier will consist of $8,125 in grant funds and $11,250 in loan funds.  There will be situations requiring variations.  For example, suppose it is agreed that an architect's fee of $2,500 and lot cost of $10,000 will be paid entirely from grant funds at the beginning of the escrow.  This would reduce the balance of funds available for construction costs to $20,000.  If there were also $45,000 in loan funds, in a four-staged disbursement each payment would consist of $5,000 in grant funds and $11,25O in loan funds.  The reason this correlation of expenditures is important is that the power of the VA representative to control progress of the transaction through control over payments by the escrowee exists only so long as funds remain in the escrow account.  This "purse-string" control provides further assurance that the veteran will get the home and that it will meet specifications.  When the supplementary financing is a direct loan by VA, the grant proceeds may be used before any staged payments of the proceeds of the direct loan.  This procedure will result in some saving to the veteran on the interest on the direct loan.  Since, in this situation, the VA controls the loan proceeds, the "purse-string" control referred to above is not necessary.





[g.]	Payout for 801(b) Cases.  The grant proceeds will be disbursed on a turnkey basis, i.e., upon completion of the adaptations.





5.04	USE OF GRANT PROCEEDS TO ACQUIRE LOT (801(a) Cases Only)





In some plan 1 cases, it becomes necessary for the veteran to obtain clear title to the lot to facilitate supplementary financing.  Notwithstanding the potential availability of loan funds as well as grant funds for ths purpose, it is in order to authorize an expenditure out of grant proceeds alone to enable the veteran to acquire title.  Specific approval of the Director, Loan Guaranty Service will, however, be required in any instance in which the veteran proposes to use over 50 percent of the grant proceeds to acquire the lot.  The basis of any field station recommendation in support of such request must fully explained.
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5.05	VA CONTROL OF ESCROWEE'S EXPENDITURES





The escrow agreement provides that the VA representative must give approval in writing before the escrow agent may disburse any part of the grant proceeds.  Such approval may not be given unless the payment is due and unless the VA representative finds that the conditions outlined in the letter of commitment have been complied with.  It will be necessary that the conditions set forth are embodied in the contract attached as an exhibit to the escrow agreement.  For all practical purposes, the procedure in approving a disbursement by the escrow agent is the same as would obtain were no escrow in�volved.  Likewise, in protecting against liens arising out of the construction, the same protective procedures will be employed in an escrow case as in a nonescrow case.
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