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Chapter 3  The Basics of a VA Loan Guaranty
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How to Use this Chapter


 


Introduction�
This chapter provides:


�SYMBOL 183 \f "Symbol" \s 10 \h�	A table to use for calculating the amount of guaranty on a loan


�SYMBOL 183 \f "Symbol" \s 10 \h�	A table of basic information VA employees should know before working with VA loans 


�SYMBOL 183 \f "Symbol" \s 10 \h�	Internal procedures related to the veteran's occupancy requirement.


�SYMBOL 168 \f "Symbol" \s 8 \h�	See paragraph 3.16 of the Lender's Handbook for detailed information on the occupancy requirement.





The "Basic Elements of a VA-Guaranteed Loan" table which comprises section 3.02 is intended to provide only general information on a limited number of subjects.  When using the table, always assume that:


�SYMBOL 183 \f "Symbol" \s 10 \h�	There may be exceptions to the generalities stated


�SYMBOL 183 \f "Symbol" \s 10 \h�	VA employees need to know more detailed information than the table offers in order to respond to inquiries or perform work in the subject area.�
�
   


�
Section�
Heading�
�
Subjects in this Chapter�
3.01  Maximum Guaranty on VA Loans  �
�SYMBOL 183 \f "Symbol" \s 10 \h�	Maximum Guaranty Table�
�
�
3.02  Basic Elements of a VA-Guaranteed Loan �
�SYMBOL 183 \f "Symbol" \s 10 \h�	Basic Elements of a VA-Guaranteed Loan Table�
�
�
3.03  Occupancy�
�SYMBOL 183 \f "Symbol" \s 10 \h�	Occupancy Requirements


�SYMBOL 183 \f "Symbol" \s 10 \h�	Loan Closed Without Occupancy Certification�
�
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�seq chapter \h \r3�3.01  Maximum Guaranty on VA Loans


  �xe "Maximum guaranty"��xe "Guaranty:maximum"��xe "Guaranty:minimum on IRRRL"��xe "IRRRL:minimum guaranty "�


Maximum Guaranty Table�
The maximum guaranty on a VA loan is the lesser of the veteran's available entitlement or the maximum potential guaranty amount indicated below:�
�



Loan Amount�
Loan Type(s)�
Maximum Potential Guaranty�
Special Provisions�
�
Up to $45,000�
All �
50 percent of the loan amount�
Minimum guaranty of 25% on IRRRLs�
�
$45,001 to $56,250�



All �



$22,500�



Minimum guaranty of 25% on IRRRLs�
�
$56,251 to $144,000�



All �
40 percent of the loan amount, with a maximum of $36,000�



Minimum guaranty of 25% on IRRRLs�
�









Greater than $144,000�
Must be for:


�SYMBOL 183 \f "Symbol" \s 10 \h�	Purchase or construction of a home, OR


�SYMBOL 183 \f "Symbol" \s 10 \h�	Purchase of a condominium unit, OR


�SYMBOL 183 \f "Symbol" \s 10 \h�	Refinancing with an IRRRL�









25 percent of the loan amount, with a maximum of $50,750�



Cash-out refinances have a maximum guaranty of $36,000











Minimum guaranty of 25% on IRRRLs �
�


















Any�
Joint Loans





Energy Efficient Mortgages





Construction loans on which construction is incomplete





Supplemental loans





Manufactured Home Loans�
(








(











(








(








(�
See section 10.01








See section 10.02 














See section 10.02 








See section 10.02








See 38 U.S.C. 3712�
�
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3.02  Basic Elements of a VA-Guaranteed Loan   


  


The following table provides general rules and information critical to understanding a VA  loan guaranty.  Exceptions and detailed explanations have been omitted.  Instead, a reference to the best available material on the subject, including such exceptions and details, is provided in the last column of the table. �xe "Guaranty:purpose"��
�



Subject�
Explanation�
Where to Find Information�
�
Purpose of Guaranty�
To encourage lenders to make VA loans by protecting lenders/loan holders against loss, up to the amount of guaranty, in the event of foreclosure.�
�
�
Amount of Guaranty�
The lesser of:�xe "Guaranty:amount of"�


�SYMBOL 183 \f "Symbol" \s 10 \h�	The veteran's available entitlement indicated on the COE (plus up to $14,750 additional for certain loans over $144,000)


OR


�SYMBOL 183 \f "Symbol" \s 10 \h�	The maximum potential guaranty from the maximum guaranty table.  (Highest possible guaranty is $50,750)�
M26-1 (3.01)





Lender's Handbook (5.02) �
�
Maximum Loan Amount�
Unlike other programs, VA has no specified dollar amount(s) for the "maximum loan." The maximum loan amount depends upon: �xe "Maximum loan amount"��xe "Loan:maximum"�


�SYMBOL 183 \f "Symbol" \s 10 \h�	The reasonable value of the property indicated on the CRV or NOV


�SYMBOL 183 \f "Symbol" \s 10 \h�	The lender's needs in terms of secondary market requirements. �
M26-1 (4.01)





Lender's Handbook (5.01)�
�
Down-payment�
No downpayment is required by VA unless the purchase price exceeds the reasonable value of the property, or the loan is a GPM.�xe "Downpayment"�


�SYMBOL 183 \f "Symbol" \s 10 \h�	The lender may require a downpayment if necessary to meet secondary market requirements.�
M26-1 (4.01)�
�
Occupancy�
The veteran must certify that he or she intends to personally occupy the property as his or her home.�xe "Occupancy requirement"��
Lender's Handbook (3.16)�
�
Under-writing�
Flexible standards.  The veteran must have:


�SYMBOL 183 \f "Symbol" \s 10 \h�	Satisfactory credit


�SYMBOL 183 \f "Symbol" \s 10 \h�	Satisfactory repayment ability�xe "Underwriting:credit standards"��xe "Credit:standards"�


�SYMBOL 168 \f "Symbol" \s 8 \h�	Stable income


�SYMBOL 168 \f "Symbol" \s 8 \h�	Residual income (net effective income minus monthly shelter expense) in accordance with regional tables


�SYMBOL 168 \f "Symbol" \s 8 \h�	Ratio of total monthly debt payments to gross monthly income preferably 41% or less�
Lender's Handbook 


(chapter 5, section II)�
�
Continued on next page
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Basic Elements of a VA-Guaranteed Loan (continued)�
�
�



Subject�
Explanation�
Where to Find Information�
�
IRRRLs (Streamline Refinancing Loans)�
Used to refinance an existing VA loan at a lower interest rate


�SYMBOL 183 \f "Symbol" \s 10 \h�	No appraisal or underwriting required�xe "IRRRL"��xe "Interest Rate Reduction Refinancing Loan" \t "see IRRRL" \i�


�SYMBOL 183 \f "Symbol" \s 10 \h�	Closing costs may be financed in the loan


�SYMBOL 183 \f "Symbol" \s 10 \h�	Any reasonable discount points can be charged, but only 2 discount points can be financed in the loan


�SYMBOL 183 \f "Symbol" \s 10 \h�	No cash to borrower





NOTE: A fixed rate loan to refinance an ARM may be at a higher interest rate.�xe "Adjustable rate mortgage"��
M26-1 (9.01, 9.02)


Lender's Handbook (3.13,3.14, 4.08)�
�
Interest Rate and Points�
Interest rate and points are negotiated between the lender and veteran.�xe "Interest rate"��xe "Loan:interest rate"�


�SYMBOL 183 \f "Symbol" \s 10 \h�	The veteran and seller may negotiate for the seller to pay all or some of the points


�SYMBOL 183 \f "Symbol" \s 10 \h�	Points must be "reasonable"�xe "Points" \t "see Discount points" \i��xe "Discount points"��xe "Loan:discount points"�


�SYMBOL 183 \f "Symbol" \s 10 \h�	Points may not be financed in the loan except with IRRRLs�
Lender's Handbook (5.03)�
�
Funding Fee�
The veteran must pay a funding fee to help defray costs of the VA home loan program.


�SYMBOL 183 \f "Symbol" \s 10 \h�	Find the percentage appropriate to the veteran's particular circumstances on the funding fee table.


�SYMBOL 183 \f "Symbol" \s 10 \h�	Apply this percentage to the loan amount to arrive at the funding fee.�xe "Funding fee"��xe "Fees:veteran:funding fee"�


�SYMBOL 183 \f "Symbol" \s 10 \h�	The funding fee may always be financed in the loan. �
M26-1 (8.02)





Lender's Handbook 


(chapter 6, section II)�
�
Closing costs�
Those payable by the veteran are limited by regulation to a specific list of items plus a 1% flat charge by the lender.


�SYMBOL 183 \f "Symbol" \s 10 \h�	Any other party, including the seller, can pay any costs on behalf of the veteran.


�SYMBOL 183 \f "Symbol" \s 10 \h�	Closing costs cannot be financed in the loan except on an IRRRL.�xe "Closing costs"��xe "Loan:closing costs"��
M26-1 (8.01)





Lender's Handbook 


(chapter 6, section I)�
�
Security Instruments�
The lender may use any note and mortgage forms they wish as long as they contain certain VA-required clauses.�xe "Security instruments"��xe "Loan:security instruments"��
Lender's Handbook (6.19, 6.20)�
�
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3.03  Occupancy


 �xe "Occupancy requirement"�


Occupancy Requirements�
See paragraph 3.16 of the Lender's Handbook.





Lenders are instructed to discuss unusual circumstances of occupancy with the VA station or submit the circumstances to the VA station for prior approval.


�SYMBOL 183 \f "Symbol" \s 10 \h�	In difficult cases, consult Central Office (264).�
�
 


Loan Closed Without Occupancy Certification�
If evidence of guaranty has been issued on a loan and:


�SYMBOL 183 \f "Symbol" \s 10 \h�	The loan was automatically closed without the required occupancy certification 


OR


�SYMBOL 183 \f "Symbol" \s 10 \h�	The prior approval loan was closed without the certification obtained at both the time of application and closing


THEN


�SYMBOL 183 \f "Symbol" \s 10 \h�	The Director, Loan Guaranty Officer, Assistant Loan Guaranty Officer, or Chief of Loan Processing will determine whether the veteran occupied or intended to occupy the property as required.


�SYMBOL 168 \f "Symbol" \s 8 \h�	Place a memorandum of the determination and any evidence upon which it is based in the loan file.


�SYMBOL 168 \f "Symbol" \s 8 \h�	If the occupancy requirement was not met, flag the case for a possible bad faith determination if the loan is subsequently foreclosed.�
�
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