Veterans Benefits Administration	M26-1, Revised


Department of Veterans Affairs	September 16, 1996


Washington, D.C.  20420





	1.  Transmitted is a complete revision of M26-1, "Guaranteed Loan Processing Procedures, Loan Guaranty Operations for Regional Offices".  Please don't be put off by the length of this transmittal.  It covers a good deal of beneficial information about the new manual.  





	2.  M26-1 now contains internal procedures only.  Most information already located in VA Pamphlet 26-7, VA Lender's Handbook, is not duplicated in the manual.  For example, the basic credit standards (pages 5-15 through 5-34 of VA Pamphlet 26-7) are not repeated in M26-1.  "How to Use this Manual" located on the back of the cover page of M26-1 provides further explanation. 





	3.  The manual is reformatted in a totally new approach for Loan Guaranty policies and procedures.  The method of presentation is called "Information Mapping" which is the only research-based methodology that applies to "knowledge topics"--policy, process, concept--as well as procedural information.  Happily the "in" phrases "user friendly" and "reader-focused writing" are appropriate to describe the new "now" M26-1.  





	4.  Even though the traditional manner of presenting information is completely modernized in this redo of M26-1, the internal procedures are the same, with the exception of a few changes to update and/or delete obsolete procedures.  In such areas as joint loans, refinancing, secondary borrowing, and funding fees, existing information has been expanded to provide clarity and to enhance basic subject knowledge.  Remember, much information from the old manual is already located in the Lenders' Handbook and is not repeated in this revision.  Also, the existing station procedures--updated and reformatted--will have, in most instances, been relocated to different chapters.





	5.  Please note the following information is no longer contained in M26-1, Revised:





	CHAPTER 2





	Page 2-2, paragraph 2.01b(3)(d).  Material covered in this subparagraph is deleted.  This particular exception to the 2-year requirement no longer has an impact on eligibility determinations.





	Page 2-17, paragraph 2.07d.  TARGET is changed to BDN (Benefits Delivery Network) which is more up-to-date.  





	Page 2-19, paragraph 2.10a(2).  This information is deleted; it is no longer correct with the additional eligibility of Reserves/National Guard.





	Pages 2-30 through 2-33.  These pages cover multiple periods of entitlement.  The text has been removed since the likelihood that today's veteran would be eligible under these criteria is �
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remote.  The rare circumstances that would need to exist for a veteran to be eligible under a multiple period of entitlement are now explained in the new appendix A,  Questions and Answers, of the revised M26-1.





	CHAPTER 4





	Page 4-5, paragraph 4.11.  This paragraph is deleted since the requirement that lenders must obtain credit information on prior VA loans the veteran may have had was eliminated by Circular 26-91-19, Credit Standards.





	Page 4-8, paragraph 4.19c.  This paragraph is deleted as a sampling of stations reported no useful benefit for stamping "Cancel" on VA Forms 26-1807 or loan dockets that are denied, withdrawn, or canceled.  The remainder of chapter 4 has been updated and incorporated in better suited areas of the revised manual. 





	CHAPTER 5, pages 5-9 through 5-13, paragraph 5.04E--Allowable Discounts.  This text is no longer necessary due to negotiated interest rate authority and is, therefore, deleted.  Much of this chapter is found in the Lenders' Handbook.  The remainder, consisting of internal procedures, has been updated and appears in different chapters of the new M26-1, Revised.





	CHAPTER 6, pages 6-1 through 6-3, paragraph 6.03.  Insured loan material is deleted because it is irrelevant. 





	CHAPTER 7





	Page 7-13, paragraph 7.06.  This paragraph is deleted and is now more appropriately located in Property Management's M26-5 manual.  





	Pages 7-17 and 7-18, paragraph 7.08.  This paragraph is deleted.  The probability of the sale of a veteran's entitlement to a third party who receives title to the property soon after loan closing has greatly diminished since VA loans closed after March 1, 1988 cannot be transferred or assumed unless prior approved by the loan holder or VA.  





	6.  Chapters 1 through 14 in the revised M26-1 contain existing policies and procedures and newly incorporated information from outstanding circulars.  We have included some new information that has not been formally published in a circular or interim issue.  This is information that may have previously been made available through E-mail transmissions, conference training materials, or as a result of case-by-case determinations between Central Office and stations, or from a lender inquiry on a subject-specific issue having nationwide implications.  
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	7.  The following summarizes each chapter, specifically noting new procedural and policy material.  Keep in mind most of the information added is to provide needed clarification in existing procedures and expand educational materials aimed at helping personnel to better perform their jobs and to increase consistency among field stations.  





	CHAPTER 1, Station Procedures Regarding VA Lenders.  Incorporates Circular 


26-89-34 and changes 1 and 2; and an E-mail sent to Loan Guaranty Officers on May 17, 1996.  Provides updated procedures for handling lender-related requests and assigning agent ID numbers; and adds processing instructions for extensions of authority, lender merger/acquisitions, and agent/lender ID numbers.  Also addresses lender training, including onsite visits, and collection of fees.  Important to use this chapter with chapter 1 of the Lender's Handbook.  





	CHAPTER 2, Veterans' Eligibility and Entitlement.  Basically the same as the last published edition (Change 12, July 17, 1995).  Three new forms of verification of Reserves or Guard service have been included in Section 2.03:  ARPC Form 606-E replaces DARP Form 606 (if received, 606's are still valid); NGB Form 23 which shows points; and 20-year letters showing successful completion of 20 years as an active member.





	CHAPTER 3, The Basics of a VA Loan Guaranty.  Self-explanatory.  In the case of a loan closed without the proper occupancy certification, a new final action was added when it is determined that occupancy was not met (sec. 3.03).





	CHAPTER 4, Loan Specifications.  Includes commonly used information about VA loans and GNMA (Government National Mortgage Association).





	CHAPTER 5, Credit Underwriting.  Must be used in conjunction with chapter 5, section II of the Lender's Handbook.  In case of a disapproval due to a VA benefit-related indebtedness, new language is provided to add to the veteran's copy of the rejection notice.  It now refers veterans to the VA Debt Management Center instead of the local Finance activity and provides a toll-free telephone number (sec. 5.02).  Information from several circulars is incorporated:  Circular 26-81-30, Credit Report Terminals; Circular 20-93-3, Safeguarding Credit Information; and Circular 26-96-3, CAIVRS Screening Procedures for Loan Guaranty Elements. 





	CHAPTER 6, How to Process Loan Submissions and Issue Evidence of Guaranty.  Updates old Chapter 1 with current procedures for setting up loan folders, assigning VA (LIN) loan numbers, and discusses need for tracking system (sec. 6.01).  Discusses new information on acceptability of "imaged" documents (sec. 6.02).  Incorporates procedures for Loan Guaranty and Adjudication to share information when a loan application involves a veteran who receives VA pension benefits.  Section 6.03 adds the following changes to prior approval loan commitments that require additional processing before closing:  More than 1 percent increase in interest rate; any increase in discount points; and energy efficient improvements over $6,000.  Section 6.04 
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contains procedures for waiver of a lender's failure to report loan timely; use of VA Customer Service Surveys; and expands actions to take if required funding fee receipt or valid COE (certification of eligibility) are missing from lender's submission for guaranty.





	CHAPTER 7, Other Considerations with a VA Loan.  Section titles are self-explanatory.  Circulars 26-81-34 and 26-83-3 incorporated in section on title limitations.  Material on secondary borrowing is much expanded to provide clarity (sec. 7.02).  Station actions for excessive seller concessions located in section 7.06.  





	CHAPTER 8, Fees and Charges Paid by the Borrower.  Provides clarification on how and when to calculate late fees and interest and how to handle inquiries about lost or missing receipts related to funding fees.  Incorporates use of LGY Funding Fee Report (Cir. 26-96-15).  Expands information on processing refunds of funding fees.





	CHAPTER 9, Refinancing Loans.  Chapter deals only with refinancing loans--procedures and policies; expect to do the same in future redo of Lender's Handbook.  Provides much needed clarification on IRRRL issues:  different obligors than on original loan; receipt of cash at closing; and processing of application with 3 or more payments past due.





	CHAPTER 10, Loans Requiring Special Underwriting, Guaranty and Other Considerations.  Provides clarification on basics of joint loans, such as, underwriting, calculating guaranty and funding fees.  Charts and examples help explain and show differences when cases involve only veterans or a veteran and nonveteran.  Includes information on VA guaranteed loans to Native American veterans (Cir. 26-65-15), not to be confused with VA direct loans to Native Americans and loan processing instructions for manufactured home loans--permanently affixed (Cir. 26-85-2).  Incorporates material on construction/permanent loans and energy efficient mortgages.  





	CHAPTER 11, Evidence of Guaranty.  New chapter which defines what evidence of guaranty means to the lender and VA.  Also incorporates other guaranty-related material.





	CHAPTER 12, Events after Guaranty.  Provides step-by-step procedures for conducting full review of 10 percent sampling cases and what to do with the review findings.  Incorporates training materials from prior LGO and Loan Processing training seminars and expands information previously contained in paragraph 5.16 of the old M26-1.  Gives station new option to refer lender deficiencies to Monitoring Unit when warranted.  Clarifies procedures dealing with determination of fraud or material misrepresentation; adds new reference to M26-4, paragraph 2.05.  Expands review and disposition instructions for early default cases (RPO 23s), including LAPP cases.  Provides a sample postaudit request letter.
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	CHAPTER 13, Sanctions Against Program Participants.  Completely updated with current regulatory provisions on debarment, suspension and LDP (limited denial of participation).  Incorporates instructions for withdrawal of automatic and LAPP processing authorities.  Contains material on unfair sales contracts or marketing practices (old chapter 5); and discrimination complaints and equal housing opportunity laws (old chapter 2).  Provides sample letter for LDP purposes.





	CHAPTER 14, Miscellaneous.  Incorporates Circular 26-89-17, Loan Guaranty Field Station Releases and Cir. 26-89-12, Underwriting Guaranteed and Vendee Loans.  Adds reference to use of software for training purposes (Cir. 26-96-18).





	APPENDIX A, Questions and Answers.  Self-explanatory.  Contains issues covered previously in training seminars.  The LP System Guide (appendix A in the old M26-1) has been redesignated as appendix C to the new M26-1, Revised.  This guide is being reformatted and will be converted to a separate publication sometime in the future.  Recommend employees keep LP guide in separate binder from M26-1, Revised.  





	APPENDIX B, A Table of Forms, Form Letters, Pamphlets and Posters.  Self-explanatory.





	INDEX.  Subject matter list giving page citation.





	8.  Now, with publication of the completely revised manual, it is a good time to thoroughly review the entire manual.  Because of the completely new "look and feel" of the text and additional chapters, some first reactions may be negative caused by a feeling of intimidation and/or being overwhelmed by the changes.  Probably the most common objections to the new formatting will be "I knew where everything was before, now I can't find anything" or "Now I'll have to use two manuals just to do my job".  These concerns may have some validity until personnel adapt to the new format.  We are confident that the ease of scanning, reading, comprehending and remembering the information will soon eliminate these objections.





	9.  RESCISSIONS





	a.  Interim Issues 26-88-5, 26-89-13, 26-89-29, 26-90-2, 26-90-19 (par. C1), 26-90-20, and 26-91-4.





	b.  Manual changes 3, 4, 6, and 8 through 13.








													5
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	c.  Circulars:





	(1)  Related:  20-92-9 and change 1; 20-93-3; 26-65-15; 26-77-7; 26-81-30; 26-81-34;


26-83-3; 26-86-18; 26-88-11; 26-88-13; 26-89-9; 26-89-12 and change 1; 26-89-17; 26-89-34 and changes 1 and 2; 26-89-39; 26-89-41; 26-90-23 erratum and change 1; 26-93-18; 26-93-21; 26-94-14; 26-94-15; 26-96-3; 26-96-4 and 26-96-14.  





	(2)  Unrelated:  26-88-17 and change 1; 26-89-13; 26-90-20; 26-90-27; 26-90-33;


26-90-36 and change 1; 26-90-45; 26-91-8; and 26-91-19








		By Direction of the Under Secretary for Benefits











		Keith Pedigo


		Director, Loan Guaranty Service





Distribution:   Per RPC 2021


FD
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	1.  This change concerns the issue of contract review and individual loan cases established in relation to properties appraised in MCRV’s (master certificates of reasonable value).  Stations no longer need to review contracts to ensure that they meet VA requirements.  Instead, lenders are expected to review them to ensure that they contain all items required by VA and do not contain prohibited language.  VA Pamphlet 26-7, VA Lender’s Handbook, has been changed accordingly.  





	2.  Manual M26-1 has been changed to delete instructions to stations that they are to review actual or proposed sales contracts.  In regard to loan files created in relation to properties appraised under MCRV’s, there is no longer a need to notify veterans of the appraised value by issuing VA Form 26�1843e, Notification of Reasonable Value - VA Guaranteed Loan, or system-generated letter.  VA Form 26�1820, Report and Certification of Loan Disbursement, or VA Form 26-1802a, HUD/VA Addendum to Uniform Residential Loan Application, will now be used to notify the veteran of the reasonable value determined by VA.





	3.  Manual M26-1 is also being amended to add a quick reference table for VA eligibility and to announce a change in the law concerning the starting date of the Vietnam era for individuals who served in the Republic of Vietnam.  





	4.  Therefore, M26-1, Guaranteed Loan Processing Manual, A Guide for Loan Processing Employees in VA Regional Offices, is changed as follows:





	Pages iii and iv:  Remove these pages and insert pages iii and iv attached.  





	Pages 2-i and 2-ii:  Remove these pages and insert pages 2-i and 2-ii attached.  





	Pages 2-1 and 2-2:  Remove these pages and insert pages 2-1 and 2-2 attached.  





	Page 2-66:  Immediately following this page add page 2-67 attached.





	Pages 13-27 through 13-30:  Remove these pages and insert pages 13-27 through 13-29 attached.





	Pages I-7 and I-8:  Remove these pages and insert pages I-7 and I-8 attached.





	By Direction of the Acting Under Secretary for Benefits














	Keith Pedigo, Director


	Loan Guaranty Service





Distribution:   Per RPC 2021


FD
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	1.  This change concerns the review of closed loans.  When all closed loans are submitted to VA for issuance of VA Form 26-1899, Loan Guaranty Certificate, they are subject to a very limited review to ascertain that the borrower is an eligible veteran and that the funding fee has been paid or the veteran is exempt from paying the funding fee.  It has recently been discovered that some lenders may be submitting loans for which no appraisal has been done and/or no CRV (VA Form 26-1843, Certificate of Reasonable Value) or lender’s NOV (notice of value) has been issued.  Consequently, the limited review prior to issuance of the Loan Guaranty Certificate will be expanded to include verifying that either a CRV or an NOV has been issued.





	2.  Therefore, M26-1, Guaranteed Loan Processing Manual, A Guide for Loan Processing Employees, is being changed to implement the expanded requirement as follows:





	Page 6-ii:  Remove this page and insert page 6-ii attached.





	Pages 6-13 through 6-16:  Remove these pages and insert pages 6-13 through 


6-16a attached.





	By Direction of the Acting Under Secretary for Benefits











	Keith Pedigo, Director


	Loan Guaranty Service





Distribution:  Per RPC 2021�
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Washington, DC  20420	February 4, 1998





This change concerns the following:





VA Form 26-8995, Warning - Release of Liability Label, has been rescinded.  This form was used as a label affixed to the certificate of eligibility once the loan was guaranteed.  It has been determined that this form can be eliminated because the veteran is notified of his or her liability several times during the loan process.  In addition, VA Form Letter 26-0314, Advance Servicing Letter, which is sent to the veteran-borrower 30 days after the loan has been guaranteed, has been modified to incorporate language similar to that on VA Form 26-8995.  Exhibit 6-B is a sample of FL 26-0314, as amended.  This revised form letter will be used as soon as the conversion from LPS to ALPS is completed.





In accordance with regulations that became effective January 1, 1998, all lenders are now required to remit VA funding fees by electronic funds transfer.  VA funding fees can no longer be paid by check, unless a station chooses to accept a check on station due to unusual circumstances warranting an exception.





Therefore, M26-1, Guaranteed Loan Processing Manual, A Guide for Loan Processing Employees, is being changed as follows:





Pages 2-59 and 2-60:  Remove these pages and insert pages 2-59 and 2-60 attached.





Pages 6-17 and 6-18.  Remove these pages and insert pages 6-17 and 6-18 attached.





Pages 8-1 through 8-4:  Remove these pages and insert pages 8-1 through 8-4 attached.





Pages B-5 and B-6:  Remove these pages and insert pages B-5 and B-6 attached.





	By Direction of the Under Secretary for Benefits








	Keith Pedigo, Director


	Loan Guaranty Service





Distribution:  Per RPC 2021


�
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Department of Veterans Affairs					Change 4   


Washington, DC  20420						February 12, 2002








1.  This change concerns the processing of nonsupervised lenders’ applications for automatic authority.  Presently, stations are required to forward applications to Central Office for a decision.  We are now delegating the approval process to field stations (Regional Loan Centers, Honolulu and San Juan).  Members of survey teams will be performing spot checks of lender approval actions during the regularly scheduled visits.





2.  The pages affected by this change are: 1-2; 1-3; 1-4; and 1-6.





3.   Please see the attached exhibits A, B and C.  Stations should follow the same format when corresponding with lenders.  





4.  Therefore, M26-1, Guaranteed Loan Processing Manual, A Guide for Loan Processing Employees, is changed as follows:





Pages 1-i through 1-15:  Remove these pages and insert pages 1-i through


C-1 attached.








	By Direction of the Acting Under Secretary for Benefits











	Keith Pedigo, Director


	Loan Guaranty Service





	





Distribution:  Per RPC 2021





