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CHAPTER 2.  VALUATION POLICIES, REQUIREMENTS, METHODS,

AND PROCEDURES



SECTION I.  DESIGNATED APPRAISERS



2.01  DEFINITION



	A designated appraiser is a person requested by the [Secretary] to provide an estimate of the reasonable value of a property, or of a specified type of property, within a stated area for the purpose of justifying the extension of credit to an eligible veteran for any of the purposes stated in 38 U.S.C. chapter 37. (See 38 CFR 36.4301.) An appraiser on a fee basis is not an agent of the [Secretary].  Regional office staff appraisers are also designated appraisers within the purview of VA regulations.



2.02  ROSTER OF DESIGNATED FEE APPRAISERS



	a.  Each regional office will establish and maintain separately, on a current basis, a roster of designated fee appraisers authorized to appraise realty and a roster of designated fee appraisers authorized to appraise nonrealty.  A sufficient number of fee appraisers will be maintained on rosters to accommodate all appraisal requests expeditiously.



	b.  Training kits, designed for use by fee appraisers in the performance of their duties, will be assembled and maintained in each regional office.  Upon being placed on the roster, each fee appraiser shall be given a complete training kit consisting of information and guidance material compiled to serve as a reference and aid toward better understanding and applying VA requirements, methods and procedures in connection with appraisal of properties (e.g., related basic directives, pamphlets, local instructions, checksheets, and illustrative exhibits).  Such kits shall also contain applicable instructions specified in paragraphs 2.05e and 2.72.



	c.  Upon request by a local HUD (Department of Housing and Urban Development) office, the VA regional office concerned will supply the HUD office with a copy of its roster of qualified fee appraisers.



2.03  SUSPENSION OR REMOVAL OF FEE APPRAISERS



	a.  Detailed records of errors, delays in production, incompetence, pertinent interviews, letters of admonishment, and other similar material concerning designated fee appraisers shall be maintained to justify and support any action for disqualification.  When it is necessary to terminate the services of an active fee appraiser, written notice will be given stating that his or her services are terminated as of a
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given date with an explanation of the reasons.  If the termination is for cause (malfeasance, engaging in practices detrimental to the interest of the veteran, lender, or the Government), a copy of the notice will be forwarded to the local field offices of HUD and FmHA (Farmers Home Administration) serving the same area as the regional office invoking the sanction[; the State licensing authority, if any; professional appraisal organizations of which the appraiser is a member; and VA Central Office (262) (RCS VB-1, part II, item No. 2-3.1).  NOTE:  The copy of the termination notice shall not be sent until the appeal process is completed and the final decision was to uphold the termination, or if no appeal is made, until the time period for making an appeal has passed.]



	b.  After having supplied a HUD office with the roster as stated in paragraph 2.02c, such office will be notified when the VA regional office removes any fee appraiser from the roster for misconduct or irregularity.  A reciprocal arrangement has been made with HUD to provide that when one of its field offices removes a fee appraiser from the roster for misconduct or irregularity, the VA regional office concerned will be notified of such action.  Regional offices may also begin receiving copies of removal notices from the State Director of FmHA and filed in accordance with RCS VB-1, part I, item No. 12-152.200.  (See also par. 5.13.)



2.04  FISCAL YEAR SUMMARY OF SUPERVISION OF FEE APPRAISERS



	In order that Central Office may monitor regional office supervision of fee appraisers, regional offices will submit a [report to Central Office (262) on or before the 15th workday of October of each year.   Reports Control Symbol 20-0697 is assigned to this report.  A copy of the report will be maintained by the regional office (RCS VB-1, part I, item No. 13-091.100).



	a.  General Information



	(1)  Spreadsheet.  A spreadsheet of the revised report, in Lotus version 2.01, has been placed as a file on the Electronic Bulletin Board (FTS 373-4508) under the name SUPERAPP.WK1. (See fig. 13 for a sample completed report.)  The file should be downloaded onto a blank formatted diskette, the report information entered, and the completed report [mailed] to Central Office [(262)].  The completed report should be named APP preceded by the station  number (e.g., 314APP for Roanoke, VA).  [Also see paragraph 2.26 for instructions regarding the concurrent reporting of the number of appraisal reports to be field reviewed during each month of the next fiscal year.]
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	(2)  Keyboard Macro.  The spreadsheet program contains a sequence of stored keystrokes which, when used, will automatically move the cell pointer to the next column to the right each time the [RETURN] key is pressed.  When the end of a row is reached, the macro will automatically reposition the cell pointer to the start of the next row down.  The macro should only be used when entering information one row at a time.  It cannot be used when information is being entered one column at a time (e.g., listing all fee appraisers before entering information about their numbers of assignments).  The macro also cannot be used when preparing the report heading and when correcting data entry errors.



	(a)  Invoking the Macro



	1.  Use the arrow key(s) to move the cell pointer to beneath the "FEE APPRAISER NAMES - LAST" heading at the time the macro is invoked.



	2.  Press the [GL] key and press "A."  The "CMD READY" display will appear in the upper right corner of the screen to indicate that the macro is ready for use.



	(b)  Deactivating the Macro.  Hold down the [SHIFT] key and press [CANCEL].



	(c)  Correcting Errors Made While Using the Macro



	1.  Deactivate the macro.



	2.  Move the cell pointer to the data that needs to be corrected and make the correction.



	3.  Move the cell pointer to beneath the "FEE APPRAISER NAMES -- LAST" heading in the row in which the next data entry is to be made.



	4.  Reinvoke the macro and continue entering information.



	b.  Reporting Instructions



	(1)  Prepare Report Heading.  Do not use the macro.



	(a)  First Line.  Enter the Field station city name, State abbreviation, and station number (in parentheses) to replace the existing narrative.
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	(b)  Second  Line.  Enter current fiscal year to replace "19XX FISCAL YEAR" in the report title.  NOTE:  A quotation mark precedes "19XX" in the entry.



	(c)  Freeze all headings above line 9 using the /Worksheet Titles command.  This allows the headings to be displayed during all data entries.



	(2)  Enter Report Information.  If a station's fee appraiser panel has more than 50 members, additional blank rows will have to be added to the spreadsheet before any information is entered.  If this is the case, use the /Move command to move the "Totals" section from rows 59 through 62.  This will allow space for additional rows (with column separation lines) to be added using the /Copy command.  When entering report information, use the macro if information will be entered one row at a time (i.e., entering a fee appraiser's name, followed by the number of appraisal assignments for that appraiser, then the number of negative work quality findings against that appraiser).  Do not use the macro if information will be entered one column at a time (i.e., listing all fee appraisers, then entering the number of appraisal assignments for each of those appraisers, then the number of negative work quality findings against each of those appraisers).  When information is entered one column at a time, the /Worksheet Title command can be used to freeze the fee appraiser names, causing them to be conveniently displayed during the data entry.



	(a)  Fee Appraiser Names (Column 1)



	1.  List alphabetically each appraiser who was a member of the fee panel during any part of the fiscal year, regardless of the number of assignments received.  Show last name, full first name, and middle initial.



	2.  Each name must be listed consecutively.  Do not double space, or otherwise skip rows. 



	3.  For future fiscal year reports, the list of fee appraisers can simply be updated with the addition or deletion of appraiser names, as appropriate.  Use the /Range Erase command when deleting names.



	(b)  Appraisers Appointed During Fiscal Year  (Column 2).  Enter the number "1" in this column if the appraiser was appointed to the fee panel at any time during the fiscal year.



	(c)  Appraisal Assignments (Column 3).  Show under the appropriate heading the total number of origination and liquidation appraisals assigned to each fee appraiser during the fiscal year.  The categories of origination appraisal requests to be considered are listed in paragraph 2.26.
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	(d)  Negative Work Quality Findings (Column 4).  Show the number of findings made during the fiscal year for each fee appraiser, segregated according to when the finding was made (desk review or field review), and the significance of the finding (substantive finding or not substantive).  A substantive finding is one in which the fee appraiser made [an error of 5 percent or more involving the value estimate, or a significant error involving the condition of the property].



	(e)  Negative Timeliness Findings (Column 5).  Show the number of times during the fiscal year that each fee appraiser was late in submitting an appraisal report.



	(f)  Field Reviews (Column 6).  Of the appraisal reports submitted by the fee appraiser, show the total number which were field reviewed during the fiscal year.



	(g)  Percentage of Assignments Field Reviewed (Column 7).  The spreadsheet program contains a formula which uses the figures reported in columns 3 and 6 to calculate and display the percentage of each appraiser's assignments which were field reviewed by VA during the fiscal year.  This calculation is made at the same time that the totals are computed.  Consequently, no entry is required in this column.



	(h)  Disciplinary Actions (Column 8).  Show the number of disciplinary actions taken against each fee appraiser during the fiscal year, segregated according to the reason for the action (negative work quality or negative timeliness) and the type of action (written admonishment, temporary suspension, or permanent removal from the fee panel).  A written admonishment is considered to be any correspondence in which the appraiser is counseled or otherwise corrected regarding his or her appraisal performance.



	(i)  Voluntary Resignations (Column 9).  If the fee appraiser resigned during the fiscal year, enter the number "1" under the appropriate heading, depending on whether or not the appraiser was under investigation for any reason by VA or any other organization at the time of resignation.



	(3)  Calculate Totals.  The spreadsheet program contains formulas in row 61 which calculate the totals for each column of the report.  Press the PF 9 key to cause the totals to be calculated (or  recalculated if an existing entry is changed or a new entry is added).
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	(4)  Eliminate Unused Spreadsheet Rows.  After all data has been entered and the totals calculated, use the /Move command to move the "Totals" section on the spreadsheet to just beneath the name of the last fee appraiser listed.  Then use the /Range Erase command to delete all of the column separation lines remaining beneath the new "Totals" section location.



	c.  Supporting Documentation.  While the revised reporting format for RCS 20-0697 no longer requires dates or case numbers for negative quality or timeliness findings or disciplinary actions, adequate documentation to support those findings and actions must be maintained in the fee appraiser's performance file as required in paragraph 2.03a.



SECTION II.  REQUEST FOR DETERMINATION OF REASONABLE VALUE



2.05  REQUIREMENTS



	All requests for determination of reasonable value shall be submitted to the regional office having jurisdiction over the area in which the property to be appraised is situated.



	a.  Requests For VA Determination of Reasonable Value.  VA Form 26-1805, VA Request for Determination of Reasonable Value, must be submitted in every case involving the appraisal of real property, or of alterations, improvements, or repairs to real property when the cost of such alterations, improvements, or repairs exceeds $3,500.  An exception to this is when the request involves an appraisal for partial release, [vendee loan liquidation,] or when the particular property is listed on an outstanding VA Form 26-1843a, Master Certificate of Reasonable Value.  In the case of properties listed on an MCRV (master certificate of reasonable value), the loan application or loan report will  be considered as the request for an individual CRV (certificate of reasonable value) for the property involved, and an individual CRV will be prepared based on the data supplied in the loan submission, unless a photocopy of the related
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MCRV accompanies the loan papers.  Telephone requests for appraisal of individual existing or proposed construction cases will be accepted.  Liquidation appraisal requests made by telephone shall also be accepted and the requester shall provide the existing VA loan number of the subject property which shall be used in these types of assignments.  The procedure for telephone requests is as follows:



	(1)  The requester removes the cover sheet (instructions and worksheet) of the VA Form 26-1805 package and, by typing, prepares copy 1.



	(2)  Upon completion of VA Form 26-1805, the requester telephones the VA regional office, provides the necessary data, and is notified of the assigned case number and the name of the appraiser designated to appraise the property.



	(3)  The requester then enters the case number in the appropriate box on VA Form 26-1805 (copy 1); removes and retains copy 2 for record purposes and detaches and mails to the fee appraiser copy 6 (the fee appraiser's copy of VA Form 26-1805 used for the assignment notification).



	(4)  The remainder of the VA Form 26-1805 package, consisting of copies 1, 3, 4, and 5, is submitted intact to VA where the proper notations and entries are made.  The package is then filed in the case folder, in accordance with RCS VB-1, part I, item No. 12-145.000, pending receipt of the appraisal report from the fee appraiser.  



	(5)  In lieu of the procedures set forth in subparagraphs (3) and (4) above, regional offices may elect to use an alternate procedure for processing telephone requests for appraisal as follows:



	(a)  Under this procedure the requester is not required to mail any portion of the VA Form 26-1805 package to VA.  (See fig. 1.)  The requester is, however, still required to call the VA regional office for the assignment of a case number and the fee appraiser, fully complete VA Form 26-1805 (including items 1, 42 and 43), and retain copy 2 of the package.  The remainder of the package (copies 1, 3, 4, 5 and 6) and any related exhibits will then be sent to the assigned fee appraiser.  Upon completion of the assignment, the fee appraiser will forward copies 1, 3, 4 and 5, two copies of the completed appraisal report and all related exhibits to VA.  All carbon sheets must be left intact by both the requester and the appraiser.



	(b)  This alternate telephone request procedure can also be used to simplify appraisal processing in those proposed construction cases in which construction exhibits have been certified in 
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accordance with paragraph 3.09b.  In addition to following the procedure outlined in subparagraph (a) above, the requester must ensure that both the required certification and VA case number are visible on the outside of each set of construction exhibits.  A minimum of three sets of construction exhibits are required if compliance inspections will be made by VA.  Only one set is required if inspections will be made by HUD.  [The use of reduced-size plans is highly recommended.  (See par. 2.09b.)]  In all cases, the requester will include one set of the construction exhibits with the package sent to the fee appraiser.  When compliance inspections are to be made by VA, one set of exhibits will be forwarded to the fee compliance inspector assigned at the time of the telephone appraisal request.  Another set of exhibits will be forwarded to the builder, and are to be kept at the job site.  (See fig. 1.)  The sampling requirements for certified construction exhibits set forth in paragraph 3.09b remain in effect.  Ten-percent field reviews of appraisals and compliance inspections involving these cases must be monitored closely to ensure that the construction exhibits being provided to [the] appraiser and compliance inspector are the same as the builder's set.



	NOTE:  In recording timeliness for cases processed under subparagraph (5) above, regional offices shall consider the date the appraisal request was received in VA to be 2 workdays following the date of the telephone assignment.  Regional offices are expected to continue monitoring and followup activity to ensure that appraisal assignments are completed within 5 workdays after receipt by the appraiser, unless the appraiser notifies VA of extenuating circumstances.



	b.  Acceptance of HUD Conditional Commitments.  As an optional procedure, requesters may submit (1) a valid HUD Form 92800.5b, HUD Conditional Commitment/Direct Endorsement Statement of Appraised Value; or (2) HUD Forms 91322, Master Conditional Commitment/Master Appraisal Report; 91322.1, Attachment Number 1 to:  Master Conditional Commitment/Master Appraisal Report; and 91322.2, Amendment to:  Master Conditional Commitment/Master Appraisal Report, with VA Form 26-1805.  This procedure will eliminate the need for a VA appraisal, and VA Form 26-1843, VA Certificate of Reasonable Value, may be issued based on the appropriate HUD conditional commitment valuation.  A proper HUD case number on HUD Form 92800.5b has 10 digits, including leading zeros (example:  0410632943).  The first three digits identify the HUD office and the last seven digits identify the case.  Only cases in which the section of the National Housing Act is identified as "203(b)," "203(i)," "221(d)(2)" or "234(c)" are acceptable for processing (see par. 2.11b).  Any HUD case with the National Housing Act section identified as other than "203(b)," "203(i)," "221(d)(2)" or "234(c)" shall be returned to the requester.  If the HUD conditional commitment involves the appraisal of a leasehold estate which does not involve Indian tribal land, the provisions of subparagraph d below shall apply.
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	c.  VA Form 26-8823, Acknowledgment of Receipt of VA Form 26-1805, may be used to notify lenders of case numbers when VA Forms 26-1805 are mailed to the regional office.



	d.  Requests for appraisals involving the creation of leaseholds, ground rental arrangements, or lesser estate than fee simple created after April 11, 1952, will not be processed without the prior approval of Central Office (262).  Submissions to Central Office shall include the full details of the proposed arrangements, copies of leases or other instruments creating the estate, and the recommendations of the regional office.



	e.  When the request for appraisal involves proposed construction, photographs of the subject dwelling unit are not required.  However, pictures of all comparables used in the market data analysis shall be provided with the fee appraiser's report except those appraisals involving the following:



	(1)  Low-rise or high-rise condominiums; and



	(2)  Horizontal condominium developments or townhouse planned unit developments, provided the comparables are located in the same project as the subject property and are considered substantially identical to the subject property in design (i.e., same unit type constructed by same builder).  (See fig. 3.)



	f.  Requests for CRV's received from the Property Management Section for properties owned by the Secretary will be acceptable on Optional Form 41, Routing and Transmittal Slip.  VA Form 26-1805 will not be required.  The request (Optional Form 41) must be accompanied by the following:



	(1)  VA Form 26-6701, Property Analysis and Recommendations, completed no more than 6 months prior to the date of the offer;



	(2)  The most recent appraisal report; or



	(3)  The case folder containing the information in subparagraphs and (2) above.



A case number will be assigned in accordance with M26-1, chapter 1.



	g.  All requests for the appraisal of existing and proposed construction are acceptable whether or not there is a veteran under contract to purchase the property to be appraised.   However, field station management, at its discretion, may decide that because of heavy workloads or limited available resources, or a combination of circumstances, requests for appraisal of existing construction will be temporarily acceptable only in those cases in which there is a veteran under contract.  When stations decide to temporarily limit appraisal requests, they shall be guided by the following:
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	(1)  With the exception of liquidation appraisal requests, all requests involving individual existing construction must be identified with a veteran who is utilizing VA financing to refinance an existing loan or who has fully executed a purchase offer, contract, or purchase agreement to purchase the property to which the request relates.  Individual existing property appraisal requests without an identified veteran shall not be accepted and no related VA Form 26-1843 will be issued.



	(2)  The requester must provide a copy of the fully executed purchase offer, contract, or purchase agreement with the appraisal request package, or must clearly indicate in item 9 or 35, as appropriate, of VA Form 26-1805 that the veteran is altering, rehabilitating, or refinancing an existing loan on the property.  This information must clearly identify the transaction with a proposed VA guaranteed loan.



	(3)  All individual existing CRV's will be conditioned with the following statement:  "This certificate is valid for the specified veteran only and for VA loan guaranty purposes only."  This statement will appear in Other Requirements on VA Form 26-1843.  General Condition No. 1 of this form will be deleted in each case.  In those instances when a bona fide transaction cannot be consummated for any valid reason and VA is requested to remove the statement from the CRV, it should do so.



	(4)  The discretionary authority to appraise existing properties only when there is a veteran under .contract should be considered a temporary measure to be used only when workload and/or resource conditions make it absolutely necessary.  Consequently, adequate justification for the continued use of that authority must be well documented.  That documentation must be updated on a quarterly basis.



2.06  ORIGINATION  OF  VA  FORM 26-1805



	[a.]  Requests for determination of reasonable value may be initiated by a veteran, lender, builder, owner, or sponsor using VA Form 26-1805. When a direct loan is involved, VA falls within the lender category.  VA Form 26-1805 also be used in the assignment of default, acquisition, or liquidation appraisals (see par. 2.19). When the request involves a group of five or more similar houses, proposed or existing, such appraisals generally will be made by a committee of designated appraisers. [ ] When VA Form 26-1805 is accompanied by a HUD conditional commitment, the related home loan application may be submitted simultaneously.  The loan application will be placed on the outside of the docket and transmitted to the Loan Processing Section when the CRV has been issued.



	[b.  The regional office has the authority to refuse to accept requests for an MCRV when experience with a particular builder indicates that a minority of the units to be constructed will result
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in VA-guaranteed loans.  In such cases, the builder may obtain individual appraisals on any properties which are sold to eligible veterans.  Exercise of this discretionary authority should be on a temporary basis, and restricted to times of heavy workload or when limited resources are available.



2.07  ELIGIBILITY OF PROPERTY



	Without the prior approval of Central Office (262), no area or general class or type of construction will be ruled out or declared ineligible for the appraisal of proposed or existing properties, except as authorized in paragraph 2.35a with respect to surpluses of new sales housing, and paragraph 2.52 with respect to noise zone 3 areas in the vicinity of airports.  Proposed construction cases and existing, not previously occupied cases in which the builder still owns the property are not eligible for appraisal when the builder has been suspended by VA, except in those existing construction cases when a veteran insists on an appraisal (see par. 2.17). Properties are eligible for appraisal:



	a.  As Proposed Construction, provided the construction is to be subject to VA compliance inspections, or is being or will be subject to HUD supervision pursuant to HUD approval for mortgage insurance on the basis of proposed construction (i.e., first, second, third and necessary intermediate inspections will be or are being made by HUD), or will be enrolled in an insured 10-year protection plan.  (See par.  2.07.1 for a description of insured 10-year protection plan requirements.)  Single family units constructed or to be constructed under the supervision of HUD pursuant to sections 203(b), 203(i), 221(d)(2) and 234(c) of the National Housing Act are eligible for appraisal by VA provided the construction meets or exceeds VA MPR's (Minimum Property Requirements).



	b.  While Under Construction



	(1)  Provided the construction has been, is and will continue under HUD supervision or VA inspections applicable to proposed construction until completion, and the requester properly completes certification on VA Form 26-1805 for HUD-inspected cases (see par 5.15b), or is enrolled in an insured 10-year protection plan.  (See par. 2.07.1 for a description of insured 10-year protection plan requirements.)



	(2)  If the related loan is for the purpose of completing construction of a dwelling by a veteran for his or her own occupancy; and



	(a)  The veteran agrees to bear the expense of a special compliance inspection to assure that work which has been completed meets the appropriate VA MPR's for existing construction.
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	(b)  Appropriate plans and specifications are submitted which show the full extent of the work necessary and contemplated to complete the property.



	(c)  The veteran agrees to bear the expense of such compliance inspections deemed necessary to assure that the property, when completed, meets or exceeds VA MPR's for existing construction.



	c.  As Existing Construction - Not Previously Occupied



	(1)  Regardless of the date construction began or was completed, provided the construction was under the supervision of HUD, and the final HUD Form 92051, Compliance Inspection Report, accompanies the request.



	NOTE:  Photocopies or certified duplicates of HUD Form 92051 will be acceptable.  As a substitute for HUD Form 92051, VA will accept a letter from the HUD office having jurisdiction, stating that the property has been completed in accordance with HUD-approved plans and specifications and acceptable change orders, if any.



	(2)  If the construction was completed in all respects 1 year or more prior to the date of the request for appraisal and is not otherwise ineligible; e.g., built within a proscribed area as defined in paragraph 2.53.



	[(3)  "Special Exception" Processing.  An exception to subparagraph (2) above is permissible provided:



	(a)  The request for appraisal is made on behalf of a prospective veteran-purchaser who acknowledges in writing his or her awareness that the property was not inspected during construction by either VA or HUD and as such will not qualify for Government assistance in the correction of structural defects, and that VA will not intercede on the veteran's behalf in the processing of construction complaints; and



	(b)  At the time of appraisal, the construction is fully complete or completed up to the installation of customer preference items (e.g., appliances, finish fixtures, carpeting) and those exterior improvements for which escrows are permissible under the provisions of M26-1, chapter 5, section VI; and



	(c)  The property is the product of a builder who has never been involved with VA financing, or who only occasionally is involved with VA financing, or the property is located in an area where the services of a fee compliance inspector is not readily available; and



	(d)  The lender provides a copy of VA Form Letter 26-312, completed by the builder, for purposes described in paragraph 2.10; and
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	(e)  The lender provides VA with a copy of documentation issued by the local building authority to verify that construction was acceptably completed, such as a final inspection or occupancy permit.  In those areas that do not have building authorities that perform building inspections, the builder must provide a written statement that the dwelling was not inspected during construction by any State, county, or local jurisdiction; and



	(f)  The builder certifies in writing that, "The dwelling was constructed in accordance with standard building practices and is in conformity with all applicable building codes [and complies with the energy conservation standards of the 1992 Council of American Building Officials (CABO) Model Energy Code (MEC)."  The builder must also state in writing] that he/she is aware that this property is being accepted by VA on an exception basis only upon the request of the veteran-purchaser, and that normal VA processing requires that plans and specifications [be submitted prior to the start of construction and VA compliance inspections be performed at specified times during construction.]



	(g)  NOTES:



	l.  When a builder who regularly participates in the VA Loan Guaranty program misses a required inspection(s) on a property appraised as "proposed construction," the field station should consider waiving the inspection(s) under the provisions of paragraph 5.05b.  These cases should not be processed as "special exceptions."



	2.  Field stations are encouraged to establish a tracking procedure to assist in determining if builders are using "special exception" processing to avoid normal VA proposed processing requirements.



	3.  When used as intended, "special exception" processing may help recruit new builders into the Loan Guaranty program, while allowing the veteran to purchase a new home of his or her choice, even though that home was constructed without VA or HUD inspections by a builder not familiar with VA processing requirements.



	(4)  A further exception to subparagraph (2) above is permissible provided the request for appraisal involves:



	(a)  An existing residential property which is the security for a guaranteed or insured loan, or one made or held by VA even though located in a proscribed area where proposed construction would not be approved by VA, or



	(b)  An existing residential unit in a proscribed area and the veteran-applicant makes or joins in the request for appraisal, or



	(c)  A residential unit proposed or under construction by a veteran building the home for his or her own occupancy.
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	(5)  A further exception to subparagraph (2) above is permissible provided the construction is fully complete except for customer preference items (e.g., interior finishes, appliances, equipment) and those improvements for which escrows are permissible under the provisions of M26-1, chapter 5, section VI, complies with VA MPR's for existing construction, and is enrolled in an insured 10-year protection plan that has been determined to be acceptable by HUD.  In these cases, the certificate of reasonable value must be conditioned to require the veteran-purchaser to acknowledge in writing that he or she is aware that the property was not inspected during construction by either VA or HUD, and as such will not qualify for Government assistance in the correction of structural defects, and that VA will not intercede on the veteran's behalf in the processing of construction complaints.



	d.  As Existing Construction - Previously Owner Occupied regardless of age, provided the property meets VA MPR's for existing construction (par. 3.03).  In cases determined eligible under subparagraph c(4)(b) above, the veteran shall be fully informed of the probable effect on livability, value and unsuitability for residential use of the related property due to its location in a proscribed area, and requested to furnish a statement in writing to VA evidencing that he or she is aware of these facts.



2.07.1  INSURED 10-YEAR PROTECTION PLANS



	a.  An insured 10-year protection plan that has been determined to be acceptable by HUD and listed on the current HUD "List of Active Insured 10-Year Protection Plans," (App. 10, HUD Handbook 4145.1) or other official HUD document, will be accepted by VA field stations.  A protection plan issuer requesting VA acceptance of their plan, and whose plan is not listed as acceptable in HUD Handbook 4145.1, Rev-2, or other official HUD document, will be advised that, since VA relies on HUD's plan acceptance, they must provide evidence of HUD acceptance.



	b.  HUD's regulations concerning their acceptance of 10-year protection plans, require that plan issuers renew their applications every 2 years.  Consequently, VA must be assured that evidence of HUD's renewal of a plan is maintained.  To accomplish this, VA field stations will establish and maintain a separate file on each 10-year protection plan and use a diary system to assure that evidence of plan renewal has been obtained from HUD.  Plans which are not renewed by HUD will no longer be accepted by VA.



	c.  HUD's acceptance of a plan considers that the plan meet certain basic criteria.  Some of HUD's more pertinent requirements, considered as controlling factors in determining the acceptability of a plan issuer's performance for VA purposes, are noted below:
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	(1)  Plan Coverage



	(a)  During the first year of coverage, a warranty against construction deficiencies in workmanship and materials resulting from the failure of the covered property to comply with standards of quality as measured by acceptable trade practices, as well as correct the problems with, or restore the reliable function of appliances and equipment damaged during the installation or improperly installed by the builder.



	(b)  A plan must provide insurance coverage for builder default to resolve any builder warranty obligations that may affect the dwelling, including site grading and drainage problems.



	(c)  During the first and second year of coverage, a plan must provide a warranty against defects in the wiring, piping and ductwork in the electrical, plumbing, heating, cooling, ventilating, and mechanical systems.



	(d)  From the first through the tenth year, structural defects must be covered by the plan, except for basement slabs in designated areas as described in subparagraph (e) below.  (Note:  For VA purposes, a structural defect is considered as one which seriously affects the livability of the dwelling.  Field stations may refer to the structural defect definition in HUD Handbook 4145.1, or other official HUD documents, for guidance.)



	(e)  Basement slabs in areas designated by HUD as "high risk areas," must be covered by an insured warranty against damage from the first through the fourth year.



	(2)  Other Plan Acceptability Criteria



	(a)  The entire cost of the insurance coverage must be prepaid by the seller or provide irrevocable coverage at the time of closing or settlement.  Coverage must be automatically transferred to subsequent purchasers without additional cost.



	(b)  A plan must assure timely resolution of homeowner's complaints which include conciliation during the entire term of the coverage and, if necessary to resolve matters in dispute, the availability of binding arbitration arranged through a nationally recognized dispute settlement organization.



	(c)  If a builder, for any reason, fails to correct structural defects or construction deficiencies in a property covered by an insured 10-year protection plan during the term of any warranty offered by the builder on the property, the plan issuer will effect the corrections in accordance with the terms of the plan.
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	(d)  If a plan issuer, for any reason, fails to effect correction of the deficiencies or defects, or otherwise fails to honor the terms of its coverage, its insurance backer will effect the corrections or otherwise honor the terms of the plan.



	(e)  Exclusions from protection plan coverage must not defeat the coverage objectives stated in the acceptance criteria and must permit normal homeowner use of the property, including normal maintenance and emergency protection measures.



	(f)  Issued plan coverage must be noncancellable by a plan issuer or its insurance backer(s) except where the homeowner has received full payment for the face amount of coverage provided by the policy or certificate of enrollment.



	(g)  If a protection plan issuer elects to compensate a veteran homeowner for defective conditions covered by the plan, in lieu of making repairs, any such payment must be made jointly to the mortgagee and the veteran homeowner.



	d.  In most cases, the first- �and second-stage compliance inspections are waived on properties enrolled in protection plans, with only the final compliance inspection being required.  However, this does not preclude the field station from making additional inspections at any time.



	e.  Builders should be advised in writing, as part of the complaint handling process, that excessive construction complaints or complaints involving items of construction that are excluded from coverage by the protection plan or involve areas of construction that would normally be seen under first and second compliance inspection procedures, may necessitate the reinstitution of all VA compliance inspections.



	f.  Field stations must review all construction complaints, both proposed and existing, involving protection plans.  A copy of VA Form 26-1879, Construction Complaint Record, for each complaint involving a property enrolled in a protection plan must be placed in the plan issuer's file.  Each plan issuer's file will contain the plan's current "Insurance/Warranty" documents for reference in the processing of construction complaints.  Complaints shall be processed in accordance with paragraph 2.57, with complaints involving properties appraised as existing being referred to the protection plan issuer.  The acknowledgment letter to the veteran-purchaser of an existing property, referring him or her to the issuer of the plan, will request that he or she inform the VA field station of the final disposition of the complaint.



	g.  VA Central Office (262) will be notified of all complaint cases concerning alleged unfair claim practices or other [significant] claim processing problems involving 10-year protection 
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plans.  Each case forwarded to Central Office (262) will include:  (1) a copy of the homeowner's letter outlining the allegations and/or problems; (2) a brief background report by the field station of the problems and the recommendations; and (3) the supporting case file(s).



2.08  EXISTING CONSTRUCTION DEFINED - REQUIREMENTS



	a.  Existing construction is any improved parcel of real property regardless of the date construction began, if all onsite and offsite improvements were completed prior to appraisal.



	b.  When an appraisal of alterations, improvements, or repairs to existing real estate is requested, such plans and specifications or other data as are pertinent, according to regional office requirements, must accompany VA Form 26-1805.



2.09  PROPOSED CONSTRUCTION - REQUIREMENTS



	a.  No request for appraisal involving proposed construction will be processed unless the construction will be subjected to VA compliance inspections or HUD supervision applicable to proposed construction.  In areas in which the services of a qualified compliance inspector are unavailable and it is not practical to use salaried personnel, the regional office shall decline to make the appraisal or to assume the responsibility for making compliance inspections.  Such properties shall be appraised as existing construction after the buildings and improvements are completed.  (See par. 2.07c(3).)



	b.  Each request involving proposed construction shall be accompanied by a sufficient number of copies of the required exhibits to permit distribution of one set each to the compliance inspector, the builder or contractor, and to the related case file.  The required exhibits shall include complete working drawings properly certified in accordance with paragraph 3.09b, including plot plans showing grade levels and the location of the well and septic system, if applicable, foundation or basement plans, plans of all floors, all exterior elevations, sectional wall details, heating and cooling load calculations and layout, and specifications on VA Form 26-1852, Description of Materials.  To reduce file storage requirements, program participants may reduce the size of all large format construction drawings prior to distribution to VA fee appraisers, compliance inspectors, and field stations.  Building plans, elevations, and details that are traditionally drawn at 1/4 inch scale and larger, can be photographically reduced or computer-drawn to be clearly readable on 8.5 by 14 inch sheets.  Exhibits that are normally provided in a smaller format, such as specifications, calculation sheets, manufacturer's detail sheets, and certifications, will not be further reduced.  Reduced plan sets will be retained in the VA case file and disposed of in accordance with RCS VB-1, part I, item No. 12-143.000.
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	c. [ ] If the request involves a committee appraisal, a complete statement of the building program shall be provided, including the following:



	(1)  Total number of dwellings to be built;



	(2)  Number of dwellings contemplated in the primary construction program;



	(3)  Anticipated starting and completion dates of the primary program;



	(4)  Arrangements in connection with construction, dedication, and maintenance of streets and utilities;



	(5)  A schedule of proposed sales prices for each type of dwelling structure and lot;



	(6)  A statement of any special assessments which the purchaser is to assume;



	(7)  A statement regarding any proposed transportation schedules to be initiated or community facilities to be constructed; and



	(8)  Additional exhibits and data as prescribed in chapter 4.



	d.  [In all VA loan cases, it is the lender's responsibility to determine that the sales agreement or contract meets the conditions noted in VA Pamphlet 26-7, VA Lender’s Handbook, paragraph 7.07b.]



	e.  In project and/or proposed individual cases involving repeats of a basic house, exhibits which have been previously accepted by VA may be cross-referenced and deemed to meet the requirements of subparagraph b above.  A revised plot plan which identifies the new location and all required certifications, including the CABO Model Energy Code certification, must be submitted with the new request.  Those exhibits which are cross-referenced, must be removed from the existing VA case file, stamped with the date the new VA Form 26-1805 was received by VA, stamped with the new VA case number, and placed in the new VA case file.  An annotation will be made in the existing file regarding removal of the exhibits and shall include the new VA case number.



	f.  Builder's File.  A file will be established and maintained for every builder who participates in the Loan Guaranty Program.  This includes builders who construct dwellings that will be appraised as existing construction enrolled in a 10-year protection plan, or builders who construct dwellings under the special exception provisions, or builders that construct foundations and other on-site improvements for modular or manufactured homes.  The builder's file will be used to determine that the builder has not been suspended or debarred, and serve as a repository for documentation concerning the builder's performance and any evidence of past construction complaint activity.  The file will also contain fully executed copies of FL 26-312, Request for Organizational Data from Builder; VA Form 26-421, Equal Employment Opportunity Certification; and VA Form 26-8791, VA Affirmative Marketing Certification.
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	g.  Builder's Organizational Data Card.  An alphabetized filing system will be established and maintained using VA Form 26-6356, Builder's Organizational Data Card, for cross-referencing principals within a builder's organization.  Alternately, a computer database containing the required information may be used, provided easy access to the information is readily available.



2.10  RIGHT OF THE SECRETARY TO REFUSE TO APPRAISE RESIDENTIAL

	   PROPERTIES



	a.  VA will deny to builders, owners, or sponsors of proposed or existing residential dwellings the procedures incorporated in this manual and will refuse to have appraisals made or otherwise to participate in any activity leading up to the issuance of CRV's when it is known that veterans have been substantially prejudiced by failure or refusal of the builder or sponsor of such construction to correct any construction faults, violation of VA MPR's, or deviation from plans and specifications or other contractual obligations on houses previously built by that builder or sponsor and sold with loans guaranteed or insured by VA.  Appraisal will also be denied when the use of a contract of sale or of methods or practices in marketing such units was of a type which, under standards promulgated by the Secretary, was unfair, or unduly prejudicial to the veterans concerned.  [ ]



	b.  In this connection, notice of refusal to appraise will be supplied to the requester and will state the basis for such refusal.  VA will not recognize any allegations by builders that designated compliance inspectors previously approved the work in order to absolve the builders from the invocation of this policy.  Such policy will be applied despite the fact the builder or sponsor of a previous project may be returning under a different name or under the guise of a different legal entity.  Adequate inquiry will be made to ascertain whether there is any identity between the individuals sponsoring the houses previously sold and those who are the real parties in interest in the particular existing or proposed dwellings.  This entails requiring the names of the shareholders of a corporation, or of those who have the controlling or proprietary interest in the sponsoring company, to be disclosed in connection with the request for appraisal for their inclusion in the builders' cross-reference file to be used in conjunction with the procedures for handling construction complaints.  If it is clearly evident that there is substantial identity of ownership, the request for appraisal will be rejected.  FL 26-312 may be used to request organizational information from builders or sponsoring organizations.



2.11  PROCESSING OF APPRAISAL REQUESTS



	a.  Identification.  Each request for appraisal (VA Form 26-1805) will be assigned a case number and will be time-stamped to indicate the date and hour of receipt in VA except requests involving an appraisal for partial release, default, acquisition, or liquidation purposes.  Each request for an individual CRV involving a property listed on an outstanding MCRV may be identified by the same case number assigned to the request for the related MCRV or assigned its own individual case number.
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	b.  Unacceptable Requests.  When the request is not properly completed or is not accompanied by all of the required supporting documents or is otherwise unacceptable, the entire submission will be returned to the requester with appropriate advice.  FL 26�207 will be used for such purpose.  A new case number will be assigned in accordance with subparagraph a above to any such request upon resubmission, or such cases may be held in a suspense status under the same number until the required information is received.
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	c.  Acceptable Requests



	(1)  Each acceptable request should be checked against the geographic card file (see par. 2.12) to determine whether there is a current VA history of the property described in the particular VA Form 26-1805.  In each case in which there is a current VA history of the particular property, such history will be reviewed by an appraisal technician who will determine whether a current appraisal is required.  In lieu of searching the geographic card file before assigning the case, the search may be accomplished by the technician reviewing the appraisal report and when a previous history is noted, that data will be considered in establishing reasonable value.



	(2)  The VA employee making appraisal assignments will assign the case to a designated appraiser or to a committee appraisers if the request involves five or more similar properties (see par. 2.06). When the construction has been, or will be under HUD supervision, the person or firm making the request must certify on VA Form 26-1805 that HUD inspections have been or will be made pursuant to HUD approval for mortgage insurance on the basis of proposed construction.  [In proposed construction cases and existing, not previously occupied cases in which the builder is the owner, an appraisal assignment should not be made until it is determined that the builder is not in a suspended status.]



	(3)  Additionally, the person or firm making such request must certify that the plans and specifications and related exhibits, including acceptable HUD change orders, if any, supplied to VA are identical to those submitted or to be submitted to HUD, or which have been approved by HUD and disclose the title under which it has or will be submitted to HUD; i.e., 203(i), [221(d)(2), 234(c) or 203(b)].



	(4)  When the request involves properties which are to be covered by an insured 10-year protection plan, either evidence of enrollment of the property or a letter of intention to enroll the property shall be included with the required exhibits.  The related individual or master CRV shall be conditioned as indicated in paragraph 2.42c when submission of evidence of enrollment is deferred.  [ ]



2.12  GEOGRAPHIC FILE



	Each regional office will maintain a geographic card file of realty appraisals made for loan guaranty purposes.  VA Form 26-1815 and 26-1815a, Geographic Card, have been standardized for this purpose.  Geographic cards will be prepared for cases accepted for processing when the value determination was based upon a HUD conditional commitment.  The geographic card will be annotated "RV HUD Conditional Commitment."
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SECTION III.  REAL ESTATE APPRAISAL ASSIGNMENTS



2.13  ASSIGNMENTS



	Appraisal assignments will be made only to those fee appraisers whose superior professional ability and outstanding past performance warrant their retention on the current roster of designated fee appraisers and who have been designated to appraise for VA in the territory in which the particular property is situated.  Favoritism or unfair discrimination in the making of appraisal assignments shall be avoided.  A system will be maintained to keep track of the number of assignments given to each fee appraiser.  Assignments will be made in such a manner as to assure the completion of the assignment within the prescribed time limitations.



2.14  PROCESSING AND RECORDING



	VA Form 26-1805, accompanied by all required exhibits and other appropriate instructions, will be used as the medium to make appraisal assignments, except as otherwise provided.  In completing assignments, only one copy of the required plans, specifications and other exhibits as approved by the regional office will be forwarded to the fee appraiser(s) in either individual proposed construction cases or committee appraisal cases.  Appropriate followup will be made to assure receipt of the appraisal report involved.



2.15  COMMITTEE APPRAISALS



	a.  Existing Construction.  When the appraisal request is for a committee appraisal of existing construction, the appraisers) will be instructed to prepare and submit a Freddie Mac Form 70/Fannie Mae Form 1004, Uniform Residential Appraisal Report, for each unit covered by the request.



	b.  Proposed Construction.  When the appraisal request involves proposed construction, the appraisers) will provide the following information in addition to the appraisal report(s):



	(1)  Identification of each basic type of structural unit and an estimate of the reasonable value for each.



	(2)  A narrative analysis of the project.



	(3)  Advice as to whether the reasonable value can be increased by the inclusion of variations from a basic type or by installation of items of equipment (easily removable), and the value ascribed to each such variation of item of equipment.



	(4)  The number or legal description of each building site or lot and separate valuation of each such site in accordance with its relative size and desirability.
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	(5)  A complete schedule of the properties involved, indicating the type of structure to be erected on each lot with total estimate of reasonable value assigned to each property unit consisting of land and basic improvements, or a complete schedule of individual lot values providing for the substitution of appropriate models on individual lots.



	(6)  The extent of offsite improvements considered in estimating reasonable value.



2.16  SELECTION OF COMMITTEE OF APPRAISERS



	[In most committee cases, one appraiser will be adequate to complete the appraisal assignment.  However, when a station decides at its discretion to assign more than one appraiser to a case, it is up to the appraisers involved to ensure that the assignment is acceptably completed within the established timeliness standards.  The fee for such assignments is determined in accordance with paragraph 2.68a.]



2.17  EXISTING PROPERTIES CONSTRUCTED BY BUILDERS PREVIOUSLY 

	   INVOLVED IN SERIOUS COMPLAINT OR PREJUDICIAL SITUATIONS



	If a veteran insists upon an appraisal of an existing house constructed by a builder against whom other veterans have made serious complaints in respect to construction, or whose previous construction has failed to meet VA requirements or to conform to approved plans and specifications, the fee appraiser shall be fully informed of such fact at the time the appraisal assignment is made.  The advice to the fee appraiser, written or oral, shall be confined to a statement of those facts which have been established and must not include personal opinions or conclusions which might be incorrect, nor will statements be included which are mere hearsay or rumor.  The appraiser will be instructed to be alert to evidences of substandard workmanship, material, and equipment throughout the property, properly depreciating the value when justified and requiring such alterations and repairs as may be necessary to attain conformity with VA MPR's.



2.18  ALTERATIONS, IMPROVEMENTS, OR REPAIRS TO REAL ESTATE



	When alterations, improvements, or repairs costing in excess of $3,500 are involved, the appraiser will be instructed to estimate reasonable value both on an "as is" and an "as repaired" basis and to disclose the full extent of the alterations, improvements, or repairs to be made.



2.19  DEFAULT, ACQUISITION, OR LIQUIDATION



	a.  FL 26-182 has been standardized for use in transmitting appraisal assignments for default, acquisition, or liquidation purposes when the appraisal request is from the Loan Service and Claims Section (i.e., vendee loan cases).  Loan Service and Claims
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should request appraisals from the Construction and Valuation Section by completing VA Form 26-1805 or by any other way which will provide enough information to the Construction and Valuation Section to enable it to make the assignment to the fee appraiser.  Regional offices may wish to use FL 26-182 in lieu of VA Form 26-1805.  Loan Service and Claims Section will complete FL 26�182, including  all information necessary for Construction and Valuation to make the assignment; i.e., property address, VA case number, name of veteran or last known occupant and telephone number, legal description, and the telephone number of  the requester.  Regional offices will complete two copies of FL 26-182; one to transmit the assignment to the fee appraiser, and one for regional office records.  In those instances in which the Loan Service and Claims Section is requesting a certificate of reasonable value, VA Form 26-1805 will be completed and submitted to Construction and Valuation.



	b.  Requests for liquidation appraisals other than for vendee loan cases, shall be made using the telephone procedure.  The assignment clerk will give the requester the name of the assigned appraiser.  The requester will then contact the appraiser and provide adequate information to assure that the assignment can be completed.  When the property is occupied, VA Form 26-1805 will indicate the name and telephone number of the current or last known occupants. of the property is vacant, the request must indicate that the keys to the property are provided with the request or must provide adequate alternative instructions for the appraiser to use in arranging to gain access to the property, such as the name and telephone number of a local individual to contact.



	c.  All appraisals for default, acquisition, or liquidation purposes will be made on the URAR (Uniform Residential Appraisal Report) whether completed by a staff or fee appraiser.  The heading of the appraisal report must be completed in all respects, including confirmation and/or correction of information provided by the Loan Service and Claims Section, holder, or servicer.



	d.  Liquidation appraisals must be market value appraisals; i.e., the price the property can command if exposed for sale in the open market allowing a reasonable time to find a purchaser.  It is not an appraisal of value under forced sale or foreclosure conditions.  In no case will the regional office refuse to reconsider the established value when requested to do so by a party of interest.



	(1)  All liquidation appraisals will be performed considering the subject property in it's observed "as is" condition.  The fee appraiser will provide an itemized list of all repairs (MPR and non-MPR) considered necessary and which affect the marketability of the property.  The itemized list will indicate the estimated cost to cure and the contributory value, if any, of each repair.  (In estimating the contributory value, the fee appraiser should recognize that cost does not always equal value and that in some cases several individual repair items must be considered in the
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aggregate before they are recognized by the general real estate market as contributing to value.)  Fee appraisers must provide this information, and the information  required by FL 26-182, on an addendum with all liquidation appraisals (fig. 14, examples 1 and (2).  In considering the subject property in it's observed "as is" condition, fee appraisers must select their comparables from the best available in the subject's market area considering the typical transaction and actions of the, typical buyer and seller.  Fee appraisers must not restrict themselves solely to comparables that are also in "as is" condition in the
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subject's neighborhood or move to other locations for "as is" comparables when by doing so they are thereby ignoring valid sales data immediate to the subject which, with adjustments), are valid indicators of value.  Such "steerage" is not intended or mandated and is not acceptable.  Fee appraisers must use their professional judgment in selecting the best comparables available that represent the typical transaction in the subject's competing market area.



	(2)  Fee appraisers will provide in all liquidation appraisal cases, in addition to the three closed sales on Freddie Mac Form 70/Fannie Mae Form 1004, Uniform Residential Appraisal Report, information on at least three competitive listings or contract offerings considered the most similar and proximate to the subject property and certain general market information as specified below.  This information is intended to lend additional support to the value estimate and assist VA staff in evaluating competing market conditions and trends affecting the subject property (especially in areas that are experiencing significant market fluctuation, negative or positive).  It is also intended to assist in ensuring that the fee appraiser is rationalizing the closed sale data to current market conditions.  The following information is required and will be provided an addendum to the appraisal report:



	(a)  Competitive Listing or Contract Offering Information.  (A clear readable copy of an MLS or listing data source card is acceptable for items 1 through 6 and 9.)



	1.  Property address; 

	2.  Proximity to subject;

	3.  Design (style);

	4.  Total rooms, bedrooms, baths, and approximate gross living  area;

	5.  Age (years);

	6.  Current listing price;

	7.  How long on market (total time listed);

	8.  Changes in listing price (if known);

	9.  Contract amount (if known); and

	10.  A short statement as to how this property compares to the subject.



	(b)  General Market Information



	1.  Average length of listing time to sale in subject's competing market area.  (Indicate if it is expanding or decreasing and to what extent.)



	2.  Average listing price to sale price ratio.  (Appraiser will use professional judgment to estimate the ratio if it cannot be determined from available data sources.)
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	(3)  Interior Access to Properties.  Fee appraisers are required to exercise due diligence and make sincere efforts to gain interior access to the subject property in each liquidation appraisal assignment.  Appraisals performed on an exterior only basis should be avoided.



	(a)  In occupied property cases, an appraisal may be made from the exterior only when:



	1.  The appraiser has permanently been refused entry by the owner or occupants; or,



	2.  Access is considered by the appraiser to present a hazard; or,



	3.  The appraiser has made three appointments, all of which have been broken; or,



	4.  Three or more attempts to call the number(s) provided with the liquidation appraisal request have resulted in no access.



The fee appraiser will document the addendum to the appraisal report with the exact reason(s) for not gaining access, including the names, dates, and telephone numbers of the individuals called in attempting to gain access.  In these cases, the appraiser will make reasonably founded assumptions about the interior conditions of the property as they relate to physical inadequacies or needed repairs (both MPR and non-MPR) that impact on value.  The appraiser will also make reasonable efforts to verify the interior conditions of the subject property (e.g., through MLS or other listing data sources, property assessment records, interviews with neighbors or others knowledgeable with the property, or any other available means).



	(b)  In vacant property cases, the following applies:



	1.  The appraiser must gain interior access to the subject and it is the lender/holder/servicer's responsibility to assist the appraiser in gaining such access so that a proper appraisal can be completed.  The appraiser will not complete an appraisal in vacant property cases until interior access has been made.  As noted in Manual M26-4, in such cases VA liability will be limited through the application of 38 CFR 36.4319(f) as of the originally scheduled sale date, or 36.4282(f) in manufactured housing cases.
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	2.  If the appraisal request involving a vacant property does not provide adequate instructions for gaining interior access, or the appraiser determines that a property indicated as occupied has been vacated, the fee appraiser must contact the requester by telephone to advise him/her that the appraisal cannot be completed without interior access and that the requester's assistance in gaining access is required.  The fee appraiser must document the appraisal report, or the addendum, with the dates and names and telephone numbers of the individuals of the lender/holder/servicer contacted in attempting to get assistance in gaining access to the property and a brief description of the responses) received.



	3.  The fee appraiser must contact the Construction and Valuation section to advise of the access problem.  The case file will be documented by the VA staff technician to indicate that there are access problems for timeliness purposes and Construction and Valuation will formally notify Loan Service and Claims that the liquidation appraisal may be delayed.



	4.  An exception to the requirement for the lender's assistance in providing interior access in vacant property cases may be made by VA if jurisdictional law(s) prohibits the lender from gaining or assisting in gaining access to the property or on a case-by-case basis when other extenuating circumstances are considered by VA to exist (e.g., the appraiser considers access to present a legitimate hazard or the owner's personal effects remain in the property and there is a legitimate concern by the lender of exposure to litigation in such cases).  When an exception is made, the appraiser will be informed to perform an exterior only appraisal, and attempt to verify interior conditions, as noted in subparagraph d(3)(a) above.  If a question arises concerning the lender's ability to provide access and jurisdictional law interpretations, Central Office (262) or (021) may be contacted for guidance on the matter.



	e.  Close coordination and control will be maintained between the Construction and Valuation Section  and Loan Service and Claims Section to ensure that such appraisals are completed in an expeditious manner to avoid delays in the liquidation process.  The Construction and Valuation Section will notify Loan Servicing and Claims in any case in which it is apparent that the liquidation appraisal will be delayed and it will not be possible to provide FL 26-565 prior to the established sale date.  Such notification should be made as soon as possible after it becomes apparent that the appraisal will be delayed.



	[f.  Unavoidable delays in fee appraiser access can occur as a result of the holder being remotely located from the property, the veteran avoiding contact with the fee appraiser or missing appointments, the property being abandoned or adversely occupied, etc.  The cause and length of such delay(s) must be adequately documented by the fee appraiser. Just as in origination cases, however, not all liquidation appraisal delays are unavoidable. For instance, holders may delay notifying the fee appraiser of the assignment, or the appraiser's attempts to gain access to the property may not be timely.
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	g.  Field stations are expected to exercise the management control necessary to overcome avoidable appraisal delays.  Failure to control such delays causes them to worsen over time, ultimately resulting in an increase in missed foreclosure sales.  Appropriate administrative action should be taken against fee appraisers who fail to cooperate after being counseled by VA.  Holders who fail to provide appraisers with timely assignment notices after being counseled by VA can be required to submit appraisal requests in writing.  The provisions of 38 CFR 36.4319(f) or 36.4282(f) may also be applied.)



2.20  RELEASE OF REAL PROPERTY SECURITY



	When the request is for release of real property security, a copy of the lender's letter of request and such other data as are reasonably necessary for making the appraisal shall be forwarded to the assigned appraiser with instructions to include in the report additional information as follows:



	a.  An estimate of the reasonable value of the property as a whole on an "as is" basis, and



	b.  An estimate of the value of that portion of the property which will remain as security if the release is approved.  A formal appraisal is not required if, in the opinion of the staff appraiser reviewing the case, the data received with the request and other information available is sufficient for a staff appraiser to determine the fair market value of the property being released and the value of the security remaining.  In such cases, the staff appraiser making the determination will document the loan guaranty folder or portfolio loan docket accordingly.



2.21  FARM RESIDENCES



	When the request is for the purchase, construction, refinance, repair, or alteration of a farm residence under 38 U.S.C. 1810(a), the appraiser will be instructed to consider the following in estimating the reasonable value:



	a.  The value of land area for the dwelling and its supporting uses will be determined by the market data (comparison) approach.  Installed facilities (i.e., wells, septic tanks) serving the dwelling will be considered to be part of the dwelling when, in the opinion of the appraiser, such appurtenances contribute to the
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desirability and residential aspects of the property.  Other buildings will be valued on the basis of the use of the property for residential purposes only.



[ ]



	[b.] The market value of the land in all cases shall be ascribed only to that portion of the farm suitable in size and location as an independent homesite including supporting uses (i.e., well, septic system, outbuildings, access road).   Land which is excess to that necessary to serve the home shall be valued as raw, undeveloped, and uncultivated land.  The amount of land appropriate for a homesite shall be determined by typical sites in the area.



	[c.  The implementation of this policy may present difficult appraisal problems for the fee appraiser, and for regional office personnel, in some instances.  Appraisals of properties which include farm residences should not generally present difficulties when there are a sufficient number of similar farm type properties that have recently sold in the area on the basis of their residential use.  Valuation becomes more difficult when sufficient sales data is not available and/or the property or property size is atypical for the area.



	d.  The valuation of "excess land" as raw, undeveloped, and uncultivated land should be based on valid market data and consider what value contribution the excess land provides to the property as a whole considering it as a residence and not as a farm.]



SECTION IV.  REVIEW OF REAL ESTATE APPRAISAL REPORTS



2.22  AUTHORITY



	Each appraisal made by designated fee appraisers shall be reviewed and adjusted as necessary.  The amount determined to be proper upon such review or adjustment shall constitute the reasonable value of the property for loan guaranty purposes.  (See 38 CFR 36.4340(b).)  Appraisal reports shall be reviewed to determine that the appraiser's conclusions are consistent, sound, supportable, logical, and prepared in accordance with acceptable appraisal techniques and standards and prescribed VA instructions.



2.23  APPRAISAL PRINCIPLES AND TECHNIQUES APPLICABLE TO PROPER

	REVIEW OF APPRAISAL REPORTS



	a.  The basic appraisal principles involved and the technical qualifications required in the appraisal of real estate apply equally in the review of the fee appraiser's report.  It must be determined that the value estimate is sound and that the appraisal report has been prepared in accordance with accepted appraisal
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techniques which involve the correlation of estimates indicated by the applicable approaches to value (i.e., the market data approach and, as appropriate, the cost and/or income approaches).



	b.  Adherence to VA MPR's in chapter 3 and the appropriate application of VA cost data technique as described in chapter 6 will assist in the establishment of proper reasonable values.  Sales made both with and without the benefit of VA financing must be analyzed to insure that reasonable values, when established, do not exceed prices at which similar properties can be purchased in the current market.  Generally, data analyzed should not be more than 12 months old and should consist, whenever possible, of a VA, HUD, and conventional transaction.  It is recognized, however, that in some instances, all-VA, all-HUD, or all-conventional transactions may represent the most reliable sources of comparable sales data and strict adherence to the general guideline for use of a "mix" of comparables in such cases would result in unrealistic values.  In cases in which any of the comparable sales data used in the analysis are older than 12 months and there is no accompanying explanation by the fee appraiser, the staff appraiser will briefly note the basis for acceptance of the data on the appraisal report.



	c.  In cases involving conversion of HUD conditional commitments to VA CRV's, the HUD valuation on HUD Form 92800.5b and the remaining  economic life of the property on that form shall be considered controlling by VA in establishing maximum reasonable value and estimated remaining economic life subject to the specific commitment conditions shown on [the form].  (See fig. 8.)  [When HUD Form 91322 is the basis for the value determination, the reasonable value is  calculated by adding the appropriate amounts from the "Estimate of Value" column in section A and the "Lot Value Adjustment" column in section C. Entries for similar items on HUD Form 91322.2 will be added to arrive at the reasonable value when that form is the basis for the value determination.]  Additionally, any items which are variations or alternates included in the contract of sale shown on [HUD Form 91322.1] shall be part of the computation of the reasonable value.



	d.  The importance of care and sound judgment in the proper review of appraisal reports both in-house and in the field, cannot be overstated.  When the information or methodology contained in an appraisal report requires additional clarification or support, the staff appraiser shall contact and obtain from the fee appraiser the information necessary to make a prudent decision on the reasonableness of the value estimate.  The following guidelines are provided to assist field personnel in appraisal reviews and represent areas/items which should cause the staff appraiser to question the fee appraiser's appraisal analysis and/or methodology.  This is by no means intended to be an all-encompassing list which lessens or limits the importance of other considerations. It shall not be used as a checklist.  The areas/items are as follows:
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	(1)  Use of comparables over 12 months old must have an adequate explanation.  In some real estate markets, the use of comparables over 6 months old may be considered outdated sales.  Time adjustments should have a reasonable basis and large time adjustments must be explained.



	(2)  The description of the proximity of the comparable to the subject must be specific (i.e., 3 blocks north).  In metropolitan or suburban areas, comparables normally should be located close to the subject while in rural areas distances of several miles may be the norm.  Comparables located outside of the subject's market area must be fully explained by the fee appraiser.



	(3)  Use of contract sales, unsettled sales, and listings in the Market  Data Analysis section of the appraisal report is generally not acceptable.  VA will consider the use of such data in addition
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to closed sales to support the time adjustments and the reasoning process supporting the valuation determination.  In any instance in which such "sales" are utilized, they must be clearly identified and their use fully explained.



	(4)  Large individual and/or total net adjustments to the comparables should cause the reviewer to question if the fee appraiser selected proper comparables or has made individual adjustments according to cost or some factor other than market reaction to the item.  Generally, the proper selection of comparables minimizes the size of individual adjustments and total net adjustment.  In line with this, a wide range in comparable sales prices (i.e., $60,000 to $120,000) should also cause the reviewer to question the fee appraiser's comparable selection unless an adequate explanation has been provided.



	(5)  Fee appraisers are required to provide pictures of the comparables employed in the Market Data Analysis section of the appraisal report.  Careful review of the pictures can reveal instances in which the appraiser should be questioned relative to comparable selection or other factors such as the failure to adjust for amenities readily visible in the picture (e.g., use of a brick 2-story in comparison to a frame 1-story subject or a comparable with a fireplace when the subject has none).



	(6)  It is recognized that various sales or financing incentives may be offered by sellers, builders or lenders.  Examples of these incentives include interest rate buy-downs, giveaways or the inclusion of nonrealty items into the transaction, closing costs customarily paid by the buyer, loan discount points and origination fees, among others.  The fee appraiser should consider and report the effects of such seller-paid incentives on the comparables utilized in the appraisal report when such information is available and ascertainable through reasonable investigation.  It must also be recognized that the effect of creative financing or sales incentives on sales prices can vary in different locales.  Adjustments as a rule would not be based upon a straight arithmetical dollar-for-dollar basis equal to the cost of the incentives to the seller.  The amount of any adjustment should be based upon the general real estate market reaction to the incentive.  In all instances the fee appraiser must explain the basis for any adjustments) for financing or sales incentives.  An adjustment without an adequate explanation is not acceptable.  Additionally, in proposed construction cases the fee appraiser should generally consider closed sales, resales of similar properties, and sales of competing builders and other sellers in determining if adjustments for financing or sales incentives are appropriate.



	(7)  Any finding that the fee appraiser's analysis is not based upon recognized appraisal practices and was intended to "accommodate" or "meet" the sale price will cause the appraisal
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report to be unacceptable.  Appropriate disciplinary action shall be taken in accordance with outstanding procedures in such cases.



2.24  URBAN RENEWAL AND CODE ENFORCEMENT AREAS



	a.  Appraisals for the purpose of guaranteeing or making loans and liquidating loans are made to determine current market value.  Current market values are determined either on an "as is" basis or in contemplation of repairs necessary to make the property comply with VA MPR's.



	b.  The determination of current market value in any instance requires proper application of accepted appraisal techniques.  In most cases, no particular difficulties are entailed in such determinations.  In other cases, though, there may be complications by reason of such factors as the revision or enforcement of building codes to upgrade neighborhoods and the requirements of LPA's (Local Planning Authorities).



	c.  When appraisal requests are received for guaranteed or direct loan purposes, and the properties are located in an urban renewal area or code revisions or enforcement are involved, the requester (lender, seller, sponsor, etc.) will be urged to supply all rehabilitation or applicable code requirements,  This should be  done by the requester prior to submitting VA Form 26-1805 entailing, first, a request for an inspection from the LPA or other appropriate agency and, second, a list of mandatory requirements for either building code enforcement and/or rehabilitation purposes or an indication that none is required.  Such requirements will be taken into consideration at the time of the appraisal and will be made a condition of the CRV, including the type of inspection required to assure completion prior to the issuance of evidence of guaranty, with appropriate notations on VA Form 26-1843.  When code requirements are not submitted in advance of appraisal, the CRV will be conditioned upon evidence of code conformity.



2.25  PROCESSING APPRAISAL REPORTS



	a.  Any appraisal report found upon review to be incomplete, lacking in clarity, or otherwise unacceptable will not be processed until the proper information is obtained from the fee appraiser or other source.



	b.  Fee appraisers shall submit two copies of the appraisal report but only one set of photographs is required. (See fig. 9.) The staff appraiser will date and initial both copies of the appraisal report in every case in which the reasonable value established is in agreement with the fee appraiser's estimate of reasonable value.  In every case in which the staff appraiser establishes a reasonable value which is not in agreement with the fee appraiser's estimate of reasonable value, he or she will include
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a memorandum justifying the action.  Marginal notations on both copies of the appraisal report to explain minor adjustments or correction of mathematical errors will be adequate when dated and initialed by the reviewing staff technician.  Both copies of the appraisal report shall be annotated in an identical manner.



	c.  The reviewing technician will assure that (1) the appraisal report is in conformity with the instructions in the related assignment; (2) in the case of existing construction, the appraisal report bears the fee appraiser's statement of the conformity or nonconformity with VA MPR's; and (3) in the case of proposed construction, the fee appraiser has endorsed the appraisal report with a legend substantially as follows:



	"I hereby certify that the information contained in the exhibits identified below has been employed in arriving at the estimate of reasonable value noted in this report (identify of plans, specifications and other exhibits):

		____________________________________"

		(Signature)



	[d.  At the discretion of field station management, VA Form 26-0298, VA Appraisal Review, may be used to document the desk review of appraisal reports by VA staff.  See paragraph 2.28b for information regarding the use of this form.]



2.27  FIELD REVIEW REQUIREMENTS



	Field reviews will not be limited to or concentrated  in metropolitan and adjacent areas, and provision will be made to assure that the performance of the entire active roster of fee personnel will be under continuous salaried review.  To ensure compliance with this policy, the minimum number of appraisal reports submitted by each appraiser which shall be field reviewed annually by salaried appraisal technicians shall not be less than 5 percent of the total number of appraisal assignments made to that appraiser during the year.  However, that figure shall not be less than 10 percent during the appraiser's first year of appointment to the fee panel, and not less than 15 percent during the 12-month period immediately following a substantive negative work quality finding against the appraiser.  The 5-percent field review requirement may be deferred for those appraisers who have been on the panel over 1 year, who have received a total of 20 or fewer appraisal assignments during the fiscal year which were located in areas remote to the regional office and not routinely traveled by office staff, and whose work is considered to be of high quality (i.e., there was no substantive negative work quality finding against the appraiser during the year).  The work of appraisers who fit into this category, however, must be reviewed at least once every 2 fiscal years, regardless of the fact that their work is of acceptable quality.  Every submission involving the construction of 10 or more units must be field inspected by a salaried technician prior to the completion of construction.
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2.28  FIELD REVIEW REPORTS



	a.  Field reviews are essential to the regional office's supervision of fee appraisers.  Proper completion of [VA Form 26-0298] by the staff reviewer is necessary to ensure that the field review findings are properly documented.  These findings are of critical importance in supporting decisions regarding disciplinary actions or redesignation to the fee panel, and in internal quality control matters.  [Every field review of an appraisal report, regardless of whether or not there is a negative timeliness or work quality finding, must be recorded on VA Form 26-0298].



	b.  [Use of VA Form 26-0298



	(1)  While VA Form 26-0298 must be used for appraisal field reviews, it can also be used for desk reviews.  A particular case may require a combination of these uses.



	(2)  Although the form is designed for use with a window envelope, it is not necessary to enter the appraiser's address or lender's name and address unless they are sent a copy of the review.



	(3)  For field reviews, view the subject property.  Gain access, if appropriate.  View all comparables if time permits.  Otherwise, concentrate on the comparable(s) which represent the best indicator of value to the subject.



	(4)  The most readily observed field review items are capitalized on the form.  For maximum cost effectiveness, those items should be the focus of most routine field reviews.  Location, age/condition, repairs needed, adverse environmental conditions, amenities and photographs are particularly important in determining the acceptability of the appraisal.  From time to time, some of the other items should also be reviewed/verified on a random basis.  Every fee appraiser and LAPP staff appraisal reviewer must know that all of their work is subject to VA staff review.



	(5)  Place a check mark in the space to the left of each item reviewed.  Use item 9 for a review item not on the list.  For each item reviewed, determine if it was adequately addressed by the fee appraiser in terms of the requirements in the "Reviewer Statement" on the back of the form, or by the SAR (staff appraisal reviewer), if applicable.  Indicate which properties were actually viewed.



	(6)  Refer to the "VA Appraisal Review/URAR Cross Reference" (fig. 18), as necessary.  It lists each appraisal review item, asks the question to be answered for each item reviewed, and shows the number of the associated item(s) on the Uniform Residential Appraisal Report.
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	(7)  If a problem or potential problem (i.e., disagreement, discrepancy, error, omission, inconsistency, etc.) is found for any item reviewed, write the item number and describe the basis for the finding.  Favorable comments can also be recorded to provide the appraiser/lender with positive feedback.  Record the notification to the appraiser/lender of any problem or potential problem found, and the date the response to VA is due, if applicable.



	(8)  If there were any problems or potential problems found, record information about the disposition of the case.  In every case, record the required information about appraiser (and SAR, if applicable) performance and the date that information was coded into the C&V system.



	(9)  Complete the information after the "Reviewer Statement," including supervisory concurrence, if appropriate.  In signing VA Form 26-0298, VA staff members are not accepting the responsibility of being a cosigner of the appraisal report.  The reviewer is certifying that, to the best of his or her knowledge and belief:



	(a)  The facts and data used and reported in the review process are true and correct;



	(b)  The review reflects the reviewer's personal, unbiased professional analyses, opinions and conclusions.  Anyone who provided significant professional assistance is identified on the form;



	(c)  The reviewer has no present or prospective interest in the property that is the subject of the review and no personal interest or bias with respect to the parties involved; and



	(d)  The review, with its analyses, opinions and conclusions, was developed and prepared in conformity with the Uniform Standards of Professional Appraisal Practice as they apply to the VA Loan Guaranty program.



	(10)  Indicate if a copy of the review was sent to the appraiser and/or lender.  When sending the appraiser or lender a copy of a review in which there were no negative findings, the reviewer may simply note "No problems found" and initial and date the form on the front under "Observations and Findings."  Although this would obviate the need to send a copy of the back of the form, it does not eliminate the need for the back of the form to be properly completed.



	(11)  A copy of every VA Form 26-0298 completed will be filed in the fee appraiser's performance file.  A copy of any report in which there was a negative finding will also be filed in the loan folder.



		2-23

�M26-2	June 10, 1996

Change 30



	c.  VA staff field reviews conducted in conjunction with a request for reconsideration of value in which an increase in the established reasonable value is approved [(see par. 2.45c)] shall include a completed sales comparison analysis as shown on the appraisal report form.  This information will be recorded on either VA Form 26-0298, if there is adequate space, or on a local form devised by the regional office for this purpose.  All market data on which the increase is based shall be compared with the subject property and value adjustments made as appropriate in the sales comparison analysis, using accepted appraisal principles and techniques.



	d.  Any disagreement with the fee appraiser's findings shall be addressed in VA Form 26-0298.  If the disagreement affects the fee appraiser's final estimate of value, supervisory concurrence must be obtained.  One copy of each completed VA Form 26�0298 shall be filed in the loan docket, one copy in the fee appraiser's performance file, and one copy sent to the fee appraiser.  The provisions of paragraphs 2.03, 2.27 and 2.60b and other current directives regarding internal controls and the supervision of fee appraisers shall apply in counseling and disciplining fee appraisers based on field review findings.



	e.  Each regional office will maintain a record of all field reviews of appraisal reports.  This record will show the date of the field review, the case number, the property address, the name of the fee appraiser who made the appraisal, and the name of the staff reviewer who made the field review.  RCS VB-1, part I, item No. 12-155.100, is applicable for disposition purposes.



2.29  EFFECT OF FIELD REVIEWS ON REASONABLE VALUE



	It is preferable that field reviews of appraisals of proposed construction be made after construction has been completed.  At that time, the value of the completed structure can be compared with the original value, taking into account the quality of workmanship and materials.  Even though the conclusion resulting from salaried field reviews differs from reasonable values previously determined based on fee appraisals, no adjustment of the reasonable values stated on outstanding CRV's will be made unless there are deviations from 'the related plans and specifications.  When such field reviews are accomplished before the issuance of CRV's, the effect of the findings will be considered in determining the reasonable values to be established.



2.30  VALUING EASILY REMOVABLE AND/OR BUILT-IN EQUIPMENT,

	APPLIANCES OR DEVICES



	When the request for appraisal indicates that easily removable and/or built-in equipment, appliances or devices are included in the sales price and are to be considered in the appraisal report, the following is applicable:
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	a.  Items which are considered necessary by the typical family and which contribute to the basic livability of the home can be included in the estimated value on the appraisal report, and the estimated reasonable value as shown on the CRV.  These items include, but are not limited to:  refrigerator, range/ovens, dishwashers, clothes washers, dryers, garbage disposals, vent fans, and wall-to-wall carpeting.



	b.  Items which are generally considered to be personal cannot be included in the appraised value and estimated reasonable value on the CRV.  These items include, but are not limited to:  blenders, mixers, fireplace equipment, furniture, drapes, and rugs.



	c.  The fee appraiser must identify the easily removable and/or built-in equipment items which were included in the appraised value by verifying the blocks which were "checked" by the requester in the equipment section of the appraisal report.  The staff technician reviewing the case will ensure that the estimated reasonable value of the property on the CRV and the equipment section reflect the easily removable and/or built-in equipment items which were included in the appraisal.



2.31  DEFAULT, ACQUISITION, AND LIQUIDATION



	a.  Precision in determining the current reasonable value for default, acquisition, or liquidation purposes is essential in order to assure equity to all concerned.  It must be recognized that values so established will have an immediate and long-range impact on protection of the interests of VA, on the holder's continued and active support of the program, and on the interests of the veteran-obligor.  To assure the most precise finding of current reasonable value, the staff technician reviewing appraisal reports submitted  by fee or staff appraisers will fully document his/her conclusions.  The documentation and review will include the following:



	(1)  The reviewer must assure that the appraisal report was prepared in accordance with accepted appraisal techniques and applicable VA requirements, paying particular attention to the instructions contained in paragraph 2.19d(1), (2) and (3).
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	(2)  The appraisal report will reflect the "as is" value of the subject property considering the effect on value of any repairs (MPR and/or non-MPR related) that would be considered by the typical purchaser as necessary and impacting on value.  To determine the "as repaired" value in completing FL 26-565, the contributory value of the repairs provided by the fee appraiser will be added by the VA staff reviewer to the "as is" value.  In considering validity of the estimated total contributory value of the repairs noted by the fee appraiser, the staff technician should pay particular attention to the price range and predominant price information in the neighborhood section of the appraisal report as well as the unadjusted sale prices of the closed sales and of the competing sales or contract offerings.  Generally, if the indicated "as repaired" value reached by adding the contributory value of the repairs is markedly above the predominant prices, there is reason to question the appropriateness of the fee appraiser's estimates.



	(3)  Preparation of FL 26-565 shall be completed indicating whether the current reasonable value was supported by a current appraisal report or a field review, as reported on VA Form 26-0298, or a comparison with appraisal reports in the office files or other market comparables maintained by the office.  In most instances, the current reasonable value will be based upon the current appraisal report alone.  However, a field review and/or comparison with appraisal reports in the office files or other market comparables maintained by the office should be considered if there is some reason to question the validity of the fee appraiser's value estimate.  Comparison with other recent appraisal reports or other current market comparables when soft or declining market conditions exist in an area should assist in ensuring that the fee appraisers reports accurately reflect those conditions.  In every case, a VA-reviewed copy of the foreclosure appraisal must be sent to the requester at the same time as the FL 26-565 is provided to the Loan Service and Claims section.  The value indicated in paragraph 2 of FL 26-565 shall be considered valid for 6 months.  In any instance in which market conditions in the subject property's area are such that a reduced validity period is warranted, the staff technician will indicate in paragraph 4 "Comments" the reduced validity period and provide a brief statement for its basis.



	[b.  The following will apply when there is an indicated loss in value of 20 percent or more below the original valuation which occurs within 24 months of the original closing date.  The Chief, Construction and Valuation, may also apply these procedures when there is no indicated loss in value or the loss in value occurred 2 years or more after origination.  Twenty percent loss-in-value cases 
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will be determined by comparing the current “as is” value (or when repairs are required the “as is” value plus the “contributory value” of repairs) to either the appraisal report made at the time of origination (if readily available) or the “REASONABLE VALUE (ORIG)” for the case, as shown in the LGY Index System.  If that value was not captured, then “PURCHASE PRICE” will be used.



	(1) In each case, a staff field review will be completed using VA Form  26�0298.  If at all practicable, the field review should be performed prior to making the final value determination on FL 26-565 or its system-generated equivalent.  However, the Chief, Construction and Valuation has the discretionary authority to complete the field review within 6 months of the date of the liquidation appraisal report in those cases where the station is confident that there was no substantive fee appraiser error in that report.  When this discretionary authority is exercised, the case file will be documented to that fact; and



	(2)  Except when the original reasonable value was based upon a HUD value determination,  the origination appraisal will be obtained and will be compared in detail with the liquidation appraisal report.  Weighing the lapse of time and other factors, VAF 26�0298 will specifically reconcile and address the following:



	(a)  Whether the current liquidation appraisal is acceptable and whether any fee appraiser error was seen in either the origination or liquidation appraisal report;]



	(b)  The condition of the structure at the time of origination and the present "as is" condition;



	(c)  Repair requirements, if applicable;



	(d)  [Physical, functional and/or economic obsolescence, as related to value, which appears to have occurred after loan origination;]



	(e)  Other significant differences.



	(3)  The reviewer's conclusions will be subjected to appropriate supervisory review in each instance.
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	[(4)  The Loan Guaranty Officer has the discretionary authority to not complete field reviews in 20 percent loss-in-value cases in certain instances.  This authority will only be exercised when the field station has confidence that the origination and liquidation appraisal reports were completed in accordance with accepted appraisal techniques and that there was no substantive fee appraiser error.  When this discretionary authority is used, the file will be clearly documented and concurred in by the Loan Guaranty Officer.  Those instances are:



	(a)  The property suffered severe damage as a result of some catastrophic event such as a fire; or 



	(b)  The loss is the result of a significant downturn in property values due to poor economic conditions.  In these cases, the file will be documented referencing the source of the current statistical evidence, other evidence (i.e., newspaper clippings noting a plant closing) or market data (that data should be market-wide and not just VA sales) which was used to support the decision.]



2.32  RELEASE OF REAL PROPERTY



	The staff technician reviewing the case will indicate on the appraisal report the reasonable value of that portion of the property to be released and will refer the report and related exhibits to the VA official who initiated the request for appraisal.



2.33  ALTERATIONS, IMPROVEMENTS, OR REPAIRS TO REAL ESTATE



	When the cost of alterations, improvements, or repairs to real estate exceeds $3,500, the staff reviewer shall determine that the expenditures are economically sound and that the "as is" value of the property is enhanced to the full extent of the cost of such alterations, improvements, or repairs.



2.34  APPRAISALS INVOLVING CAPITALIZATION OF INCOME



	When the appraisal relates to an income property having two, three, or four living units, the capitalization of income shall be accomplished by use of a gross rent multiplier developed by the application of accepted appraisal techniques. The final estimate of reasonable value will be determined by reconciliation of the applicable approaches to value.
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SECTION V.  CERTIFICATES OF REASONABLE VALUE



2.35  AUTHORITY



	a.  The regional office has the authority to limit the number of units which will be included on an MCRV to the number which the regional office feels assured can be successfully marketed during the validity period.  In no event will an office discontinue entirely the issuance of either master or individual CRV's on speculative housing in any area 'Without prior approval of Central Office (262).



	b.  The regional office is authorized also to limit the number of items of easily removable equipment and other optional items in each MCRV issued.



2.36  INDIVIDUAL CERTIFICATE



	a.  VA Form 26-1843 is used to notify the appraisal requester of the reasonable value established by VA for a particular property.  [A] copy of the reviewed appraisal report shall accompany the CRV being sent to the requester.  Photographs or copies of photographs, however, will not be sent.  (See fig. 9.)  All CRV's related' to existing construction located in areas subject to termite infestation (see par. 3.03c) shall be conditioned to require a statement from a Pest Control Operator on VA Form 26-8850, Wood Destroying Insect Information - Existing Construction.  An exception to the use of VA Form 26-8850 shall be permitted in those States which require the use of a State form in all transactions (e.g., California and Florida) in which case the State form shall be accepted for loan guaranty purposes.  A copy of the statement must be forwarded by the lender with other closing papers for inclusion in the loan docket.  Each such statement submitted to VA shall bear an acknowledgment signed by the veteran-purchaser that he or she has received a copy of the statement.



	b.  A Pest Control Operator shall be a person who is licensed for such activities by a State or who is a member of a national or State organization which requires at least 2 years of responsible experience in the insect control field as a prerequisite of membership, or an individual or firm generally acknowledged, by experience or reputation as being technically qualified in the field of insect control, and who, by performance, has gained a reputation for integrity, competency and responsibility.



	c.  Reporting of fungus growth or dry rot is not required in the statement of the recognized Pest Control Operator.  Regardless of any statement concerning fungus growth or dry rot in the statement, staff and fee appraisers are not relieved of their responsibility to inspect for and report evidence of dry rot as required on the appraisal report.  In this regard, staff and designated fee appraisers should be cautioned to exercise considerable care when completing this item of the appraisal report.
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	d.  If a report indicates structural damage from insect infestation and there is reason to believe that improper or incomplete correction has been accomplished, a lender may, at its discretion, request a compliance inspection.  To expedite sales closings, an assignment to a fee compliance inspector may be made by telephone, followed by proper written confirmation.



2.37  MASTER CERTIFICATE



	a.  VA Form 26-1843a will be used to advise interested parties of the reasonable values established for projects involving the proposed construction of five or more similar properties. [A copy of the reviewed Uniform Residential Appraisal Report(s) will accompany the MCRV being sent to the requester.]



	b.  In lieu of issuing an MCRV, the regional office is authorized to issue individual CRV's for each unit covered by the committee appraisal in any case in which it is determined that the issuance of individual CRV's is mutually beneficial to VA and other parties concerned.



2.38  VALIDITY PERIOD



	A CRV shall be valid in the case of existing construction for 6 months and, in the case of proposed construction, for a period of at least 6 and up to 12 months.  When a veteran enters into a contract to purchase within the validity period, the CRV will remain effective after the validity period has expired until the identified transaction is either consummated or otherwise terminated.  Regional offices shall coordinate the establishment of validity periods with appropriate personnel of the local HUD/FHA area field office(s).  Any disagreement over appropriate validity periods shall be discussed with Central Office (262).



2.39  EXTENSIONS



	a.  Before extending the validity period of an outstanding individual or master CRV, it must be determined that the reasonable value originally established will maintain through the extended period.  Generally requests for extension of validity period should be submitted to the field station for review.  However, field stations may allow lenders to submit the requests directly to the fee appraiser who completed the original appraisal.  The fee appraiser will determine whether the established value will be expected to continue to be valid through the extended period.  The fee appraiser will send his or her recommendation to the field station which will make the final determination and issue the proper endorsement, if appropriate.  It is acceptable for the fee appraiser to include a limiting condition citing the market conditions on which the determination was made and which indicates that the appraiser cannot be held accountable for unforeseeable events that alter those market conditions.
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	b.  Before an extension of the validity period is granted in a case in which the MCRV or CRV was issued with a validity period of 12 months, a reappraisal and physical inspection of the property should be made and reported on the appraisal report.  However, in particular cases it may be determined that a physical inspection and reappraisal of the property is not necessary.  In any such case, the basis for such determination, which will be in memorandum form, will be included in the loan guaranty folder involved.



2.40  LIMITATIONS



	a.  All [CRV's and MCRV's], will be issued in the amount determined by VA to be the reasonable value of the property, irrespective of  the relationship of such value to the known or proposed sale price; or, in connection with refinancing, irrespective of the relationship of such value to the proposed refinancing loan amount. [The value for variations or optional items of equipment in MCRV cases, will not exceed the amount being requested by the builder.]



	b.  The valuation stipulated on the CRV is conclusive to the VA during the validity period indicated on the CRV provided the conditions on such CRV are complied with.  However, a valuation may be reduced, withdrawn, or modified during the validity period if the facts in the case demonstrate that the issuance of the CRV was occasioned by fraud, misrepresentation, or  substantial administrative error on the part of VA, and such action is necessary to make the valuation consistent with the market.



	c.  CRV's shall be issued only for those properties which conform or will be made to conform to applicable VA MPR's.  An exception to this is when a veteran has contracted to buy an existing property which is habitable from the standpoint of safety, sanitation, and structural soundness but which fails to conform in some respects to VA MPR's for existing construction.  Such a unit can be approved as eligible provided the veteran and lender request such approval in writing after having been advised of the items of nonconformity, and the regional office is satisfied that all observable deficiencies have been fully taken into account by way of depreciation in fixing the reasonable value of the property.



	d.  CRV's related to loans to be processed under 38 CFR 36.4343 will not be issued without the prior approval of Central Office (262).



	e.  CRV's will not be issued in any case involving the partial release of real property.  Similarly, CRV's will not be issued in
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cases involving alterations, improvements, or repairs to realty costing less than $3,500 except when the appraisal is made by a designated fee appraiser assigned to the case by VA.



	[ ]



	[f.]  In cases involving the use of HUD Form 92800.5b or HUD Forms 91322, 91322.1, and 91322.2, the following shall apply:



	(1)  Only cases processed under the National Housing Act, sections 203, 221, or 234, are acceptable for VA processing.  (See par. 2.05b and fig. 8.)



	(2)  The geographic card file shall be screened and a HUD conditional commitment shall not be permitted for VA purposes if there is an outstanding CRV with a remaining period of validity.



	(3)  Planned unit developments and condominium projects accepted by HUD and FmHA shall be accepted by VA.



	[g.]  Each CRV which is based upon a HUD conditional commitment shall contain the following statement:  "The reasonable value stated herein is based upon a value determination by the Department of Housing and Urban Development as evidenced by its conditional commitment, Case No.        , Date        ."  This statement may appear in item 25 of VA Form 26-1843.



	[h.]  When requested by the Property Management Section, a CRV will be issued for a property owned by the Secretary on which an acceptable offer to purchase is received.  The CRV will be issued in an amount not to exceed the selling price.  Determination of the estimated reasonable value will be made by a staff appraiser based upon review of VA Form 26-6701, completed no more than 6 months prior to the date of the offer, and the most recent appraisal report as well as other pertinent data.  The CRV shall be endorsed by rubber stamp with the following:  "The reasonable value estimate indicated on the certificate of reasonable value was determined by recent market data on file with VA."  The remaining economic life will be that noted in the most recent appraisal report.  The validity period will be for 90 days from the date of issuance of the CRV.  A statement by a recognized Pest Control Operator as provided in paragraph 2.36, analysis of individual water system, flood insurance and other specific conditions are required as appropriate.  In every instance the CRV will be conditioned to require an inspection to determine that the property meets VA MPR's for existing construction.  The inspection will be performed by a fee appraiser, fee compliance inspector, or VA staff as determined appropriate by the regional office.  If fee personnel are used for the inspection, payment shall be made from the funds for miscellaneous contractual services.  Because time is of the essence, this procedure is a high priority item.  The CRV shall be prepared and handcarried to the Property Management Section as soon as possible.  In those instances in which a property owned by the Secretary is being purchased by an individual who is financing the purchase using a HUD insured loan, the following applies:
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	(1)  	All data used to arrive at the estimated reasonable value on the CRV (i.e., VA Form 26-6701, the appraisal report, other data used) will be attached to the copy of the CRV which is provided to the local HUD office; and



	(2)	  The property inspection will be done prior to issuing the CRV and all repairs required to make the property meet MPR's will be made a condition of the CRV.



	[I.]  Each CRV predicated upon completion of proposed construction and for substantial rehabilitation and alterations, improvements, or repairs which involve the potable water distribution system shall be conditioned to require a certification that any solders and flux used did not contain more than 0.2 percent lead and any pipes and pipe fittings used did not contain more than 8.0 percent lead.  (See fig. 5.)



	[j.]	  Each CRV or MCRV for proposed construction, existing 10-year protection plan cases, or special exception (see par. 2.07) cases, will be conditioned as follows: "Provide a certification from the builder which identifies the dwelling and states that it was constructed to meet the energy conservation standards of the Council of American Building Officials (CABO) 1992 Model Energy Code (MEC)."



	(1)	  An individual unit in a condominium project that is less than three-stories in height, must comply with the requirements of the 1992 CABO MEC.  In high-rise condominium projects, the requirements of the American Society of Heating, Refrigerating, and Air-Conditioning Engineers (ASHRAE) Standard 90.1-1989 apply.
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	(2) The certification that the property was constructed to meet the energy conservation standards of the 1992 CABO MEC is required even when State or local energy-related requirements exceed or are purported to exceed the CABO standard. 



	(3) The certification that the property was constructed to meet the energy conservation standards of the 1992 CABO MEC is not required when the dwelling is a manufactured home (HUD-code) that was inspected in the factory by HUD.]



2.41  SPECIAL INSTRUCTIONS APPLICABLE TO THE PREPARATION OF

	   INDIVIDUAL CERTIFICATES



	a.  CRV's relating to proposed construction shall identify the plans and specifications and other exhibits considered in establishing reasonable value.



	b.  A fully countersigned final HUD Form 92051 may be accepted as evidence of compliance with VA requirements corresponding to those listed under section III of the HUD form.  Accordingly, separate prefabrication and carpet certifications, individual sewage and water supply system and termite treatment guarantees will not be required by VA in connection with requests for appraisal when the properties involved are being inspected by HUD during construction, nor will the carpet certification requirement be entered on CRV's in such cases.



	c.  When a proposed property is enrolled in an insured 10-year protection plan, the notation "Final Only" shall be inserted on VA Form 26-1843.



2.42  SPECIAL INSTRUCTIONS APPLICABLE TO THE PREPARATION OF

	   MASTER CERTIFICATES



	a.  All exhibits showing offsite improvements taken into consideration in appraisal of individual properties in the subdivision must be identified in item 2 of VA Form 26-1843a.  When review of exhibits for offsite improvements is not made, identification may be by listing the subdivision name, number, or other identifying features.



	b.  When an MCRV is issued for proposed properties which are enrolled in an insured 10-year protection plan, item 5 of VA Form 26-1843a shall include the following statement:



	"The reasonable value established is predicated upon completion of proposed construction and inspection of the completed improvements by the inspector identified above."
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	c.  When the enrollment in an insured 10-year protection plan is not submitted with the appraisal request, the evidence of enrollment shall be submitted to VA no later than the submission of the related loan report or certification of the loan disbursement.  (See fig. 6.)  The individual or master CRV shall be endorsed as follows:



	"Evidence of enrollment in an insured 10-year protection plan shall be submitted no later than submission of the related loan report or certification of the loan disbursement."



	[d.  All MCRV's issued for proposed properties shall be endorsed in accordance with the requirements of the Energy Policy Act of 1992 as follows:



	"For each dwelling subject to VA financing provide a certification from the builder which identifies the dwelling and states that it was constructed to meet the energy conservation standards of the Council of American Building Officials (CABO) 1992 Model Energy Code (MEC)."]



2.43  REQUIREMENT OF CONSTRUCTION WARRANTY



	a.  Each CRV issued by VA relating to a proposed or newly constructed dwelling unit shall be subject to the express condition that the builder, seller, or the real party in interest in the transaction shall deliver to the veteran [] purchasing such dwelling with the aid of a guaranteed or insured loan a warranty, in the form prescribed by VA, that the property has been completed in substantial conformity with the plans and specifications upon which VA based its valuation of the property, including any modifications of such plans and specifications, or changes or variations within which have been approved in writing by VA.



	b.  A fully executed VA Form 26-1859, Warranty of Completion of Construction in Substantial Conformity With Approved Plans and Specifications, will be required on each home loan, prior to guaranty or insurance, if the security was appraised as proposed construction or as existing construction within 1 year of completion provided the property was built under the inspection procedure of VA or HUD.



	c.  VA will indicate the warrantor on the related master or individual CRV.  The warrantor will have been reported on the appraisal request.  If the warrantor is shown to be the builder or seller, the warranty by such party will be acceptable unless from the information available it appears that some other party who is the real party in interest should be the warrantor.  In the latter event such party will be designated as the warrantor on the master or individual CRV.  In construction loan cases in which title to the property is vested in the veteran prior to the completion of construction, the warranty will be required from the person or persons with whom the veteran contracted for the construction of the 
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dwelling.  If the warrantor is a corporation, the warranty must be signed by an officer of such corporation, duly authorized to perform such act on behalf of the corporation.



2.44  TERMITE SOIL TREATMENT GUARANTEE



	a.  VA Form 26-8375 (HUD Form 92052), Termite Soil Treatment guarantee, will be used when soil treatment is specified and used in new construction.



	b.  One copy of VA Form 26-8375 will be sent to the regional office with VA Form 26-1820, Report and Certification of Loan Disbursement, and will be filed in the loan docket.  The original and one copy are retained by the mortgagee who provides the mortgagor with the original at closing.



	c.  A review of the submitted VA Form 26-8375 must be made for adequacy and completeness.  Any guarantee not correctly completed will be returned to the mortgagee with a letter indicating the required corrections.



2.45  DISTRIBUTION OF CRV'S



	a.  In individual proposed or individual existing construction cases, the veteran's copy of the CRV will be mailed directly to him or her in any case in which a specific veteran is known as the prospective purchaser at the time the CRV is prepared.  In prior approval cases, when the veteran is not known at the time the CRV is prepared, the veteran's copy will be retained in the case file until such time as the URLA, Uniform Residential Loan Application is received.  Immediately upon receipt of the URLA, the veteran's copy of the CRV will be mailed directly to the veteran.  [ ]  For loans processed on the automatic basis, the veteran's copy of the CRV may be mailed to the veteran with the certificate of eligibility after the loan is guaranteed.



	[(1)  When a valid VA Form 26-1843a, Master Certificate of Reasonable Value, is outstanding, VA will rely on VA Form 26-1820, Report and Certification of Loan Disbursement, in automatic loan cases as notification to the veteran of the reasonable value determination.  VA Form 26-1802a, HUD/VA Addendum to Uniform Residential Loan Application, will serve that purpose in prior approval loan cases.]



	[(2)]  In a direct loan case,  VA Form 26-1843f, Notification of Reasonable Value (VA Direct Loan), and if necessary repairs, termite inspection, or other requirements to be paid by the seller are indicated on the CRV, a copy of the CRV will be forwarded to the Loan Processing Section for mailing directly to the veteran.



	b.  When proposed construction is involved, a copy of the individual or master CRV will be supplied to the compliance inspector when the construction is to be inspected by VA.  In individual proposed construction cases, or cases involving the assignment of fee inspectors for necessary repairs, it will be required that the regional office reproduce a copy of the individual CRV for distribution to the compliance inspector.
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	c.  Prior to distribution, the reviewing technician will assure that the CRV is complete and accurate in all respects.  In no event, however, will the regional office refuse to reconsider the propriety of the CRV or LAPP NOV (notification of value) as it relates to valuation or any other aspect if requested to do so in writing by a party of interest; i.e., either the party making the request for the appraisal or the veteran shall have the right to request reconsideration of the determination of reasonable value and may file an appeal.  This policy will also be applied if the prospective veteran-purchaser does not join in the request or no veteran is involved in the transaction.  If a builder or seller appeals, VA will not require that the veteran join in the appeal.  Similarly, the prospective veteran-purchaser can appeal without being joined by the other party (parties) of interest.



	(1)  Any VA increase in a value estimate during the CRV, LAPP NOV or MCRV validity period must be supported by real estate market or other valid data which would be considered adequate and reasonable by professional appraisal standards.  This includes the value of a proposed construction lot premium, building variation from a basic house type, or optional item of equipment.  The regional office shall not require the requester to submit comparable sales or other market data in conjunction with a request for reconsideration of value.  Requesters may be advised, however, that supporting sales or other market data submitted will assist the regional office in reviewing the reconsideration request.  Any such supporting documentation voluntarily submitted by the requester, including any additional appraisals of the property, will be carefully considered by the regional office.  In those instances when the requester supports a request for reconsideration of value by submitting an additional appraisal, the veteran cannot be required to pay all or any portion of the cost of the additional appraisal.  (See fig. 10.)



	(2)  Generally, requests for reconsideration of value will be submitted by the requester to the field station for processing.  As an optional procedure, however, the field station may allow lenders (and, at the station's discretion, any other party of interest to the transaction) to send written requests for reconsideration directly to the fee appraiser who completed the original report.  In those instances, the requester will include any market data to support their written request.  Upon receipt of the request, the fee appraiser records the date the request was received (to facilitate timeliness calculations), reviews the request and any supporting documentation, prepares written justification considered adequate and reasonable by professional appraisal standards for any value increase he or she believes is warranted (in most cases this will include a sales comparison analysis grid or substantially similar analysis), and forwards that material and his or her recommendation regarding disposition of the request to the field station.  The station reviews the information submitted by the fee appraiser, determines whether an increase in value is warranted and, if appropriate, issues an endorsement to the CRV, LAPP NOV or MCRV.  The fee appraiser is not permitted to issue any valuation endorsement or otherwise inform the requester or any other party of his or her recommendation.
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	[(3)  Field Review and Supervisory Concurrence Requirements for All Reconsiderations of Value



		Field	Supervisory

		Review	Concurrence

	Value Increase	Required	Required

	Less than 5 percent	No	No



	5 - 9 percent	Fee or Staff	Yes



	10 percent or More	Staff	Yes



	Any Second or	Staff	Yes

	Subsequent Increase



	NOTES:



	(a)  The need for a field review is based on the percentage of the actual increase in value, not the requested increase.



	(b)  Since a review by the fee appraiser satisfies the field review requirement for value increases of between 5 and 10 percent, stations may wish to encourage lenders to use the optional procedure described in paragraph 2.45c(2).



	(c)  At their discretion, stations may wait until after the valuation endorsement is issued to perform required field reviews, if the VA staff desk review documents that the justification for the increase is conclusive and without question.



	(d)  The field review requirement can be waived on a case-by-case basis, if the supervisor provides a valid written justification based on other than personnel or travel fund considerations.



	(e)  Stations should use their own discretion in field reviewing cases not meeting the above criteria.  Even when a field review or supervisory concurrence is not specifically required, station management must ensure that adequate quality control measures are in place to prevent any value increase which is not justified or fully supported by valid real estate market data.



	(4) VA staff field reviews of reconsiderations of value will be reported in accordance with paragraph 2.28. If the reconsideration request was initially reviewed by the fee appraiser, the staff reviewer will review the appraiser's recommendation and adjust it if necessary.  Although a change in the value estimate by VA staff does not necessarily 
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indicate a fee appraiser error, this issue must be addressed in each case on VA Form 26�0298, VA Appraisal Review, (if used, or on the fee appraiser's written report on the reconsideration request).  Any fee appraiser error must be reported to the appraiser and properly documented in both the loan file and fee appraiser's performance file.  For any value estimate error of 5 percent or more, the fee appraiser shall be counseled, admonished or otherwise administratively disciplined, as appropriate.]



2.46  HUD/VA RECIPROCITY



	Regional offices will advise Central Office (262) in writing of any problems or difficulties encountered with HUD's acceptance of VA CRV's.  Such advice is required in connection with substantive matters only (i.e., comparisons of valuations by brokers, sellers  or builders).  Although the HUD valuation (estimated value of property,) and estimated economic life of the property are considered to be controlling by VA in establishing the maximum reasonable value and estimated economic life, this does not in any way imply that VA acceptance of the conditional commitment is to be perfunctory or cursory process.  Careful review of the HUD form is necessary and should consider the validity of the commitment (it is only valid for VA purposes if issued by authorized personnel of the local HUD/FHA area office) and if it is proper in light of known market conditions in the locale and other appropriate factors.  Any problems or difficulties encountered with conditional commitments should be discussed and resolved with appropriate HUD/FHA area office personnel.  If the issue cannot be resolved locally, Central Office (262) will be notified of the difficulties encountered.



SECTION VI.  NONREALTY APPRAISALS



2.47  APPRAISALS OF NONREAL PROPERTY (PERSONALTY)



	a.  The appraisal solely of personalty must be made by a VA-designated appraiser (38 CFR 36.4340). Upon request, a lender will be supplied with the name of one or more appraisers authorized to make such appraisals.  Appraisal reports in this category will be submitted direct to the lender.



	b.  Non-real estate appraisal reports shall be reviewed by the individual determined to be best qualified to review such appraisals The staff reviewer shall determine that the report constitutes proper appraisal within the meaning of the applicable section of the act.



SECTION VII.  LIMITATIONS TO TITLE



2.48  PROCEDURE UNDER 38 CFR 36.4350(b) AND (c)



	a.  When, subsequent to examination of the title and prior to loan closing, the lender or other interested party discovers title conditions or limitations which are not recited in the related CRV, VA
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upon request will consider the existence of such conditions or limitations and advise whether the reasonable value is affected. When staff appraisal technicians have insufficient information to determine the effect of such conditions or limitations on reasonable value and additional information is required from the fee appraiser, FL 26-209 will be used.  The lender, or other interested party, shall be notified of VA conclusions via FL 26-210 or by appropriate endorsement to the request submitted by the lender.  To be acceptable, it would be necessary that this endorsement contain the same language as that which appears in FL 26-210.  When the reasonable value was based upon a HUD conditional commitment, the effect on value of limitations to title not contained in 38 CFR 36.4350 must be reviewed and commented upon by HUD and then forwarded to the lender.  VA will not process such requests by lenders except to return the requests with advice to contact HUD for processing.



	b.  The conditions or limitations to title listed below have been determined by VA as not materially affecting the reasonable value of residential property, whether or not enforceable by a reverter clause, provided there has been no breach of the conditions affording a right to an exercise of the reverter clause:



	(1)  Building or Use Restrictions, provided no violation exists and the proposed use by the veteran does not presage a violation.



	(2)  Violations of Building or Use Restrictions of Record which have existed for more than 1 year, are not the subject of pending or threatened litigation, and do not provide for a reversion or termina�tion of title, condemnation by municipal authorities, or a lien for liquidated damages which may be superior to the lien of the guaranteed or insured mortgage.



	(3)  Easements



	(a)  Easements for public utilities along one or more of the property lines and easements for drainage or irrigation ditches, provided the exercise of the rights of such easements do not interfere with the use of any of the buildings or improvements located on the subject property.



	(b)  Mutual easements for joint driveways located partly on the subject property and partly on adjoining property, provided the agreement is recorded in public records.



	(c)  Easements for underground conduits which are in place and which do not extend under any buildings on the subject property.



	(4)  Encroachments



	(a)  On the subject property by improvements of the adjoining property when such encroachments do not exceed 1 foot within the



2-37

�M26-2	November 23, 1992

Change 15



subject boundaries, provided such encroachments do not touch any buildings or interfere with the use or enjoyment of any building or improvement on the subject property.



	(b)  By hedges or removable fences belonging to subject or adjoining property.



	(c)  Not exceeding 1 foot on adjoining property by driveways belonging to subject property, provided there exists a clearance of at least 8 feet between the buildings on the subject property and the property line affected by the encroachment.



	(5)  Variations of Lot Lines which consist of variations between the length of the subject property lines as shown on the plot plan or other exhibits submitted to VA and as shown by the record or possession lines, provided such variations do not interfere with  the current use of any of the improvements on the subject property and do not involve a deficiency of more than 2 percent with respect to the length of the front line, or more than 5 percent with respect to  the length of any other line.



SECTION VIII.  APPRAISAL OF RESIDENTIAL PROPERTIES NEAR AIRPORTS 



2.49  PURPOSE



	The purpose of this section is to state VA policy and procedures relative to residential properties located near major civilian airports and military air bases.  This section also sets forth the circumstances under which VA will decline to appraise residential properties within certain noise rating zones.  VA must recognize the possible unsuitability for residential use of certain properties and the probable adverse effect on livability and/or value of homes in the vicinity of major airports and air bases.  Such adverse effects may be due to a variety of factors including noise intensity.



2.50  APPRAISAL PRINCIPLE INVOLVED



	The adverse effects of being located close to and airport must be considered on an individual basis.  The effect on value shall be considered in the market data analysis in the appraisal process.



2.51  DEVELOPMENT OF AIRPORT FILES



	Each regional office will establish and maintain a separate airport file for each major civilian and military airport within its jurisdiction and will dispose of the file in accordance with RCS VB-1, part 1, item No. 12-141.300.



	a.  Civilian Airports.  Some civilian airports have hired consultants to complete noise studies or studies which include noise data.  These studies are to be used by regional offices in carrying out VA policy involving the appraisal of residential properties near
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airports.  Liaison between VA and FAA (Federal Aviation Administration) Airport District Offices or FAA Regional Headquarters is encouraged.  These offices and/or the civilian airport management should be contacted [at least every three years] to assist in updating airport files by providing current documentation, if available.  Memorandums of contact with FAA or management officials should be included in airport files.



	b.  Military Airports.  The military services have adopted AICUZ (Air Installation Compatible Use Zone) reports for many of the major air bases throughout the country.  The AICUZ concept was designed to promote land-use development near military airfields in a manner which would protect adjacent communities from the noise and safety hazards associated with aircraft operations and also to preserve the operational integrity of the airfields.  AICUZ reports assess levels of aircraft noise exposure and accident potential and specify a wide variety of types and intensity of land usage by a series of districts which consider these two factors.



2.52  AIRPORT NOISE ZONES



	a.  The following chart classifies noise levels into a set of noise zones according to the most commonly used environmental noise descriptors :



Noise	CNR (Composite	NEF (Noise	DNL (Day/Night

Zone	   Noise Rating)  	Exposure Forecast)	Average Sound Level)



1	Under 100	Under 30	Under 65

2	100 - 115	  30 - 40	65 - 75

3	Over 115	Over 40	Over 75



	b.  Specific Limitations



	(1)  Proposed or existing properties located in noise zone 1 are generally acceptable as security for VA-guaranteed loans.



	(2)  Proposed construction to be located in noise zone 2 will be acceptable provided:



	(a)  Sound attenuation features are built into the dwelling to bring the interior DNL of the living unit to 45 decibels or below; and



	(b)  There is evidence of market acceptance of the subdivision in which the property is to be located; and



	(c)  The veteran-purchaser signs a statement which indicates his/her awareness that (1) the property being purchased is located in an area adjacent to an airport, and (2) the aircraft noise may affect normal livability, value, and marketability of the property.
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	[(3)]  Proposed subdivisions to be located in noise zone 3 are not generally acceptable.  The only exception is a situation in which VA has previously approved a subdivision, and the airport noise contours are subsequently changed to include the subdivision in noise zone 3.  In such cases, VA will continue to process loan applications provided the requirements in subparagraphs [b(2)(a), (b) and (c)] above are met.



	[(4)]  Existing dwellings in noise zones 2 and 3 are not to be rejected because of airport influence if there is evidence of acceptance by a fully informed veteran. [] No existing property will be rejected because of airport influence if that property is the security for an outstanding VA loan.  (See par. 2.07c(4)(a).)  [As stated in paragraph 2.50, the effect on value, if any, of a property being located in an airport noise zone shall be considered by the fee appraiser in the appraisal process.



	(5)  When requests are received to appraise properties located in close proximity to airports, in addition, to making determinations concerning their location in noise zones, it should also be determined whether the property is located in a runway clear zone, clear zone, or accident potential zone (see par. 2.53).



2.53  AIRPORT CLEAR ZONES AND ACCIDENT POTENTIAL ZONES



	In addition to considering noise zones, field stations should determine whether properties in close proximity to airports are located in clear zones or accident potential zones.



	a.  Clear Zones.  Both the Department of Defense and the FAA have programs designed to bring the highest accident risk areas, called runway clear zones at civil airports and clear zones at military airfields, under the control of the airport operator, thus ensuring that no incompatible development takes place.  These zones are located immediately beyond the ends of a runway.  Even though these programs have been in existence for a number of years, there are still areas that are not controlled by the airport operators.



	(1)  Proposed Construction.  VA field stations shall not accept requests for appraisal of proposed construction located in the runway clear zones of civil airports and the clear zones of military airfields.



	(2)  Existing Construction.  Existing dwellings located in runway  clear zones and clear zones are eligible for VA guaranteed financing provided:
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	(a)  There is evidence of market acceptance of the subdivision or area in which the property is located; and



	(b)  The veteran-purchaser signs a statement which indicates his/her awareness that the property is located in a clear zone and that this may have an affect upon value and marketability of the property.  Such properties are probably also located in noise zone two or three, and the acknowledgment should address this issue (see par. 2.52b(2)(c)).



	b.  Accident Potential Zones.  AICUZ reports completed for military airfields identify areas beyond the clear zones which also have significant potential for accidents.  These areas have been labeled ad accident potential zones.  Civilian airports do not identify accident potential zones.



	(1)  Proposed Construction.  Military AICUZ reports discourage residential development in accident potential zones.  However,   appraisals for proposed construction in accident potential zones may be acceptable provided the project in which the properties are located is consistent with the recommendations found in the AICUZ report for the applicable airfield, and:



	(a)  There is evidence of market acceptance of the subdivision or area in which the property is located; and



	(b)  The veteran-purchaser signs a statement similar to that found in paragraph 2.53a(2)(b).



	(2)  Existing Construction.  Existing construction located in an accident potential zone is eligible for VA guaranteed financing provided the requirements of subparagraphs (a) and (b) above are satisfied, and the property is otherwise eligible.]



SECTION IX.  PROCEDURE FOR HANDLING CONSTRUCTION COMPLAINTS



2.54  GENERAL PROCEDURE



	a.  It is VA policy to take aggressive and expeditious action to resolve construction complaints satisfactorily.  Neither group nor oral complaints will be recognized.  To be recognized and processed, a complaint shall include a written, itemized list of defects pertaining to a particular property.  Each complaint will be judged on its own merits with due consideration to VA's obligation to the Government and the veteran.



	b.  If the complaint relates to a dwelling appraised as existing construction previously occupied, it shall be determined whether the complaint relates to a defect which the appraiser failed to note and list on the appraisal report as an
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item requiring correction to attain compliance with the applicable VA MPR's.  [When the fee personnel's performance was deficient, the individual will be notified of the deficiency, their performance file documented, and the provisions of paragraph 2.60 will be followed regarding any disciplinary action.]  Although failure of the appraiser in such cases results in the approval of a property which does not comply with VA MPR's, VA has no authority to effect correction of deficiencies after the veteran purchases existing construction previously occupied.  Whatever can be done by the veteran would largely be dependent upon the terms of the contract between the veteran and seller, for which the veteran may seek the advice of counsel of his or her own choosing.  [When it is determined that the complaint relates to a defect existing prior to loan origination, Loan Service and Claims must be notified in accordance with paragraph 2.57j.]  



	c.  If the complaint relates to a property constructed under VA compliance inspections or HUD supervision, which was appraised as proposed construction or as existing construction not previously occupied (see par. 2.07a, b and c(1)), or was appraised as existing construction which was determined to be eligible according to paragraph 2.07c(5), the builder, insuror or intermediary will be notified of the necessity for correction of defects which are deemed to be the builder's responsibility.  The exact nature of the reported defects will be ascertained and, if found to be the result of faulty workmanship or material, every effort shall be made to have the builder complete necessary corrective work.  The following general rules will be observed:



	(1)  A complaint(s) registered with VA within 12 calendar months from the date of initial occupancy, or within the period of the manufacturer's or other warranty, if any, regarding defective materials or equipment covered by such warranty or deviations from VA MPR's and approved plans and specifications will be deemed justifiable.



	(2)  Complaints registered with VA 12 months or more after initial occupancy will not be considered except when the information provided indicates an accelerated deterioration of structural soundness or material failures in advance of normal life expectancy, and then not until the exact nature of the reported defect has been ascertained (e.g., abnormal settlement, disintegration of material and/or deviations from VA MPR's).



	(3)  Complaints registered with VA which involve a property accepted for appraisal according to paragraph 2.07c(5) shall be referred to the builder, insuror or intermediary regardless of the date received after initial occupancy.  The procedure described in paragraph 2.57c(2) shall not apply to cases in this category.
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	(4)  Items and/or conditions that are the responsibility of the veteran, such as maintenance of the property, will not be considered justifiable grounds for complaint irrespective of the date the complaint is registered with VA (e.g., maintenance of drainage swales and patterns as originally provided; periodic inspection and cleaning of individual sewage disposal systems, eaves and downspouts; periodic servicing of mechanical equipment; normal protective measures to prevent accelerated deterioration of material; or repairs of hairline cracks attributable to normal curing or settlement).  Regional office Director's may, at their discretion, encourage builders to adopt a plan whereby the veteran-purchaser, or the veteran-purchaser and coborrower, and the builder or the builder's representative jointly and concurrently inspect the property, to afford the veteran an opportunity to note any observable deficiencies in the property.  Such inspection should be made after the approval of the final compliance inspection and prior to loan closing and whenever possible before occupancy.  A record of the inspection should be forwarded with the closing papers for inclusion in the loan docket.  A complaint should be considered in the light of the veteran's inspection of the property.  In this same connection the final inspection report will be reviewed to show proper application of the reporting procedures required in paragraph 5.07c.  Items that patently relate to the maintenance of the property should not be considered the builder's responsibility unless such complaints are received by VA within 30 days after initial occupancy.



	d.  If the complaint relates to the repair, alteration, or improvement of a property appraised as existing construction and the work was subject to VA compliance inspections, the matter will be handled as in subparagraph c above.  When the lender has certified to the proper completion of the work, VA will not undertake to resolve the matter but will notify the lender in accordance with the instructions in paragraph 2.57e.



2.55  CORRECTION OF STRUCTURAL DEFECTS



	Since requests for assistance in correcting structural defects should be relatively infrequent, VA will accept, as applications, requests for such assistance which are written in letter form over the signature of the applicants.  Requests or applications made orally will not be accepted by VA.  Each such application must 
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include the representations specified in 38 CFR 36.4364(c); otherwise, it may not be considered.  Each duly completed application will be forwarded to Central Office (262) by the regional office, which will include, in a letter of transmittal, a resume of the case, particularly with reference to the information specified in 38 CFR 36.4364(c).  Each application so forwarded to Central Office (262) will be accompanied by the entire case folder for the applicable guaranteed, insured or direct loan.



2.56  RESPONSIBILITY



	One or more employees will be designated to perform the operations under the procedures stated herein.  The objectives of these procedures are for VA to determine promptly the party responsible for corrective action; to keep all parties concerned aware of VA's position in the matter; to press for satisfactory cures for complaints as quickly as possible; and to document completely each case with factual data with respect to its processing and disposition.



2.57  INTERNAL PROCESSING



	The following procedure will be used by each regional office in processing complaints:



	a.  Records.  A record of each complaint will be made on VA Form 26-1879, Construction Complaint Record, prepared in duplicate.  The original VA Form 26-1879, with all correspondence including copies of form letters, will be filed in the appropriate loan folder.  A record of all actions taken regarding the complaint such as dates letters were received or dispatched, telephone interviews, field reviews and followup dates will also be noted on VA Form 26-1879.  The duplicate of VA Form 26-1879 will be filed chronologically by date of acknowledgment in the pending complaint index file (RCS VB-1, pt. I, item No. 12-151.000).  When a complaint has been resolved or concluded, the duplicate VA Form 26-1879 will be filed in the related builder's file [(see par. 2.09f)], or in the case of existing construction, in the fee appraiser's performance file.



	b.  Disposition - General



	(1)  As previously stated, it is the intention of Central Office that aggressive and expeditious action be taken by each regional office to settle or dispose of veterans construction complaints.  The cardinal requirements to observe are (a) that action must be initiated and carried out as fast as possible in each case, and (b) that the full facts respecting each case and its processing must be recorded in writing in the folder.



	(2)  Construction complaints will generally fall within two categories:  (a) those that do not require direct intervention by VA and may be resolved by referral to builders for attention, and (b) those that warrant direct intervention by VA.
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	c.  Correspondence With Veteran



	(1)  Normally it is expected that construction complaints will not require direct intervention by VA.  In these cases, as soon as practicable after VA receipt, the complaint will be acknowledged by dispatch of FL 26-268, FL 26-269, or FL 26-270, depending upon the circumstances.  Each FL 26-268 dispatched to a veteran will be accompanied by copies of VA Pamphlets 26-5, Revised, and 26-6, Revised.  In most cases, stations should be able to acknowledge construction complaints within 5 workdays of VA receipt.  Exceptions to this general rule must be well documented.



	(2)  Receipt of a courtesy copy of the construction complaint letter from the veteran to the builder shall not be construed as justification for initiating formal construction complaint procedures.  It will be the responsibility of the regional office to decide whether the complaint is of such a serious nature as to warrant direct intervention (e.g., defective sewer, water and gas facilities; drainage deficiencies; and construction which would seriously jeopardize the security of human life.)



	(3)  Receipt of a letter from the builder without a signed acknowledgment from the veteran or a member of the household that the work has been satisfactorily completed will be acted upon by dispatch of FL 26-275 to the veteran.  If the builder includes an acknowledgment that the work has been satisfactorily completed the case will be closed "corrected" without dispatch of FL 26-275.



	d.  FL 26-272 shall be dispatched to the builder, with copies sent to the lender and compliance inspector in the following cases:



	(1)  Property constructed under VA compliance inspection procedures.



	(2)  Existing property involving repairs, alterations, or improvements.



	e.  When the lender has certified to the completion of the alterations, improvements, or repairs on a VA Form 26-1820, if the complaint can be associated with such work, a letter of advice in such matters, including a list of the complaint items, shall be dispatched to the lender, and a carbon copy to the veteran in lieu of an acknowledgment of his or her complaint.



	f.  When the construction of the dwelling has been or is subject to HUD compliance inspection, HUD will assume primary responsibility for the handling of complaints involving construction acceptably completed as evidenced by a HUD final compliance inspection report (HUD Form 92051).  This procedure will be followed regardless of the fact that VA may have made supplemental inspections.  If HUD made 
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the final inspection (HUD Form 92051), the original or an exact  copy of the complaint will be forwarded to HUD by FL [26-273a].  (In these cases, VA referral of the complaint to HUD and acknowledgment to the veteran by FL 26-270 will be sufficient justification  to close the case without further advice to the veteran.)  Staff technicians will
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be assigned, as necessary, to collaborate with HUD technicians in making joint VA-HUD inspections of properties or reviews of the cases and in any other technical operations incident to the proper disposition of complaints.



	g.  Under the National Housing Act, HUD is permitted to accept VA compliance inspections.  It is VA policy, upon a referral from HUD, to assume primary responsibility for the handling of any complaint involving construction acceptably completed as evidenced by VA Form 26-1839, Compliance Inspection  Report.  Such complaints will be handled within the framework of existing complaint instructions.  This will be true whether the HUD purchaser is a veteran or nonveteran.  However, in these cases VA may not institute suspensions against builders who fail to correct deficiencies for which they are responsible.  The facts in such instances will be reported to HUD for appropriate action.



	(1)  Internal processing will be carried out as described in subparagraph a above, except that a file must be established for each HUD complaint case as it is received.



	(2)  Those cases which are corrected and closed will be destroyed in accordance with RCS VB-1, part I, item No. 12-151.000, after the homeowner is notified that corrections have been completed.  The duplicate of VA Form 26-1879 will be filed in the related builder's file.  Those  cases which are closed by other disposition (i.e., no corrections required or no corrections possible and the facts are reported to HUD) will be placed in the related builder's file after the homeowner has been notified that VA action in the case has been concluded.



	h.  The following will be observed in direct intervention cases:



	(1)  When direct intervention is warranted either initially or at a later stage (e.g., the builder failed to respond or complete the necessary action within the time specified in VA's referral; a Central Office referral complaint when direct intervention by the VA regional office is requested; conflicting reports are received from the builder and veteran as to correction of a complaint), a staff appraiser or construction analyst will be assigned to make an inspection of the property irrespective of whether the unit was built under VA compliance inspection or HUD supervision.  When more practical or expeditious, a fee compliance inspector may be assigned to make such inspection, but the compliance inspector so assigned shall not be a person who made or is making regularly scheduled or special inspections of the particular unit or project during construction.  The cost of such fees will be payable from funds available for miscellaneous contractual services.



	(2)  In these cases, FL 26-269a will be dispatched to the veteran in lieu of FL 26-268, FL 26-269 or FL 26-270 and FL 26-272a to the builder in lieu of FL 26-272.  Further, in those cases in which there
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has been HUD supervision of the construction, FL 26-273a will be forwarded to the Director of the particular HUD office.



	(3)  A VA employee or compliance inspector will be instructed that insofar as is reasonable the inspections shall be confined to the matter included in the veteran's complaint and that he or she shall not engender or prompt broader inspection.



	(4)  Photographs will be taken when, in the opinion of the VA employee or the inspector, the record of the condition of the property as of the date of the inspection is likely to be useful in the settlement of the compliant.



	(5)  A full record of the inspection and the determination will be entered on VA Form 26-1858 which will be prepared at the property.  When a compliance inspector is assigned to make such inspection he or she will be furnished the required number of VA Forms 26-1858 and will be instructed in their use.  The following will be reported in each instance on the form:



	(a)  The conclusion by the VA employee or inspector as to the builder's or veteran's responsibility for each item of the complaint, with pertinent reason for such conclusion.



	(b)  A stated date for the completion of corrective work on each separate item which the builder is to correct.



	(c)  Instructions to both the builder and the veteran to notify VA when the listed work for which the builder is responsible is satisfactorily completed.



	(d)  An indication from both parties, by signature, to the effect that they are aware of the determinations made by VA and whenever possible that they are in agreement therewith.  A copy of VA Form 26-1858 will be left with the builder and another with the veteran.



	(6)  In a complaint case when corrections have been completed to the satisfaction of VA or in the judgment of VA the builder has complied with the approved plans and specifications and the applicable VA MPR's, the veteran shall be so advised that the action in his or her case has been concluded.  If the builder is required to do further work, that fact should be set forth on the report and a completion date established.  Continued difficulty with the builder in this regard will serve as a basis to initiate suspension proceedings in accordance with paragraph 2.59.



	i.  When the property was accepted for appraisal according to paragraph 2.07c(5), direct intervention will not be considered.  After referral to the builder, insurer, or intermediary and acknowledgment to the veteran, the case will be closed.  A copy of the letter of referral to the builder, insurer, or intermediary will
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accompany the acknowledgment to the veteran.  The veteran will be requested to inform the VA field station of the final disposition of the complaint.  On both proposed and existing cases, a copy of VA Form 26-1879 will be placed in the 10-year protection plan issuers file.  (See par. 2.07.1f, g, and h.)



	[j.  In each existing previously occupied construction case where it is determined that the complaint relates to a defect that existed prior to loan origination, Loan Service and Claims will be notified.  A package consisting of the loan file and the following items will be sent to Loan Service and Claims:



	(1)  Copy of FL 26-268 to the veteran;



	(2)  Copy of any determination regarding deficient performance by fee personnel or notation that no deficient performance was noted; and



	(3)  An itemized list of the repairs necessary to make the property meet MPR's. That list will be compiled from the best information available at the time (e.g., incoming letter of complaint).



When the Loan Service and Claims review subsequently indicates that assistance to the veteran may be warranted, Construction and Valuation personnel may be requested to perform a staff field review to verify the property condition and to establish cost estimates to repair the property.  In some cases, Loan Service and Claims may request the assistance of fee personnel to perform the field review and establish repair cost estimates.  Construction and Valuation is expected to cooperate with Loan Service and Claims in providing this assistance, when appropriate.]
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2.58  MEASURES WHICH MAY BE TAKEN TO INDUCE CORRECTIVE ACTION



	When CRV's or MCRV's are outstanding on houses nearing completion, in progress of construction, or not yet started, and such houses are in a part of a project in which justifiable complaints are received on previously built houses, the regional office shall proceed swiftly to induce corrective action and shall take such action as nature of the complaints may warrant.  Disruptive measures are to avoided unless necessary to assure prevention of further incidence of practices prejudicial to veteran-buyers.  If those details which are the subject of the complaint are readily correctable, it may suffice to proceed with regular inspections upon the written agreement of the builder to make the necessary corrections on the units to which the complaints relate and to take precautions that will avoid a repetition of the same faults as the building of other units progresses.  If the nature of the complaints is such that the same condition is likely to affect other units, it may be advisable to stop all further inspection work until corrective measures are agreed upon.  If at all practicable, action taken to suspend compliance inspection activity should be based upon a site review by a salaried technician.



2.59  NOTICE OF SUSPENSION OR REFUSAL TO APPRAISE



	a.  When veterans have been substantially prejudiced by the failure or refusal of a builder to correct construction deficiencies, sanctions may be imposed, provided the following procedures have been complied with:



	(1)  When a veteran reports that the builder, after notification by the regional office of a construction deficiency complaint, has not corrected the complaint or has refused to cooperate, the regional office shall, if the facts warrant, notify the builder in writing that his or her continued failure to correct the deficiency will compel the regional office to refuse to appraise units constructed by him or her.  Such notification to the builder shall include a statement that if the builder considers the position of the regional office to be unwarranted, he or she is invited to visit the regional office for the purpose of discussing those matters in respect to which he or she considers the regional office to be in error.



	(2)  A reasonable opportunity is afforded to the builder to correct the construction complaint.



	(3)  Following failure of the builder to correct the deficiency complained of, he or she is advised by registered or certified mail that unless satisfactory arrangements are made with the regional office by a future date specified in the letter, action to suspend him or her will be taken.



	(4)  No acceptable arrangements are made by the builder.
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	b.  Formal notice of suspension or the refusal to appraise shall be given by letter dispatched by registered or certified mail to the builder concerned.  Copy of such notice shall be promptly forwarded to Central Office (264).  The notice must comply with the following:



	(1)  It must specifically state that a finding has been made involving one of the instances specifically stated in 38 U.S.C. 1804(b).



	(2)  It must also advise of the substance of the facts and circumstances of the instances or cases which are the basis for the application of the sanction, and will specify the sections of the act or regulations which have been violated.  While a complete listing of all the cases or instances known to VA will not be necessary, if there are many, there should be a listing at least of those cases which are typical and in which the best evidence of irregularities is available.



	(3)  If a notice is to a builder, the advisability of including in the notice such exceptions to the suspension as will obviate any substantial prejudice to veterans who may already have contracted for the purchase of homes from the builder will be considered.



	(4)  The notice must advise the concerned builder of the right to request a hearing.  In the case of a refusal to appraise, it will be stated in the notice that the time within which the hearing may be requested shall be 10 days after receipt of notice, as is provided in 38 CFR 36.4361(b).  However, notwithstanding that such request is not filed within the prescribed 10-day period, it will be the VA policy to afford a hearing to the persons affected if such request is filed within a reasonable time after the 10-day filing period has elapsed and is accompanied by a reasonable explanation of such failure to file the request within the 10-day period.



	(5)  The notice shall state that the suspension is effective as to agents, representatives, and correspondents when acting for or on behalf of the person suspended.



	(6)  In all cases in which construction deficiencies are reported on a property constructed by a builder who is in a suspended status, instituted by either HUD or VA, the property involved must be inspected by a VA staff or fee technician.  This action is required in order that VA may have knowledge of the physical condition of the property and may be in a position to determine the responsibility of the builder for each deficiency and the estimated cost of repairs.  Such information is necessary in the event the builder under suspension wishes to return to the VA Loan Guaranty Program at a later date or to decide upon an immediate course of action in emergent cases.  Prior to assigning an inspector in cases in which suspension was by HUD, that agency should be contacted to secure any inspection reports which may be available.  The completion or satisfactory disposition of the related repair program(s) will be considered prior to the reinstatement of a suspended builder.  This
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procedure will pertain equally to those cases in which there is litigation between the veteran-owner and builder, as such action tends to cover extended periods of time during which the property may be subject to accelerated physical deterioration and those cases in which, regardless of the outcome of any litigation, the VA may consider the builder to be responsible for certain specific corrective actions.  When inspection reports completed at the time of the original complaint disclose that there may be rapid deterioration or potential structural failure if the complaint is not corrected within a reasonable time, periodic inspections should be scheduled in order that in emergent cases immediate corrective action may be instituted to prevent further waste of the property.  Accordingly, technicians making original complaint inspections should state on their reports whether or not followup field reviews will be necessary in the future and on what dates.  In cases in which compliance inspectors are assigned, the cost of the fees involved will be payable from funds available for miscellaneous contractual services in the same manner as noted for compliance inspections in paragraph 2.57h(1).



	c.  However, no suspension of any builder will be effected by any regional office for any reason until the office ascertains whether the builder is operating in areas other than the jurisdictional area of the regional office proposing to suspend.  In making this determination, it should be recognized that many of the larger builders operate in a number of States, sometimes through a subsidiary corporation with either the same or a different name.  In other cases, the builder may operate nationwide in its own name.  When it is ascertained that the builder,, its subsidiary, or parent firm does operate in other regional office jurisdictional areas, no suspension shall be made without prior Central Office approval.  In such cases, a fully documented report with supporting case files, exhibits and recommendations will be submitted to Central Office (262).



2.60  DISCIPLINARY ACTION



	a.  In the case of each complaint, the regional office must determine if any fee appraiser, fee compliance inspector, or salaried VA employee, by any act of commission or omission, is in any manner responsible for the conditions which prompted the complaint.  If so, appropriate disciplinary or other action will be administered or initiated.  In the case of a fee appraiser or fee compliance inspector, such action may range from a letter of warning of suspension from the roster to outright suspension.  Suspension from the roster will be an action to be taken depending upon the gravity of the offense and the person's past record.  Disciplinary actions in respect to salaried VA employees shall be initiated in accordance with applicable existing instructions.



	b.  In those cases in which construction has been under HUD supervision, the HUD Director will be promptly notified when VA
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concludes that any HUD employee, by any act or failure, is in any manner responsible for the conditions which prompted the complaint.



2.61  COMPLAINTS REFERRED TO A REGIONAL OFFICE BY CENTRAL 

	OFFICE



	Any complaints referred to a regional office by Central Office will be processed in the same manner as though the regional office had initially received such complaints.  Central Office will maintain no records other than correspondence files (RCS VB-1, pt. 1, item No. 03-400) on such complaints, and any data or analysis of complaints will be derived from the records kept in the regional office.



2.62  VA-HUD COOPERATION



	a.  It is the policy of VA that there shall be full cooperation with HUD in respect to VA loan guaranty activities.  Insofar as VA is concerned, there shall be a free exchange of all information pertinent to the common objective of the two agencies of guaranteeing or insuring loans secured by housing constructed in a sound and workmanlike manner and in compliance with approved plans and specifications.



	b.  When it is necessary for HUD to determine the basis on which VA predicated a VA Form 26-1843, the regional office shall afford HUD representatives the opportunity of examining the plans and specifications if such examination is germane to the operations of HUD.  Similar courtesy will be afforded by HUD to VA.



	c.  VA regional offices shall provide HUD field offices with a copy of each letter dispatched to advise the particular person or firm addressed that the VA, under the authority in 38 U.S.C. 1804(b), will refuse to appraise or otherwise participate in any activity leading to the issuance of a CRV on property owned, sponsored or to be constructed by such person or firm.  The regional offices will be provided with copies of letters of similar nature and purpose by HUD regional offices.  The right of the Administrator to refuse to appraise residential properties in such cases is covered by 38 CFR 36.4361(a). Action by regional offices to refuse appraisal services pursuant to 38 CFR 36.4361(a) will be limited to those URD (unsatisfactory risk determination) actions and other restrictions in which the basis for the action, as reflected in the HUD notification (usually a copy of HUD's letter to the builder, sponsor or developer), is one of the reasons for which VA would act pursuant to 38 U.S.C. 1804(b) if a veteran were involved (i.e., construction deficiencies, failure or indicated inability to discharge contractual liabilities to veterans, and unfair marketing practices, including discrimination in the sale of residential property).  Notices of suspension shall be sent to all parties suspended by HUD for such reasons without regard to whether the parties are active in the VA loan guaranty program.  HUD may take similar action on the basis of VA's suspensions.  Exceptions from VA's policy in this regard will be limited to rare cases in which it is not deemed in the best interests
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of veterans or VA to suspend on the basis of HUD's action.  Such cases should be referred to Central Office (262) with a statement of the reasons it is considered that suspension by VA should not be imposed.  If at the time HUD takes its URD action the regional office has evidence to form a basis for VA to take action to refuse appraisal services pursuant to 38 U.S.C. 1804(b), the Director will base his/her action on the latter rather than HUD URD unless Central Office prior approval is obtained.



	d.  However, no suspension of any builder will be effected by any regional office for any reason until the office ascertains whether the builder is operating in areas other than the jurisdictional area of the regional office proposing to suspend.  In making this determination, it should be recognized that many of the larger builders operate in a number of States, sometimes through a subsidiary corporation with either the same or a different name.  In other cases, the builder may operate nationwide in its own name.  When it is ascertained that the builder, its subsidiary, or parent firm does operate in other regional office jurisdictional areas, no suspension shall be made without prior Central Office approval.  In such cases, a fully documented report with supporting case files, exhibits and recommendations will be submitted to Central Office (262).



2.63  NOTIFICATION OF OTHER AGENCIES OF THE IMPOSITION OF VA

      SANCTIONS



	a.  Regional offices shall routinely provide the State Director of FmHA, serving the same area as the regional office, copies of all notices of suspension or refusal-to-appraise sanctions sent to persons or firms against whom such sanctions have been invoked.  Copies may also be provided to any other Federal, State, or local governmental department or agency which may have a need to know and requests such notices.



	b.  Regional offices may begin receiving notices of suspension and debarment actions from the local State Directors of FmHA of sanctions imposed by that agency on its program participants.  In some cases those FmHA program participants may also be active in VA program.  VA does not presently have the authority to recognize and act on FmHA sanctions in the same manner as it may with HUD sanctions imposed under the National Housing Act as set forth in 38 U.S.C. 1804(b) and (d).  Therefore, regional offices may not automatically refuse participation in VA program of those persons or firms which have been suspended by FmHA.  When such notices are received, regional offices should determine whether that individual or firm is also a VA program participant and, if so, should closely monitor the sanctioned participant's performance under VA program.



2.64  REQUESTS TO EXAMINE EXHIBITS IN FILES



	a.  Title 38, United States Code, section 1805(b), directs that plans and specifications approved by VA (including written approvals
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of any substantial amendments, changes or variations) for dwellings, the construction of which is required to be warranted by the builder, seller, or other warrantor, be made available in regional offices for inspection or copying by any purchaser, homeowner, or warrantor during such hours or specified periods as the [Secretary] may determine to be reasonable.  The period when such exhibits may be inspected or copied will be determined by the regional office.  VA employees will cooperate fully in aiding interested parties in locating the material about which they may be concerned.



	b.  When VA permits copies of approved plans and specifications to be made, the costs of making such copies shall not be absorbed by VA. When copies of plans and specifications can be made on VA equipment, the costs of reproduction shall be paid in cash in advance by the parties making the requests.  If VA equipment for making copies is not available, it will be permissible to have copies made by commercial sources provided the costs are paid in full in advance by the parties making the requests.  In the latter situation, however, the plans and specifications from which copies are to be made shall not be released to the parties making the requests (i.e., arrangement shall be made for pickup and delivery service between VA and the commercial outlet making the copies).



	c.  In accordance with 38 CFR 1.512, appraisal reports and CRV's shall be made available in regional offices for inspection or copying by any party on request, whether or not there is privity to the transaction.  Release of the foregoing information will be pursuant to 38 CFR 1.550 through 1.558.



2.65  PERIODIC REVIEW OF BUILDERS' FILE



	At regular intervals the builders' file, referred to in paragraph [2.09f], will be reviewed for the purpose of evaluating the performance of builders whose previous construction has been the subject of registered complaints concerning workmanship, materials, or land improvement.  On the basis of such review, as well as the performance of a builder on a particular case or group of cases, the regional office will formulate any courses of action to be imposed upon particular builders to induce corrective action and will notify HUD accordingly.



SECTION X.  FEES



2.66  POLICY



	While VA is not desirous of establishing fees in any area or on a nationwide basis, it does have the responsibility of protecting the veteran against excessive charges for such services.  Each regional office has the responsibility of limiting fees to a maximum which is fair and does not exceed those customary for similar services in the community.  It is VA policy not to encourage increases in fees or recognize or assent to increases except when there is adequate justification.  Any change in appraisal 
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fees must have the prior approval of Central Office (262).  Compliance inspection fees set at or below the maximum fee established in paragraph 2.69, do not need the prior approval of Central Office.  Requests to increase fees must be in writing from the field station Director [and provide adequate justification for the increase].  Requests to increase compliance inspection fees must document the fees paid for similar FHA compliance inspections.  Requests to increase appraisal fees must include documentation from at least three of the largest lenders in the station’s jurisdiction, indicating what they pay for similar conventional and FHA appraisals in major markets in the jurisdiction.  That documentation can either be in letter form or a record of a telephone conversation, including who called and the name, title and telephone number of the person contacted.  Other documentation, such as timely articles or published studies, may be submitted as additional justification for the fee increase.  



2.67  INDIVIDUAL APPRAISALS



	The amount of the appraisal fee for an individual unit not covered by a committee appraisal shall be based upon the following factors:



	a.  Prevailing local appraisal fees for comparable services.



	b.  Number of individual appraisal assignments made at the time in the same relative neighborhood or area.



	c.  Traveling time and distance to property.



	d.  Type of property to which the assignment relates and the difficulties and complexities involved.



2.68  COMMITTEE APPRAISALS



	A schedule of committee fees for project appraisals will be established on the basis of the following variables.  The fees shall be paid by builders or lenders in advance or by deposit in an escrow mutually satisfactory to the parties concerned.



	a.  Proposed Construction



	(1)  Number of structural units to be erected.



	(2)  Prevailing local VA appraisal fees.



	(3)  Number of basic types of plans.



	(4)  Number of appraisal committee members.



	(5)  Number of optional items.
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Example



	Fee Per	Number of	Number of

	Plan Type	X	Plan Types	X	Committee Member	+



	Fee Per	Number of	Fee Per	Number of

	Lot	X	Lots	+	Option	X	Options	= Total Fee



	b.  Existing Construction.  The instructions in this paragraph are applicable also to existing properties appraised by a committee of designated appraisers.  In such cases, an individual appraisal report is required for each property appraised. (See par. 2.15a.)



2.69  COMPLIANCE INSPECTIONS



	a.  A maximum fee of [$65] per inspection is considered adequate, subject to modification for (1) number of properties to be inspected and (2) traveling time and distance to the property. [ A  charge at the mileage rate authorized for VA employee travel may be made for any portion of the required travel which is outside the inspector’s established territory.  That travel must be by the most direct route, and a breakdown of the mileage must be provided to the lender with the billing.  Where mileage-related fees are excessive, field stations must consider adding more inspectors to the fee panel to provide better coverage.]  (See par. 2.66 for policy statement.)



	b.  Fees for compliance inspections shall be paid by the builder, sponsor, or lender.  The fees for all regular compliance inspections can be charged to the veteran-purchaser of an individual property as part of the closing costs.  The fees for reinspection occasioned by noncompliance shall be borne by the builder and are not chargeable to the veteran-purchaser.  Likewise, expenses claimed by an inspector when he or she unsuccessfully attempts to complete a scheduled inspection are not chargeable to the veteran-purchaser.  These cases can arise from failure of the builder to have his or her work ready for inspection, failure of the inspector to arrive at the job at the appointed time, or failure of the builder or sponsor to provide for access to the property.  Therefore, such expenses shall be borne by the sponsor, builder, inspector, lender, or whomever may be found chargeable by mutual agreement between these parties.



	[c.  Generally, compliance inspectors should not be assigned to perform repair-related inspections on existing properties unless the loan involves alterations or improvements for which construction exhibits are required.]
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	SECTION XI.  MISCELLANEOUS



2.70  EMPLOYMENT OF TECHNICAL FEE PERSONNEL



	It is within the authority of the regional office to engage such engineers, architects, or other technicians as needed on a contractual fee basis, which must provide for payment of services provided per job, as opposed to a per diem rate.  Such persons are to be engaged as independent contractors, responsible for the end product, and under no circumstances considered as employees of the VA.  In drawing up contracts, care must be exercised to avoid any provision which would tend to establish an employee-employer relationship. (39 Comp.  Gen. 681 and Unpublished Decision B-143029 dated Sept. 28, 1960, as modified.) When the services of such technicians is attributable to acts or failures, such as inadequate engineering data, for which the builder or sponsor is responsible, the cost of the services will be paid by the builder or 

sponsor.  Payment from funds allotted for miscellaneous contractual services can be made by VA only when the facts in a case substantiate that such services are essential to the fulfillment by VA of its responsibilities under the law and the regulations, or the need for such services is in the interests of VA or is the consequence of actions or omissions of VA salaried personnel.  If the cost of such services is properly allocable to both the builders or sponsors and the VA, the decision regarding the distribution of the costs is a matter which will be decided by the regional office on the basis of the facts in the case.  When assignments are to be made to fee personnel and all or a portion of the fees are to be paid by VA, funds to cover such costs must be formally obligated prior to authorization to proceed with the assignment.



2.71  SPECIALLY ADAPTED HOUSING (PUBLIC LAW 702, 80TH CONGRESS)



	a.  When the cost of construction or remodeling is to be financed from the proceeds of a VA direct, guaranteed, or insured loan, the veteran and the builder or contractor must agree that the construction or remodeling will be subject to periodic compliance inspection and final approval by VA.



	b.  The appraisal procedure and the compliance inspection procedure applicable in such cases are identical with those prescribed herein subject to the following special instructions:



	(1)  If the veteran plans to acquire land and construct a suitable housing unit, or if the veteran owns land and intends to construct a suitable housing unit, the property shall be appraised on the basis of reasonable value for the land plus the approved schedule of costs to the veteran of the proposed housing.



	(2)  If the veteran owns land and housing but desires to remodel the housing, the property shall be appraised on the basis of reasonable value for the land and existing building plus the approved schedule of costs to the veteran of remodeling and installation of special equipment.
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If the veteran owns suitable housing and land, the property shall be appraised on the basis of reasonable value for the land and existing buildings.
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