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CHAPTER 3.  SALES





3.01  GENERAL





	a.  Objective.  The primary property management objective is the final sale of acquired properties through normal trade practices at prices which will result in the maximum recovery of the Government's .investment.  Losses resulting from sales will be offset by the results of more favorable sales, since there is no statutory authority for refunding to the former owner any excess of funds remaining after complete liquidation of the loan security by the VA.  Establishment of a listing price and exposure of properties to the sales market generally will not be deferred for an enhancement in value except upon evidence indicating reasonable prospects for an improvement in business conditions in the locality.  Sales efforts will be directed at the disposition of VA properties at list prices consistent with the reasonable maintenance of the market on other properties to which the Administrator may have acquired title, or on properties securing loans held, guaranteed, or insured by the VA.  The management of such properties over a prolonged period will seldom be profitable, even when the rental income exceeds the operating costs, when consideration is given to the normal continued depreciation of the property and to the cost of administrative overhead.  In addition, delayed sales involve the risk of a downward fluctuation of the market.  In summary, the principal property management objective is to liquidate properties at the best available prices and terms, and as early as possible.





	b.  Authority to Effect Sales.  After a minimum sales price for the property has been established or revised in full compliance with these directives, the station is authorized to effect the sale of such property at a price equal to or in excess of such minimum sales price, provided the sale conforms to all applicable manual provisions, particularly those dealing with the terms of sale and credit risk, and provided the transaction is not included in one of the categories requiring submission to Central Office.  When warranted by the circumstances of the case, sales may be made below the amount specified tinder 38 CFR 36.4320, or below the maximum bid authorized in connection with the foreclosure of a portfolio loan.  When the specified amount or maximum bid is established in excess of the appraised value for the purpose of protecting VA's overall interest in a Subdivision or tract as guarantor of loans on other like properties, a sale below the specified amount or maximum bid will be made only after a thorough review of all factors surrounding the subdivision.  (See par. 2.04d.)





	c.  Sales Methods.  VA properties  will be offered for sale and sold for the best available prices and terms in accordance with the listing, subject, however, to existing priorities.  These properties will not be disposed of at public auction unless a comprehensive report and justification for the method of disposal have been submitted to and the proposed auction sale has been approved by Central Office.  
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	d.  Sales Promotion.  All promotional devices must be utilized in promoting the sale of VA properties.  These include, but are not limited to, sales advertising by brokers, by the VA directly, or by cooperation between brokers and the VA.  The cooperation of real estate editors in local newspapers should be solicited with the view of obtaining publicity concerning VA sales opportunities, and the publicity should be directly motivated to encouraging all members of the real estate industry to participate in the VA sales program.  Not to be overlooked will be the requirement to conduct frequent sales brokers' meetings (see par. 5.14), encouraging the participation of all members of the real estate industry.  The active participation of salespersons in large brokerage offices should be encouraged and, in fact, actively solicited.  In the approach to advertising particularly, more effective measures must be employed.  The attention of the buying public can be created by various promotional devices.  This is particularly important in tract properties.  In addition to advertising and publicity activity, the use of "open house" promotional facilities should be encouraged.  All brokers should be invited to participate on a rotating basis.  The properties selected for display should be properly rehabilitated to present an attractive and pleasing appearance.  Stations have the authority, as a promotional device, to offer optional "packages" of certain items of equipment such as ranges, refrigerators, washers and other appliances usually required by homeowners.  These items may be added to the purchase price and the cost repaid over the term of the loan.  By also including in the "packages" certain specific construction features such as small patios, sliding glass doors, etc., it may be possible to upgrade properties to make them physically attractive with current offerings of new construction.  (See par. 4.06f(1)(b).





3.02  VETERANS' PREFERENCE





	a.  Policy.  Granting preference in the sale of VA-owned properties to veteran-purchasers will not retard the principal property management objective.  When, however, the offer of a veteran is as acceptable as an offer of a nonveteran submitted at the same time considering price and terms, the veteran's offer will be given preferred consideration.  In the sale of VA-owned properties without GI financing, doubts as to whether the prospective veteran-purchaser is a satisfactory credit risk need not be resolved in his/her favor, since no veteran's benefit is involved.  





	b.  Sale With VA-Guaranteed Financing.  If the sale is to a veteran and is to be financed through a guaranteed or insured loan, the veteran and the property must comply with the eligibility and other requirements of Title 38, Chapter 37 and of the regulations.  For example, even though in a certain jurisdiction the property may be sold during the redemption period, the existence of outstanding redemption rights will make the property ineligible for guaranty, insurance or a direct loan under the tests of eligibility stated in 38 CFR (Code of Federal Regulations) 36.4350 and 4515.  (See Op. Sol 195-47.)  In the event that a price above the reasonable value is obtainable by the VA because of the attractive financing represented  
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by VA's normal terms of sale or because of an unusual demand for housing, VA's interest may best be served by making the sale at the current market price on terms. if the sale is to be financed by a guaranteed, insured or direct loan and the sales price exceeds the reasonable value, it will be necessary for the veteran to pay in cash from his/her own resources a sum equal to the difference, if any, between the purchase price or cost of the property and its reasonable value.  





3.03  SALES TO VBA EMPLOYEES AND FEE OR COMMISSION PERSONNEL





	a.  Policy.  Properties owned by VA will not be sold to VA-affiliates except as provided below.  These restrictions are intended to minimize the possibility of criticism arising out of the sale of VA-owned properties to certain VBA employees and other VA-affiliates who may have access to information about the property and its pricing which is not available to the general public, and to ensure that no preference is shown to such purchasers.  The following persons and business entities will be considered to be �"VA-affiliates" for purposes of this paragraph:





	(1)  Loan Guaranty employees at the field station listing the property who are involved in the pricing of VA-acquired properties (including the Loan Guaranty Officer, Assistant Loan Guaranty Officer and the Chief of Property Management);





	(2)  All other VBA employees assigned to the field station listing the property;





	(3)  The management broker to whom the property has been assigned;  





	(4)  Spouses, parents, in-laws, children, step-children, brothers and sisters of, and persons who reside with, any of the above; and, 





	(5)  The management broker's partners, employees and sales associates.  





	b.  Normal Restrictions on Sales to VA-Affiliates.  Purchase offers received from VA-affiliates are not eligible for consideration during the simultaneous period.  If no acceptable non-affiliate offers are received during the simultaneous period, affiliate offers submitted during that period will be processed as if received immediately following the end of the period.  If purchase offers are received from more than one VA-affiliate during the simultaneous period, the affiliate offers will be considered as having been simultaneously received.  The affiliate offer that is in the best interest of VA in accordance with paragraph 3.13c will be accepted, subject to Central Office (263) approval as required under subparagraph f below.  
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	c.  Limited Restrictions on Sales to VA-Affiliates.  When properties are being sold through public bid opening in accordance with appendix D, only the following �VA-affiliates are restricted from submitting offers:   Loan Guaranty employees at the listing station who are involved in the pricing of VA-acquired properties (including the Loan Guaranty Officer, Assistant Loan Guaranty Officer and the Chief of Property Management), the management broker to whom the property has been assigned and partners, employees and sales associates of the management broker; and, cohabitants and relatives [who are also] VA-affiliates as defined in subparagraph a above.  





	d.  Commission Payments.  The payment of a real estate sales commission is not authorized when the purchaser is one of the following [VA-affiliates]:  Loan Guaranty employees at the listing station who are involved in the pricing of VA-acquired properties (including the Loan Guaranty Officer, Assistant Loan Guaranty Officer and the Chief of Property Management), the management broker to whom the property has been assigned and partners, employees and sales associates of the management broker; and, cohabitants and relatives [who are also] VA-affiliates as defined in subparagraph a above.  The restriction on payment of sales commissions applies regardless of the sales agent through whom the offer is submitted.  No sales commission will be paid to any sales agent when the purchaser falls within one of the restricted categories.  





	e.  Processing of VA-Affiliate Offers





	(1)  If vendee financing is requested, the sales broker or the regional office (in the case of certain Loan Guaranty employees who are not submitting their offer through a sales broker) will obtain VA Form 26-8497, Request for Verification of Employment, and 26-8497a, Request for Verification of Deposit, signed by the purchaser.  The sales broker, if one is involved, will submit these signed forms to the regional office with the purchase offer and the requests will be mailed directly by the regional office.  





	(2)  During the simultaneous period, no notification will be released concerning the receipt of offers from either VA affiliates or non-affiliates.  





	f.  Sales to VBA Employees.  Sales to VA-affiliates who are VBA employees, and to their cohabitants and relatives, as defined in subparagraph a above, shall not be made 
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without prior review and approval of the proposed sale by Central Office.  [  ]  All [such] recommended sales [  ] will be submitted to Central Office and will include the following:





	(1)  The entire loan docket[, including]:





	(a)  Copies of all purchase offers received;


	(b)  Complete underwriting documentation;


	(c)  Completed VA Form 26-6393, Loan Analysis;


	(d)  [All sales listings; and,]


	(e)  [The] original purchase offer (not to be executed on behalf of VA without �           approval by Central Office).





	(2)  A letter recommending approval [and containing] all pertinent information.





	g.  Station Dissemination.  This policy will be brought to the attention of all [VBA] employees on duty in field stations having Loan Guaranty Divisions, all sales brokers on each station's mailing list, and all management brokers[  ].  In addition, this policy should be included in each station's manual for sales brokers and management brokers and must be included on all sales listings as required by paragraph [3.12]g.





3.04  SALE BY HOLDER FOR ACCOUNT OF VA





	a.  Limitations.  There are cases when the holder of a guaranteed or insured loan has elected to convey or to transfer the security to the VA pursuant to the 38 CFR 36.4320, but prior to such conveyance, a purchaser is secured.  If such sale is on terms, the VA will accept conveyance from the holder and will convey to VA's purchaser.  However, if the purchaser pays the full purchase price in cash, conveyance may be made by the holder directly to the purchaser as the nominee of the VA.





	b.  Direction to Holder.  When the property is sold by the VA for cash under an arrangement permitting the holder to convey directly to VA's purchaser, written direction will be issued by the VA to the holder requesting that the property be conveyed to the stated purchaser for the account of VA and advising the holder that for such conveyance VA will pay the same consideration which would have been payable had the property been conveyed by the holder to the VA.  In such cases, the contract of sale will be between the VA and the purchaser.  This procedure permits the VA to control the terms and conditions of the sale to the same extent as if the sale had been negotiated after the holder had conveyed to VA.





	c.  Title Requirements.  Notwithstanding the fact that the holder will convey directly to VA's purchaser and that VA will not be in the chain of title, prior to conveyance to the purchaser, the VA will require current title evidence.  If the holder is a supervised lender or has financial responsibility satisfactory to the VA and will convey to the purchaser of the VA by general warranty, current title evidence is not required.  The holder will deliver �
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to the VA any evidence of title which was obtained in connection with the loan or in connection with the foreclosure proceedings.  VA will require the same quality of title as would have been required if conveyance were to be made to the VA.  The provisions of �38 CFR 36.4320(H)(6), limiting the responsibility of the holder with respect to the title, are applicable to cases in which the holder has conveyed the property to the purchaser as the nominee of the VA.  Even though the property is to be conveyed by the holder directly to VA's purchaser, the proposed sale will be processed for approval in the same manner as other sales.





	d.  Sales Closing.  Sales in which conveyance will be directly from the holder to the purchaser will generally be closed (except with respect to conveyancing) in the manner prescribed for the closing of sales of VA properties, including the use of a sales closing statement, and the transmittal and deposit of funds.  Payment by VA to the holder will be accomplished in the manner provided for the closing of transfers except that arrangements may be made for delivery of the transfer check to the holder by the sales closer pursuant to specific instructions to be issued with the advice of the office of the District Counsel..





3.05  SALE SUBJECT TO REDEMPTION RIGHTS





	a.  General Provisions.  Property subject to outstanding redemption rights will not be sold by VA in any State where Central Office has not approved such practice.  A determination will be made as to the specific provisions necessary or desirable in the contract of sale and in the sales closing instruments in order to protect the legal position of VA against claims of purchasers, brokers, and others in the event that the redemption rights are exercised.  These provisions will generally limit VA's liability in the event of redemption to reimbursement of all sums paid for the purchase price, including principal, interest, and tax and insurance payments, less an agreed sum for each month of occupancy by the purchaser, representing the fair rental value of the property.  The running of the redemption period may be stayed due to the military service of the former owner or other persons.  If repairs are to be made during the redemption period, whether by the VA or the purchaser, the right of reimbursement in the event of redemption must be considered, particularly with respect to the type of repairs (urgent, necessary, or decorative) and any statutory declaration by the former owner that the property is his or her homestead.  These provisions do not preclude sales for all cash, provided there is an adequate limitation of VA's liability in the event the redemption rights are exercised.  Efforts will be made to have sales brokers agree to refund to VA the sales commission paid by VA in the event the redemption rights are exercised.  





	b.  Release of Redemption Rights Held by the United States.  Notwithstanding the provisions of subparagraph a above, VA properties may be sold without regard to the existence of redemption rights held by the United States as a result of tax liens which have been cut off by the foreclosure of a superior lien.  It may, however, be necessary or advisable for the VA, in some instances, to obtain a release of these redemption rights.  
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	c.  Preparation of Release Applications.  Release applications will not be submitted unless, under the governing State code, the redemption period, if any, is less than the �1-year redemption period provided by statute in favor of the United States.  Upon application, and with the approval of the Internal Revenue Service, United States Attorneys have authority to release redemption rights without limit as to the value of the property involved.  No consideration will be paid for releases when issued to VA.  Ordinarily, these applications will not be approved by the IRS unless the property concerned is a "one single-family residence" or if the fair market value exceeds $10,000.  However, these limitations are not for application in instances when releases are requested by VA.  For the purpose of submitting release applications, the IRS has agreed to accept VA's opinion as to the appraised value of the property involved.  As a condition for �
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submission to the U.S. Attorney concerned, release applications must carry the recommendations of the District Director and the Regional Counsel of the IRS.  Department of Justice Form OBD-225, Application for Release of Right of Redemption in Respect to Federal Tax Liens, will be used for this purpose.  Copies of the form may be obtained by contacting the nearest United States Attorney's office.  The form will be executed in accordance with instructions provided on the reverse of the form.





	d.  Submission of Release Applications.  Release applications will not be made until the VA that it has acquired the property concerned, and that the holder has elected to convey it to VA or, in portfolio loan cases, until VA has acquired the property.  Release applications will be prepared under the direction of the Loan Guaranty Division and will be submitted to the responsible District Director of the IRS for appropriate action and returned to VA.  Following return to VA, release applications, if favorably considered by the IRS, will be routed for necessary action through the office of the District Counsel to the Tax Division, United States Attorneys office for the District in which the property is located.  





	e.  Releases To Be Recorded in Certain Cases.  Unless needed, releases will not be made a matter of record.  In no event will recordation occur prior to the date VA has acquired the property and the redemption rights under the applicable State code has expired.  An additional limitation applies to Federal National Mortgage Association cases.  In these cases, releases will not be made of record until VA has examined the title and found it satisfactory.  If, for any reason, title is not acceptable to VA, the unrecorded release will be returned to the IRS with an appropriate explanation.





	f.  Resales to Former Owners.  Whether redemption rights have or have not been released, the VA will not resell to a former owner who is indebted to the United States as a delinquent taxpayer, unless and until the IRS notifies VA, in writing, that the former owner has paid the full amount due, or that other satisfactory arrangements have been concluded with respect to the outstanding tax account.  





3.06  SALE SUBJECT TO RESERVATION OF FISSIONABLE MATERIAL





	The Atomic Energy Act of 1946 provided for the reservation of fissionable material in the sale of real property by VA.  Public Law 85-681 (42 U.S.C. 2098(b)) provided a general release of such reservations in connection with lands acquired by the United States.  Regional offices are authorized to execute specific releases to clear public records when this general release is not deemed sufficient by the purchaser or any agent acting in his/her behalf.  Releases should be prepared and executed in consultation with the District Counsel.





3.07  PARTIAL SALES





	Partial sales of real property generally are not advantageous to VA and will be considered only upon a reasonably conclusive showing that 
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they will benefit VA.  When the sale is made on terms, consideration will be given to the possibility of reacquisition and the necessity of a resale by VA of such portion of the property previously acquired by VA.  Proposed partial sales will be considered in light of all applicable factors, including the provisions in M26-3, dealing with the release or substitution of security.  Partial sales of real property will be handled in accordance with the procedure applicable to sales generally, except that for accounting and statistical purposes a partial sale will not be treated as a sale until the remaining parcel has been sold.





3.08  SALES INVOLVING REPAIRS





	a.  General Policy.  Before properties are offered for sale, they will normally be repaired by VA in accordance with the policy stated in paragraph 4.06.  However, exceptions to this general policy will be appropriate in specific cases.  For example, repairs by VA will not be warranted when the cost could not be recaptured because of the age, type, or location of the property.  Sales negotiations will be conducted in such manner that purchasers will not be led to believe that after sales closing VA will consider making an advance to finance the cost of repairs.  In addition, in sales either "as is" or "as repaired" VA will avoid any action, either expressed or implied, which could be construed as a warranty as to the condition of any heating, plumbing or electrical equipment or appliances.  





	b.  Repairs by VA.  When a property has been offered for sale by VA "as is" in accordance with a decision to defer required repairs in the expectation that the ultimate purchaser will make such repairs, intervening events may indicate the advantage to VA of having the repairs made at VA's expense pursuant to the terms of the contract for sale of the property.  In the rare cases in which the purchase offer contemplates repairs to be made by VA either before or after sales closing, VA Form 26-6705, Offer to Purchase and Contract of Sale, will reflect under "Conditions of Sale" the legend "VA to make repairs at VA expense per attached VA Form 26-6705a."  In these cases, the repairs will be specified on VA Form 26-6705a, Agreement to Repair and/or Acceptance by Purchaser, except that the cost of repairs will be omitted, and the prospective purchasers will sign the VA Form 26-6705a as an acknowledgment defining the scope of repairs.  (See par. 3.13.)  When, under the conditions of sale, VA is obligated to make repairs, full consideration should be given to the estimated cost of repairs in relation to the amount of the earnest money deposit and downpayment, and the credit standing of the prospective purchaser.  





	(1)  Acceptance or Rejection by Purchaser.  The VA Form 26-6705a will obligate the purchaser to accept or reject all repairs completed by VA at the time of sales closing, and will limit VA's liability under the contract to the return of the earnest money deposit in the event the purchaser claims that the completed repair work is not acceptable to him/her.  When guaranties or warranties in assignable form have been obtained by VA from its repair contractors, they will be assigned by VA to the purchaser at his/her request after the sale has been closed.  
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May 15, 1995	M26-5		Change 18	(2)  Price Adjustments.  In cases in which the ultimate cost of the repairs cannot be estimated with reasonable accuracy (for example, drilling for a new water supply or waterproofing the basement), VA and the purchaser may agree on an adjustment of the sales price on the basis of the final cost of the repairs.  Any such agreement will be clearly stated in the contract of sale with the provision that the sales price adjustment will be made at the time the sale is closed or, if the repairs are to be made after sales closing, as soon as the repairs have been completed.  	(3)  Changes in Scope of Repairs.  Repairs of a scope appealing primarily to a particular purchaser, which normally would not be undertaken by VA, will not be made until after the execution of the contract of sale by both the purchaser and VA and the receipt of an earnest money deposit in a satisfactory amount.  After execution of the contract of sale, requests by the purchaser for alterations, additions, or deletions in the scope of the proposed repair program will not be encouraged and will be considered only if it is feasible to make the necessary adjustments with the repair contractor and if the purchaser is willing and able to pay any resulting increase in costs.	c.  Repairs by Purchaser.  There will be cases in which it is to the interest of VA not to make repairs but to require the purchaser to undertake the work at his or her own expense.  In such cases, the purchaser will be expected to finance all costs of the job without the assistance of VA.  VA Form 26-6705 will reflect such agreement under "Conditions of Sale" by using the legend "Purchaser to make all repairs at his or her own expense per attached specifications," unless such a contractual clause would not be in the best interests of VA.  (See sub. par. c(2) below.)  	(1)  Determining Factors.  Among the factors to be considered in such cases are the following:	(a)  The credit standing of the prospective purchaser and his/her ability to pay for the repairs in addition to the required mortgage payments and other carrying charges;	(b)  The scope and technical nature of the work;	(c)  The skill and time required if the purchaser proposes to personally perform any of the work; and	(d)  The adequacy of the legal remedies available to VA in the event the purchaser fails to carry out his or her agreement to make repairs, particularly under the mechanics lien laws of the jurisdiction.	(2)  Contract Provisions.  The contract  will not permit the purchaser to commence the 		3-9�
M26-5	May 15, 1995Change 18repairs prior to sales closing.  The mechanics lien laws of some jurisdictions will make it preferable to rely on the purchaser's oral or informal written statement to make repairs rather than to incorporate the undertaking in the contract of sale as one of the terms of sale.  When such repairs by the purchaser are to constitute a binding part of the transaction, they will be fully spelled out in the contract of sale (or as an attachment to the contract) with an appropriate time allowance after sales closing for completion.  VA will reserve the right to approve the repair contract provisions and the contractor without becoming obligated under such contract.  In appropriate cases, the VA will require the purchaser to deposit in escrow with VA sufficient funds to assure payment for the job or to furnish an indemnity bond or other form of protection.  	(3)  Escrow Deposits.  The Finance activity will be advised of any funds which are to be held in escrow and of the final disposition of these funds when conditions of agreement have been met by the purchaser.  These funds are not to be confused with earnest money deposits in connection with the sale or lump-sum payments for credit to the purchaser's tax and insurance account.  	(d)  [Required Disclosure].  While VA properties are sold without any warranties as to their physical condition, VA [ ] is expected to conduct its sales operations in a spirit of fairness.  Accordingly, [significant] defects known to VA will be brought to the attention of prospective purchasers prior to acceptance of an offer to purchase, particularly when such defects are not readily apparent and are of a serious structural nature; or concern the plumbing, heating, or wiring system, such as the absence of an adequate water supply or sewage disposal system or the existence of [ ] municipal [housing code] violation[s.]  Such disclosure[s] will be made in addition to any printed recital in the contract of sale that the purchaser has inspected the property and agrees to buy it in its existing condition.  [Disclosures to prospective purchasers will be accomplished in two ways:  (1) by a statement on the sales listing, and (2) by a signed acknowledgment from the purchaser that disclosure of specified defects from the listing has been made to him/her.  The signed acknowledgment from the purchaser is to be filed in the property management file.]  The rule of "caveat emptor" normally governing the relationship between seller and buyer is to be [thereby] modified in view of the trust and confidence of the buying public in its Government, represented in these transactions by [  ] VA.  3.09  SALES OF TITLE 38 CFR 36.4343 PROPERTIES	Properties acquired by VA as the result of the guaranty of loans originally processed under 38 CFR 36.4343, such as units in a cooperative housing project, will not be offered for sale or sold without the prior submission of the case to Central Office.  The material to be submitted will include the docket in connection with the particular unit, the master file relating to the project as an entirety, as well as the recommendations for liquidation of the 3-10�
May 15, 1995	M26-5		Change 18acquired unit.3.10  BULK SALES	a.  General Provisions.  It may be advantageous in certain instances to solicit the interest of investors, speculators, or financial institutions in the purchase of properties from VA for investment purposes.  Full consideration will be given to properties located in blighted areas with poor prospects of an upturn in value.  Concentrations of properties in tracts may also provide an incentive for investors to purchase in large groups.  However, a bulk sale may also comprise a package of isolated properties scattered throughout a city or other areas.  There is no established rule or formula to determine the acceptability of offers to purchase on a-bulk basis.  Full consideration must be given to VA's past sales history in the tracts or areas, the present quality of the real estate market, and consideration to the possibility of sales to individuals.  In analyzing the value of a bulk offer, full consideration must be given to the list prices at which VA has held the properties.  Any offers received should be carefully analyzed, and all cases involving offers to purchase more than five properties must conform to the criteria outlined in subparagraph b below.  In all instances, offers to purchase on a bulk basis will be submitted on VA Form 26-6705 which will reflect the total transaction price, earnest money deposit and other conditions pertinent to the proposed sale.  It is particularly important in bulk sales that earnest money deposits be sufficiently substantial to compensate VA for loss of market exposure while the sale is under consideration.  The addresses or descriptions of the individual properties and the sales prices of each property will be reflected in a schedule of properties as an attachment to VA Form 26-6705.  (See app. D for Public Bid Opening Procedures.)	b.  Approval Criteria.  As indicated in subparagraph a above, no hard and fast rule can be established to determine the acceptability of a bulk offer.  However, stations are authorized to approve, without limitation, any bulk offers which comply with all of the following conditions as minimum criteria.	(1)  The net return to VA (i.e., a sales price less cost of sale, if any) is not less than 80 percent of current listed price.	(2)  The transaction is for all cash or, if on terms, a minimum downpayment of 10 percent of the total purchase price is obtained.	(3)  The bulk sale offering has been listed or publicized, or the properties have been exposed to the market at the then current individual listing prices for a period of not less than 12 calendar months.  The current list price established during the period of exposure will reflect in pricing, the physical condition of the property, as well as the current market value.  		3-11�
M26-5	May 15, 1995Change 18	c.  Other Bulk Sale Proposals.  There may be instances when bulk sale proposals not conforming to the above criteria merit favorable consideration.  In such instances, the offer will be submitted to Central Office together with a complete analysis and full justification to support the station recommendation for favorable consideration.3.11  TERMS AND CONDITIONS OF SALES	a.  Cash Sales [ ]	(1)  [Sales listings.  Properties which are believed to meet Minimum Property Requirements will be distinctively identified on each listing in order to assist brokers and offerors in evaluating property condition and the method which might be used to finance the purchase; i.e., Government guaranteed or insured, VA-vendee, or conventional.  In order to notify purchasers of VA policy on payment of loan discount points, origination fees, and buyer's closing costs, sales listings will contain language similar to the following:  	"Buyer's Financing Costs.  Offers seeking non-vendee financing which involves the payment of loan discount points, loan origination fees and closing costs by VA must state in the purchase offer addendum (VA Form 26-6705c) the amount VA is being asked to pay.  VA will not pay any of these costs unless they are listed on the addendum and deducted from the offered price.  Even then, VA will only pay actual costs which, in VA's judgment, are reasonable and customary.  If any of the costs due at closing are different from the amounts requested on the addendum, VA will pay no more than the total of the previously requested amounts for discount points, loan origination fee, and closing costs.  Should the total due at closing be less than the total amounts previously requested for these items, VA will pay only the lower amounts as reasonable at that time."]  	(2)  Issuance of CRV's (Certificates of Reasonable Value).  When an acceptable offer is received contingent upon government-guaranteed or -insured financing and the property is believed to meet Minimum Property Requirements, the Property Management file will be forwarded to the Construction and Valuation Section along with a request for a CRV.  The file will contain VA Form 26-6701, Property Analysis and Recommendations, no more than 6 months old.  (See par. 2.01.)  The CRV will be forwarded to the offeror for inclusion with his/her application to a private lender.  A compliance inspection will be made prior to the closing to confirm that the property meets the Minimum Property Requirements.  The cost of correcting conditions not meeting the Minimum Property Requirements will be borne by VA; however, if the cost will exceed [$2,500], the repair must be authorized by Central Office.  3-12�
May 15, 1995	M26-5		Change 18	(3)  [Seller's Closing Costs.  VA will pay closing costs customarily charged to sellers in the area, including costs of inspections (termite, individual water systems, etc.) usually charged to sellers.  Such inspections may be required at the time of sale, notwithstanding the fact that if major repairs were made by VA, then such inspections likely would have been previously completed in accordance with par. 4.06f(2).]  	b.  [Term Sales]	(1)  Downpayment.  [Generally, VA will not provide vendee financing for more than 95 percent of the purchase price, i.e., a minimum 5 percent downpayment will be required (38 U.S.C. 3733(a)(4)).  In the case of vendee loans to non-owner/occupants or investors, a minimum downpayment of 10 percent of the purchase price will be required.  However, these requirements may be lowered or waived by the station in the following circumstances:  (a) the vendee loan includes an amount for rehabilitating the property, or (b) the station Director determines that a lower downpayment amount is necessary in order to market the property competitively.  In the latter case, the station Director must make a written finding at least quarterly which sets forth the basis for reaching the finding (e.g., more competitive financing used by other major sellers of acquired properties or generally available financing to facilitate sales by private sellers), the extent to which it has been necessary to reduce the downpayment requirement (e.g., from 5 percent to 3 percent of the purchase price), and the properties or market areas affected by the finding.  Such written findings will be maintained on file by the station so they may be reviewed, as needed, by appropriate reviewing authorities.]  	(2)  Funding Fees.  A funding fee will [ordinarily] be collected [with] each [ ] vendee loan to purchase a VA-acquired property as required by 38 U.S.C. [3729].  This fee will be collected in cash or certified funds at closing and may not be added to the loan balance.  The vendee loan funding fee may not be collected from a veteran who is receiving compensation (or who but for the receipt of retirement pay would be entitled to receive compensation) or from a surviving spouse as described in 38 U.S.C. [3701](b)(2).  	(3)  Amortization Payments.  The unpaid balance of the purchase price will be amortized by monthly payments of stated sums which will, in accordance with standard amortization practice, result in payment of the entire principal, including interest, over a period of time which, as a general rule, will be 30 years.  In the interest of the salability of vendee accounts, terms shorter than 30 years will be permissible only (a) upon specific request by the purchaser, or (b) when such shorter term is justified and documented by the station's analysis.  [ ] In all cases, terms other than 10, 15, 20, 25 or 30 years will not be used.  Terms in excess of 30 years may be granted only upon prior authorization of Central 		3-13�
M26-5	May 15, 1995Change 18Office (26).  The monthly payments for principal and interest [ ] will be based on the amount shown in the Comprehensive Mortgage Payment Tables.  	(4)  Interest Rate.  The interest to be charged will be the [ ] rate [ ] authorized by Central Office.  In no event will a loan be made at a rate higher or lower than the authorized rate without express prior approval of Central Office (26).  	(5)  Prepayment.  The closing instruments will permit prepayment of the entire unpaid balance at any time without premium or fee, or payments in amounts not less than the amount of the periodic payments of principal and interest, or $100, whichever is less.  	(6)  Installment Contract Sales.  Such sales will conform to the provisions of paragraph 3.15d[(4)].  	(7)  Leases With Option To Purchase.  Sales resulting from such leases will be processed as provided in paragraph 3.16.  	(8)  Installment Due Date.  The installment due date for all vendee accounts will be the first day of each month.  The due date for the first installment on new portfolio loans will be established as the first day of the second month following the loan closing.  Although interest on mortgage loans is generally paid after the money is used, in order to adjust the payment date to the first of each month, the borrower will be required to pay the interest, in advance, from the closing date through the end of the month in which the closing takes place.  Such interest will be collected from the purchaser at the time of sales closing and will be shown [on line 901 of the HUD 1 form (Settlement Statement)].  In the vendee loan record, the data element "Date Interest Begins" will be established as the first day of the month following closing, and the data element "First Installment Due Date" will be the first day of the second month following closing.  3.12  SALES LISTINGS	a.  When Issued.  Except as noted, properties will be listed as promptly as practicable following the analysis.  Listings will [generally] be issued when [the properties are vacant, the regional office has a reasonable expectation of receiving absolute title in the near future, and District Counsel has concurred with the station's decision to list its properties prior to acquiring title.  When properties are listed prior to receipt of absolute title, it will be necessary to make the sales listings and the contracts of sale expressly subject to the receipt of absolute title by VA].  In redemption States, [it is desirable that] sales listings [ ] be issued prior to acquisition of absolute title[; ] however, the closing instruments [must also be] expressly subject to outstanding redemption rights.  Each station 3-14�
August 14, 1997	M26-5		Change 28should determine, based on local market conditions, competition and cost, the most effective way to expose its properties to the largest number of potential purchasers.  Regardless of which procedure is used, local newspapers or direct mail to participating sales brokers, stations should take special care to insure that certain information is not divulged to any broker or other individual (except as noted in subpar. (1) below) prior to the publication of the listing.  No sales listing will be required in connection with the proposed sale to former owners, tenants or HOPE 3 grantees, local government agencies and nonprofit housing preservation organizations (see par. 3.22b).	(1)  Information that may not be Released Prior to Publication of a Sales Listing.  List prices and other proposed terms of sale should generally not be divulged to anyone, other than those VA employees who are involved in pricing, prior to publication.  However, a station may release its sales listing prior to the date of publication to newspapers publishing the listing, to local Boards of Realtors which publish listings to their members and to listing brokers under arrangements such as an exclusive listing agreement and/or the Management Broker Compensation Plan.  However, a written agreement must be obtained from each, agreeing not to divulge any information in the listing prior to the publication date.  	(2)  Information that may be Released before Publishing the Sales Listing.  Prospective purchasers and participating brokers frequently try to obtain certain types of information about acquired properties prior to listing.  It is permissible and desirable that Stations make such information available before listing to the extent practicable.  Upon request, stations should provide the reason why a particular property is not listed, such as title is pending or property is undergoing repairs.  In addition, the following information should also be available:  the number of rooms, station's average time to acquire title, the anticipated listing date and a list of known defects if the property is not to be repaired.  This information may be made available immediately after the posting of VA �Form 26-6706, VA Warning Sign.  	b.  Changes in Terms of Sale-Relisting.  When a revision in any of the terms of a listing is accomplished, the property concerned will not be sold until it has been relisted at the revised terms, and in the same manner as the original listing.  A similar principle applies to all successive revisions.	c.  Listing of Properties Located in Flood Hazard Areas	(1)  Flood insurance must be obtained and maintained on each vendee account if the security is located in an area designated as having special flood hazards and flood insurance is available for sale in such area under the NFIP (National Flood Insurance Program).  Field stations will identify all such properties when listed for sale.  Each [term sales listing should contain all information necessary to complete VA Form 26-0302, Note of Special Flood Hazards and Availability of Federal Disaster Relief Assistance, including �	3-15
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the fact that the property is located in a SFHA (Special Flood Hazard Area), the identity of the community it is located in, and that the community participates in the National Flood Insurance Program.]





	(2)  [VA cannot make a direct or vendee loan on a property in a community not participating in the NFIP that is in a SFHA, a property located in the Coastal Barrier Resources System, or a property in the Colorado River Floodway, under any circumstances.  These provisions may restrict sales of some acquired properties to cash sales.  Such properties will not be listed for term sales without Central Office approval.  Cash sale listings] will include appropriate legends; i.e., "This property is located in a special flood hazard area.  Flood insurance is not available [through NFIP (National Flood Insurance Program) and the property is offered for all cash only.”  The listing will also contain the identification information cited in item A of VA Form 26-0302, Notice of Special Flood Hazards and Availability of Federal Disaster Relief Assistance.  Purchasers of properties in this category will be furnished a notice at closing signed by the Loan Guaranty Officer or designee.  The notice will state that the property is located in a flood-prone area and flood insurance is not available.  Any use restrictions will be included.  The purchaser must acknowledge receipt of the notice on a duplicate, which will be returned with the closing papers for filing in the PM docket.]  





	d.  Listings Prior to Acquisition of Absolute Title.  Property offered for sale prior to acquisition of absolute title will be so described in the listing.  The listing will also reflect outstanding Internal Revenue Service liens and redemption rights under 28 U.S.C. 2410(c), and steps taken to obtain releases of the property.  Sales subject to redemption rights are covered in paragraph 3.05.





	e.  Distribution.  Stations will issue open sales listings using timely and cost-beneficial methods of distribution to participating sales brokers and other interested parties.  Stations will maintain a broker list for mailing sales listings, information bulletins and other program-related materials.  Stations will provide courtesy copies of current sales and rental listings for distribution to or examination by any individual or group upon request.  In addition to publication through direct mail and/or newspapers, computer-based distribution will be utilized to issue and update general program information and status changes regarding sales and rental listings and offers to purchase.  Stations will determine the methods and frequency of distribution which are most likely to result in optimal response from professional real estate brokers and the home buying public.  Stations will use standard VA Forms or any local station adaptations which contain terms of sale in sufficient detail to meet the requirements of consumer credit legislation, including Regulation Z of the Truth in Lending Act (see par. 5.12) and property descriptions in sufficient detail to produce a favorable response from sales brokers and prospective purchasers.
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	f.  Exclusive Sales Listings.  An exclusive sales listing will be granted only in the exceptional case when clearly justified as being in the best interest of VA; for example, when, due to the remote location of the property, unusual sales efforts are required, the specialized character of the property, or for other reasons, the best results will be obtained by listing the property for sale exclusively with one broker.  If it is determined that exclusive listings should be employed in sales of tract properties, it will be found advantageous to grant such listings to any broker desiring to participate provided the suggested guidelines are followed:  Such exclusive listings should not exceed 10 properties and should be for a stated period of time not exceeding 90 days.  An agreement should be reached with the broker to undertake a definite sales promotion program which will be the basis for granting the exclusive listing.  This agreement will include a commitment by the broker with respect to matters such as advertising, maintaining and equipping a model "open" house, and any other promotional devices which the broker proposes to employ.  The broker should also be required to cooperate with other brokers in accordance with standard real estate practices in the area.  





	g.	Contents of Listing.  The listing will identify the property, specify the terms of the sale, and state that the listing is subject to change in price, prior sale, and withdrawal at any time without prior notice.  The listing will further specify the maximum rate of sales commission applicable to the particular property and put brokers on notice with respect to the basis on which sales commissions are payable by VA.  Stations must clearly state in each multiple and/or individual listing, how long advertised interest rates will remain in effect and should ensure that rate changes are advertised in the same manner as the property listing.





	(1)	Nondiscrimination Statement.  The legend "Equal Housing Opportunity" will be included in all listings and relistings.  The same statement will be included in any other media utilized by the station for listings such as radio or television announcements or commercials.  It will also be included in placards, publicity releases, interviews, speeches, VA announcements or pronouncements concerning the sale or rental of VA-owned properties.  





	(2)	In order to provide notice of a simultaneous period on all listings and relistings in the manner which is most acceptable in the local market, either a calendar date will be specified on which a simultaneous period will expire, or else a statement will be included which is similar to the following:





	"The offer which best serves the interest of VA will be processed for acceptance from those received within _________days of the public appearance of the initial or revised listing."  (Specify number of days and whether workdays or calendar days.)  
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	(3)  Disclosure of Known Defects.  Each property listed shall be identified as to known conditions that adversely and significantly affect habitability, especially those not clearly visible to the average buyer.  Also, a general statement will be included similar to the following:  





	"The information disclosed on known items that need to be repaired is provided to help potential buyers consider the condition of a property prior to submitting an offer to purchase.  VA does not offer any warranty, expressed or implied."  





	[(4)  Notice of Flood Hazards.  When VA makes a loan secured by a property located in a SFHA, the borrower must be notified of such special flood hazards within a reasonable period (not less than 10 days before completion of the transaction or not later than VA’s approval of the loan or transaction, if the period between the approval and completion of the transaction is less than 10 days).  VA Form 26-0302, Notice of Special Flood Hazards and Availability of Federal Disaster Relief Assistance, has been developed for this purpose.  The form must be completed and provided to the borrower either in person, by certified mail-return receipt requested, or electronically (if proof of receipt can be generated).  Each loan safekeeping folder must contain a copy of the notice signed by the recipient(s).]





h.  VA Listing Forms.  The VA listing forms have been designed to protect VA against claims by brokers and prospective purchasers in the event a proposed sales transaction is �
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not consummated.  





	(1)  VA Form 26-6704.  This form is normally used by VA to list VA-acquired properties for sale with sales brokers.  This form will generally be used for the initial listing of property.  





	(2)  VA Form 26-6719a.  This is an offset master, which is designed for duplicating multiple sales listings and, in appropriate instances, may be used as the initial listing; for example, additional acquisitions in the same tract or area where other like properties are already listed for sale.  VA Form 26-6719a may also be used for subsequent revisions of list price or other changes in the status of the property and may be used for the release of periodic advices to all sales brokers in an area, such as an entire city or county, as to all properties currently for sale by VA and the deletion of properties which have been sold or withdrawn from the market.  When continuation sheets are necessary, they should be reproduced from plain multilith masters and identified; i.e., page 3, VA Form 26-6719a [ ].  





	(3)  Preparation of Listing Form.  A sufficient number of copies of VA Form 26-6704 or 26-6719a, sales listings, will be prepared to provide one copy for each broker with whom the property is to be listed for sale, one file copy for the Loan Guaranty folder and a copy for the special folder or binder of listings maintained in the Loan Guaranty Division for examination by the public in accordance with RCS VB-1, part 1, item No. 12-174.600.  Each sales broker to whom the listing is being furnished will be reflected by name, symbol, number, or code on the file copy of the form.  If the VA Form 26-6719a consists of more than one page, only that page containing the listing of the subject property need be filed in the Loan Guaranty folder.  [Stations that have automated and prepare listings from a computer data base that transfers the necessary information from VA Form 26-6701, Property Analysis and Recommendations to a listing data base have the option of not filing a copy of the sales listing in each folder.  Stations exercising this option must establish adequate controls to ensure that: (a) the computer generated VA Form 26-6701 is reviewed and signed by the Chief of Property Management or higher authority prior to transfer into the listing data base; (b) that a copy of the actual sales listing is filed in the special folder or binder of listings for examination by the public; and (c) that a copy of the actual sales listing is included in all sales to affiliate and after sale repair cases sent to Central Office for review.]





	(4)  Documentation of Listings by Newspaper.  A record will be maintained of all-listings issued by newspaper.  This will be accomplished by a notation on the VA Form 26-6701 prepared for each property.  The notation will show the name of the newspaper and all dates on which the listing has been or will be published.  A folder will be maintained of all newspaper listings published.  (See subpar. e above.)  
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	i.  Step-down Pricing.  When listing prices are to be reduced substantially after adequate exposure to the sales market, it will normally be done by a series of reductions, graduated after reasonable test (30 to 60 days) of each successively reduced list price, sometimes called "Step-down Pricing."  Such step-down reductions will in no case be permitted to result in a list price below the current minimum list price unless a thorough reanalysis of the property has justified a reduction in the minimum list price (see par. 2.02c).  





	j.  Repair Program.  When a property is to be repaired substantially, the issuance of the sales listing will normally be postponed until after completion of repairs.  When it has not been postponed, the listing will indicate the repair program which is to be undertaken.  It will also show equipment included in the sales offering stored elsewhere for protection, such as a stove or oil burner motor.  In such delayed repair programs, VA Form 26-6705a will be posted in the property and the listing will contain a reference to the posted repair program.  





	k.  Broadened Market Exposure.  Certain properties may have only limited sales appeal to the local buying public and will require exposure to a broadened sales market.  This will be particularly true of farms, business properties, or properties in resort areas.  In such cases, the effectiveness of sales listings will be enhanced by a statement, in narrative form, showing information not disclosed by the listing form.  The listings, if appropriate, will be sent to county agricultural agents, or to VA offices of regions containing large cities with potential demand for resort or other properties difficult to move.  The maximum cooperation of all brokers will be solicited.  Sales and rental listings of VA-owned properties will be furnished any broker requesting such listings.  Upon request, the broker's name will be placed on the mailing list.  As a participating broker, a formal application to VA is not required.  Participating brokers will be furnished necessary instructions and appropriate forms used in connection with the rental and sale of VA properties.  Brokers should be urged to attend and participate in area wide sales meetings.  





	1.  Listings Withdrawn.  When properties are withdrawn from the sales market, prompt advice will be sent to all brokers who had previously received a listing of the properties.  Such advice will be issued in the most feasible manner.





	m.  Automatic Telephone Tape Recording Answering System.  Installation of an automatic telephone answering system utilizing a tape recording is authorized on an optional basis, provided the equipment mechanically or electronically restricts VA staff from using the device for call-monitoring purposes.  Adoption of this system should be limited generally to those areas having a concentration of VA-acquired properties when the status of listings changes rapidly.  When, based on projected usage and manpower savings, installation of the system is believed to be warranted, utilization will be limited to the release of listing changes, such as the receipt, acceptance, rejection, and withdrawal of offers.  Miscellaneous information of general interest to brokers may also be released through this 
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medium.  Records relating to the properties concerned will be appropriately documented to reflect the information released in this manner.  Initial listings, relistings, and revised listings will be released in the normal manner.  The system will not be used for this purpose.





	n.  Urban Homesteading.  Under the provisions of section 810 of the Housing and Community Development Act of 1974 as amended (12 U.S.C. 1706e), the Department of Housing and Urban Development is authorized to reimburse VA for acquired properties which VA transfers to LUHA's (Local Urban Homesteading Agency) for use in a HUD-approved local Urban Homesteading Program (see Appendix C for Memorandum of Agreement between the Administrator and the Secretary of HUD).  
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	(1)  Under the Agreement, VA field stations will notify LUHA's of properties coming into VA's inventory which meet the criteria indicated by the individual LUHA's (e.g., location, physical condition, estimated value).  Stations will establish procedures to give notice of such anticipated acquisitions to the appropriate LUHA's in a timely manner.  Generally, such notice should be given immediately after receipt of a holder's election to convey, in a guaranteed loan case, or immediately after title acquisition in a portfolio loan case.  No action should be taken to market the properties or to undertake non-emergency repairs for a period of 30 days or until the LUHA expressly declines to purchase any or all of them, whichever occurs earlier.





	(2)  Under the terms of the Agreement, the price paid to VA for the transfer of properties to a LUHA will be the lesser of the fair market value of the property, or the amount of VA's "claim".  For purposes of the Agreement, VA's "claim" is the sum of VA's payment to the holder under the guaranty, the cost of acquiring the property, and expenses connected with ownership of the property.  VA Form 26-6714, Sales Closing Statement (or equivalent), will be annotated to show whether the LUHA is paying fair market value or the amount of VA's claim for the property.  This will be indicated by noting the word "CLAIM" or "MARKET" in the upper left corner of the sales closing statement.  The notation should be made with colored pencil or pen.





	(3)  [HUD-718(3-76), Funds Reservation and Contract Authority], will be used to confirm to VA field stations that funds have been obligated to cover the proposed acquisition and closing costs for VA-acquired properties selected by a LUHA.  No closing should be held, nor should custody be transferred to the LUHA, if the amount listed on HUD[-718] is less than the actual acquisition and closing costs.  If the amount is less, the LUHA must obtain an increased fund obligation from HUD before a closing can be held.  To obtain reimbursement from HUD, the LUHA must forward a copy of the closing statement to the HUD Field Office Urban Homesteading Coordinator who will prepare a voucher and submit it to the Regional Accounting Division for payment.  Problems encountered by field stations concerning nonpayment for property transfers, errors, or delayed payments should be directed to the local HUD Field Office Urban Homesteading Coordinator rather than to the LUHA.  Central Office will provide a current listing of the names and addresses of Field Office Urban Homesteading Coordinators each time the listing is revised by HUD.





	o.  Sales Prior to Listing.  Occasionally local government agencies and nonprofit housing preservation organizations express an interest in purchasing VA-acquired properties.  However, because of certain practical and legal difficulties, they are not able to bid in competition with the general public for the purchase of such properties.  When it is determined that such difficulties exist, field stations may permit local entities to offer to purchase certain VA properties prior to offering these properties for sale to the general 
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public.  The purchase price should in no event be less than the anticipated sales listing price.  When a local agency/organization has expressed an interest in a certain property, there may be a limited delay in established sales listing procedures to permit local entities to either make all cash offers on a noncompetitive basis or to decline to do so.  The delay should be of a reasonable duration but, except in unusual circumstances, should not exceed 30 days from the date the local entities are advised of the availability of a particular property.  In the event both a local nonprofit housing preservation organization and a local urban homesteading agency express an interest in the same property, the matter should be referred to Central Office (263) for review and final determination.  Once a field station is satisfied that the purchase has been legally authorized by the local entity and a contract of sale has been executed by the authorized agent(s) of that entity, custody of the property may be conveyed to the entity.  The contract of sale should provide that risk of loss will pass to the purchaser upon conveyance of custody, when custody is to be conveyed prior to sales closing.  The assistance of the District Counsel should be obtained in preparing appropriate contracts of sale and in ascertaining that the contracts are executed by agents authorized to bind the local entity to the contract.  Stations should not exercise this authority to sell without public listing unless satisfied that such a sale would not be objectionable to the community in which the property is located.





3.13  SALES NEGOTIATIONS





	a.  VA Form 26-6705, Offer to Purchase and Contract of Sale.  All offers to purchase VA-acquired properties will be submitted on this form.  The form is designed to serve as an offer to purchase as well as a contract of sale, to provide prospective purchasers with a receipt from the broker for the earnest money deposit tendered, and to furnish evidence of the station decision with respect to the acceptance of the contract as tendered.  In order to achieve maximum uniformity and to avoid delay in processing, changes in the printed provisions of this form should be avoided.  When the purchaser insists or local practice requires it, these provisions may be modified with the advice of the office of the District Counsel provided the changes are not inconsistent with Central Office directives.  For example, if, in the particular case, special assessment improvements are not to be prorated, they may require a different disposition, depending on the date the assessment becomes final, or became a lien, whether payable in installments, and the due dates of such installments.  Each regional office will prepare appropriate instructions to sales brokers governing the use of the form and will make the form available to all brokers participating in VA's sales activities.





	(1)  Preparation.  The form will be prepared for each proposed contract which will be submitted to VA.  In the event the sales price as listed involves repairs to be accomplished by VA, such repairs will be evidenced only by VA Form 26-6705a which will be attached to the copies of VA Form 26-6705 submitted to VA.  The signature of the











3-20�
December 23, 1991	M26-5		Change 10prospective purchaser will be required on VA Form 26-6705a, Agreement to Repair and/or Acceptance by Purchaser, as an acknowledgment that only those repairs specified are the responsibility of VA and are included as one of the terms of the contract of sale.  The offer will be signed by the prospective purchaser, purchaser's spouse, if applicable, (see par, 3.14b), and by the sales broker.	(2)  Submission to VA.  When a sales broker has negotiated a sale which he/she believes may be acceptable to VA, he/she will transmit the original and one copy of VA Form 26-6705, Offer to Purchase and Contract of Sale, to VA.  The broker will give one copy to the prospective purchaser as a receipt for the earnest money deposit and will retain one copy for his/her files.  The earnest money deposit required under the terms of the contract need not be transmitted, but may be retained by the sales broker in a special trust account pending the determination of acceptance of the contract by VA and the closing of the sale.  Such deposit usually will be in the amount of $100, but when sales are negotiated by sales brokers under terms established by VA at less than $100 downpayment, the deposit will be in such amounts as previously approved by VA.  All purchase offers received at field stations will be date and time stamped on receipt.  (See subpar. (3) below.)	(3)  Telephone and Facsimile Offers.  To assist sales brokers and purchasers who are in metropolitan areas of  field stations to submit timely offers, stations may establish alternate systems by which offers may be "submitted" by telephone or facsimile equipment for purposes of establishing priority of receipt of the offers.  Offers submitted in this manner will be construed as having the same effect as formal offers received at stations from the standpoint of timeliness.  Under the telephone offer procedure,  VA Form 26-6705 must have been completed (to include the signatures) of the purchasers)) and the broker before the broker telephones the station to "submit" the offer, and the broker must have collected the required earnest money deposit.  The following information will be provided by the broker and will be recorded on a locally developed temporary offer:	(a)  VA case number	(b)  Complete address of the property being purchased	(c)  Full name(s) of the purchaser(s)	(d)  Amount of the offer	(e)  Amount of earnest money collected	(f)  Amount of downpayment or cash payable at closing	(g)  Term of the loan, the applicable interest rate, and the total principal and interest paymentThe VA employee who receives the information will provide the broker with the time recorded as the time of receipt of the offer and will note that time on the temporary offer along with the date and his/her initials.  Brokers will be instructed that the original offer, signed by both the purchaser(s) and the broker, must be received at VA not 		3-21�
M26-5	December 23, 1991Change 10more than 5 calendar days from the date of the telephone offer.  After receipt, information on the original offer should be checked against the telephoned temporary offer information to ensure that there is no discrepancy in the two.  If the offer is not received within the prescribed 5 calendar day period, the telephone offer will lose its priority position and the receipt date of the original offer will be the date on which it is actually received at the station.  Stations may also permit brokers to transmit, purchase offers by facsimile equipment for the purpose of establishing priority receipt dates.  As with the telephone offer procedure, the purchase offer must be fully completed prior to submission, the broker must have collected the required earnest money deposit, and the original hard copy must be received at the station within 5 calendar days after electronic transmission of the offer.	(4)  Execution of Offers.  Upon approval and execution by VA, as evidenced by the signature in Section III of the Loan Guaranty Officer or other designated Loan Guaranty employee, one copy of the purchase agreement will be sent to the sales broker who submitted the offer.  The broker will be required to inform the purchaser(s) of the offer approval.  In the event of rejection, that fact will be noted on the original, which will be filed in the Loan Guaranty folder and maintained in accordance with RCS VB-1, part 1, item No. 12-170.000.  When a purchase offer is rejected for reasons of credit or income (see subpar. b below), FL 26-607 will be used to inform the prospective purchasers) directly and a copy furnished to the sales broker.  In other cases, stations will use an individual letter or a properly approved local form letter which will be sent to the purchasers) directly with a copy to the appropriate sales broker.	(5)  Lead-Based Paint Notice.  [Prospective purchasers or renters of VA-acquired properties constructed prior to 1978 will be notified of the following prior to the purchase or rental: the property was constructed prior to 1978; the property may contain lead-based Paint; the hazards of lead-based Paint; the symptoms and treatment of lead-based paint poisoning and the precautions to be taken to avoid lead-based paint poisoning: including maintenance and removal techniques for eliminating such hazards.  At the station's discretion, this notice may be given either prior to the time an offer to purchase/rent is submitted or at the time an offer is selected for processing.	(a)  Notice Prior to Offer Submission.  If a station elects to provide the notice prior to the time an offer is submitted, the notice will be provided using the sample text in Appendix F as an addendum to an offer to purchase/rent.  A signed original of the addendum should accompany the offer when submitted to VA.	(b)  Notice After Offer Selection.  If a station elects to provide the notice after an offer has been selected for processing then two copies of VA Form 26-0155, Lead Paint Notice will be provided to each person whose offer is selected for processing, and a copy of the notice 3-22�
July 2, 1996	M26-5				Change 23will be sent to the real estate broker who submitted the offer.  VA Form 26-0155 requires that selected offerors respond to the notice by returning a signed copy of the notice to VA within a stated period of time and indicates that failure to respond may result in cancellation of the offer.  Stations will establish a reasonable time period for such response.  VA Form 26-0155 will serve to:	1.	Provide the warning notice, (see par. 3.13a(5)),	2.	Give VA a receipt for the warning notice, and	3.	Provide the vehicle by which the selected offeror will indicate whether to proceed with the offer or withdraw.  	(6)	Other Conditions of Sale.  Some States or local governments may also require that certain disclosure forms or other acknowledgments accompany an offer to purchase (e.g., notice whether the sales agent represents the buyer or the seller, or disclosure of known property defects).  If there is no State or local requirement for a disclosure document substantially similar to the following, the selling broker must provide with the buyer's offer to purchase a written acknowledgment of defects disclosed by VA, signed by the buyer.  If the acknowledgment is not received and the offer is selected for processing, the broker will be notified that the acknowledgment must be received prior to offer acceptance.  The buyer's acknowledgment will be substantially similar to the following:  	"We are aware that VA has disclosed to us the following known defects in this property:  (a complete itemized list of property disclosures)."  	b.	VA Form 26-6705b (Credit Statement of Prospective Purchaser).  This form will serve as a credit application and will be submitted only when the prospective purchaser is seeking vendee financing to complete the sales transaction.  The form will not be submitted in connection with cash sales.  Only the original of the form is required to be submitted to VA and will be submitted at the same time the purchase offer is transmitted.  A separate credit application will be required from a co-purchaser who is not the spouse of the purchaser.  	c.	Criterion for Acceptance of Offers - Highest Net Return	(1)	Simultaneous Period.  When offers to purchase are submitted to VA with acceptable price, terms, and conditions and in conformance with listings, it will be the policy of VA to hold such offers for a minimum of 5 and a maximum of 10 workdays, at the station's discretion, following the date of the public appearance of the respective sales listings or revised listings.  Purchase offers received during this period will be considered �				3-22aM26-5		July 2, 1996Change 23as having been received simultaneously.  No purchase offer may be accepted during the simultaneous period.  The simultaneous period may not end on a Friday but will be extended, if necessary, to the next workday after the weekend.  	(2)	Highest Net Return	(a)	Definitions	1.	Net Return to VA.  The net return to VA is the amount that VA will receive from the cash or term offer after deducting its selling expenses (sales commissions, sales bonuses and any financing and closing costs paid on behalf of the purchaser).  	2.	CEF (Cash Equivalent Factor).  The CEF is a percentage which is used to convert a vendee loan amount to its corresponding cash value to VA, and it is based on the market prices periodically received for sold vendee loans.  The amount of this factor will be calculated periodically and published by VACO.  	3.	CEV (Cash Equivalent Value).  The CEV is the gross cash value of a term offer to VA, and it is determined by applying the CEF to the amount of the vendee loan requested, then adding dollar-for-dollar the amount of any downpayment and funding fee to be paid by the purchaser.  	4.	MANR (Minimum Acceptable Net Return).  The MANR is the lowest net return to VA that may be accepted in response to a specific sales listing on a particular property.  It is calculated by subtracting from the list price, (a) the maximum amount of sales commission and bonus(es) authorized for the particular property and (b) the maximum amount of the trading margin authorized for the particular property.  NOTE:  Special commissions which relate to the speed of sales closing are not deducted from the list price in arriving at the MANR.  THE MINIMUM ACCEPTABLE NET RETURN IS CONFIDENTIAL AND ONLY FOR THE GUIDANCE OF VA PERSONNEL.  THEREFORE, THIS INFORMATION MAY NOT BE DISCLOSED TO BROKERS OR OTHERS OUTSIDE VA.  	(b)	Offer Selection.  The offer which will be accepted is the offer (cash or term), received and eligible for consideration during the simultaneous period, which produces the highest net return, is equal to or greater than the MANR and otherwise meets the terms of the listing.  Under the HNR procedure, sales listings will show only one list price for each property.  [Properties listed for $25,000 or less may be listed for "cash only."]  The selling broker will complete the appropriate calculation (cash or term) on VA Form 26-6705c,�Addendum to Offer to Purchase and Contract of Sale, and attach the completed addendum, including the signatures of the purchasers, sales agent and broker, to the offer to purchase when submitted.  The amount of any sales commission and sales bonus not �3-22bJuly 2, 1996		M26-5					Change 23included on the addendum to the offer to purchase and deducted from the bid price will be considered to have been waived to enhance the offer and will not be paid by VA.  NOTE:  Special commissions which are based on the speed of sales closing are not deducted from the offered price in arriving at the net return to VA on VA Form 26-6705c.  Prior to the final selection of offers, PM staff should verify that the selling broker's computations are correct.  If inconsistencies are discovered between the net to VA and the component calculations of the net to VA, brokers may be asked to correct minor errors by submitting a corrected 26-6705c within a reasonable period of time (generally, within one workday).  For this purpose, a minor error is considered one which does not change the net to VA to the disadvantage of either other competing offers or VA.  	1.	Calculating Net Return of a Term Offer.  To determine the net return to VA from a vendee-financed offer, the CEV of the offer must first be calculated.  After the CEV is calculated, then the amount of the sales commission and any sales bonus will be deducted from the CEV to arrive at the net return.  	2.	Calculating Net Return of a Cash Offer.  To determine the net return to VA on a cash offer, all costs to be paid by VA will be deducted from the bid price.  These costs include sales commission, sales bonus and any amount which the buyer requests that VA pay toward discount points, loan origination fees and closing costs.  The total of discount points, loan origination fees and closing costs that VA will pay will not exceed what is reasonable and customary in each real estate market.  VA will only pay actual costs and reserves the right not to pay costs which in VA's judgment are unreasonable and are not customary.  	(c)	Equal Offers.  Occasionally two or more offers may be tied for the HNR.  If only one of the tied offerors is a veteran, VA will select the veteran's offer.  If this selection factor does not break the tie (e.g., all offerors are veterans, or none are veterans) and only one of the tied offerors intends to occupy the property, the intending occupant's offer will be selected.  Should these factors not break the tie, VA will select the tied offer with the earliest time of actual receipt by VA, except in those stations which conduct public bid openings.  Stations conducting public bid openings may flip a coin or draw lots to break the final tie.  	(d)	Direct Offers.  Direct offers are those offers which prospective purchasers submit directly to the regional office, without going through a sales broker.  Although direct offers are not prohibited, it is VA policy to discourage direct offers because VA does not have adequate staff to show properties to prospective purchasers and assist them in preparing their offers.  In order to discourage direct offers, all such offers will be treated as if a maximum sales commission were to be paid (although none will be) when calculating the net return to VA for comparison with competing offers.  				3-22cM26-5		July 2, 1996Change 23	(e)	Purchasers Eligible for Funding Fee Waiver.  Title 38 U.S.C. 3729(b) prohibits collecting a vendee loan funding fee from a veteran who is receiving compensation, or who but for the receipt of retirement pay would be entitled to receive compensation or from a surviving spouse as described in 38 U.S.C. 3701(b)(2) (see par. 3.11b(2)).  Since Congress intended this provision to benefit eligible applicants, stations will enhance the calculation of the net return from such offers as if a funding fee were being paid, even though the funding fee will not be collected.  	(3)	Public Announcement of Winning Offers.  Stations are to select and publicly announce the winning purchase offers, subject to credit approval, within 2 days after the close of each simultaneous period and within 1 day after receipt of an acceptable offer on properties that are offered on a first-come, first-served basis.  Stations must announce the winning offers on either a telephone answering machine, an electronic bulletin board or any other means necessary to insure that sales brokers have same day access to this information.  	(4)	Interest Rate Change.  If the effective date of a change in the authorized vendee interest rate occurs during a simultaneous period, the lowest authorized interest rate in effect on any day of the period will be considered to be in effect throughout the period, with respect to all properties [advertised for sale in the period.  As such, VA will honor interest rates previously advertised until a change in the interest rate is readvertised; i.e., a new listing is published.  (See par. 3.12g.)]	(5)	First-Come, First-Served.  Following the expiration of the simultaneous period, it will be the normal practice for VA to process for approval the first offer with at least the minimum acceptable net return (MANR), and which otherwise meets the terms and conditions stated in the most recent listing.  	d.	Vendee-Financed Sales to Investors.  In general, investors may not purchase more than five properties with vendee financing at one time or within any 6-month period.  In determining whether an investor may offer to purchase additional properties utilizing vendee financing, the following purchases by the investor may be excluded from consideration:  	(1)	any property purchased with a downpayment of 20 percent or more; and �	(2)	any property on which sales closing occurred 6 months or more prior to the receipt of the new offer to purchase and on which the loan is not known to be in default.  EXAMPLES:	(a)  In January, an investor submits an offer to purchase an acquired property, with a downpayment of 20 percent.  During the preceding 3 months, the investor had closed on the sale 3-22d�
October 30, 1995	M26-5		Change 20of 5 other VA properties, but in all 5 cases, the downpayment had been less than 20 percent.  May the January offer be considered for acceptance?  Yes - with a 20 percent downpayment, this offer would be excluded from being counted against the 5-property limitation.  	(b)  In January, an investor submits an offer to purchase an acquired property, with a 10 percent downpayment.  During the preceding 12 months, the investor had closed on the sale of 5 other VA properties, all with downpayments of less than 20 percent.  The 5 prior sales closed in April, August, October, November and December of the preceding year.  May the January offer be considered for acceptance?  Yes - the sale which closed the preceding April (more than 6 months prior to the current offer) would no longer count against the 5-property limitation.  Therefore, one additional property could be purchased.]  	e.  Earnest Money.  The earnest money deposit to be collected from prospective purchasers should be in an amount which is competitive with that being requested by other sellers of acquired properties in the area and which is sufficient to minimize the risk of loss which VA expects to incur in holding properties off the market while purchasers obtain financing.  The earnest money deposit will normally be retained by the sales broker who submits VA Form 26-6705 until approval by VA.  Upon approval, the sales broker will be requested to transmit the earnest money deposit promptly unless the sales broker will be designated as the sales closer, in which event the earnest money deposit will be reflected in the sales closing statement.  When it is in the best interest of VA, depending on the conditions reflected in VA Form 26-6705, the earnest money deposit may be transmitted by the broker who may substitute his/her own personal or trust fund check made payable to VA and forwarded with VA Form 26-6705.  When the transaction involves an offer to purchase VA properties on a bulk basis, the earnest money deposit will accompany VA Form 26-6705.	(1)  Receipt by Agent Cashier.  Incoming mail will normally be opened in the mail room and in those instances in which earnest money deposits accompany VA Form 26-6705 any remittances will be forwarded to the agent cashier together with accompanying correspondence and other material, such as VA Form 26-6705a and 26-6705b.  The agent cashier will retain all noncash remittances received by him/her in safekeeping and note on VA Form 26-6705, or on other accompanying material, the suspense number assigned to the remittance.  The offer to purchase, credit application, and all other material will promptly be forwarded to the Loan Guaranty Division.  The earnest money will be retained by the agent cashier in safekeeping, pending receipt of written advice with respect to the acceptance or rejection of the offer to purchase.  The advice will be given promptly after a decision has been made.  In cases in which, upon rejection, refund cannot be made by return of the item (for example, when cash had been received) or 		3-23�
M26-5	October 30, 1995Change 20in cases in which refund is to be made after the earnest money had been deposited upon acceptance of the offer to purchase and refund is later authorized, the refund will be made by the Finance activity upon receipt of a memorandum setting forth the reasons for the refund, and/or a voucher, SF 1074, Public Voucher for Refunds, prepared by the Loan Guaranty Division.  Cash remittances will be deposited promptly upon receipt, and a copy of VA Form 4-1027, Field Service-Receipt General, will be transmitted by the agent cashier to the Loan Guaranty Division with VA Form 26-6705.  When the agent cashier is informed of acceptance of the offer, the item will be deposited by him/her.  In the event of rejection, the item will be returned by the agent cashier to the individual designated by the Loan Guaranty Division.  Refunds will generally be routed through the sales broker who submitted the offer.  The letter of rejection will-be routed through the agent cashier, who will attach the item constituting the earnest money to the letter prior to mailing.	(2)  Receipt by Designated Employee.  In offices having no agent cashier in the same city in which the Loan Guaranty Division is located, the designated employee will act for the agent cashier in the handling of earnest money.  (See par. 3.17b.)  Noncash items received by the designated employee will be returned by him/her in kind upon request of the Loan Guaranty Division, provided that if such request is not received within 24 hours of receipt of the item by the designated employee, he/she will remit it to the agent cashier for safekeeping or deposit in the manner provided above for earnest money received directly by the agent cashier.  All cash remittances received by the designated employee will be forwarded promptly to the agent cashier for deposit.  	(3)  Receipt by Loan Guaranty Division.  When the earnest money is tendered directly to the Loan Guaranty Division (for example, when the prospective purchaser or the negotiating broker delivers the item directly to the Loan Guaranty Division), acceptance may be declined (even though it is in cash) if the offer is clearly unacceptable.  In such cases, it will not be necessary to inform the agent cashier (or the designated employee) of the tender or rejection of the earnest money, but documentation of the transaction will nevertheless be entered by the Loan Guaranty Division in the related Loan Guaranty folder.  In all other cases, the earnest money will be remitted promptly to the agent cashier, or to the designated employee in the cases provided above.  3-24�
September 25, 1989	M26-5		Change 1	(4)  Advice to Finance Activity.  Immediately following the closing of a sale (establishing conclusively VA's right to retain the earnest money) advice will be given to the Finance activity to transfer such earnest money to the appropriate accounts.  The activity will also be notified as soon as it has been determined that a sale will not be closed and that the funds are to be retained by VA.  	f.  [Disposition of Earnest Money.  A prospective purchaser will generally be entitled to refund of an earnest money deposit when his/her offer to purchase is withdrawn prior to VA's execution of the offer and notification to the sales broker who submitted the offer on the purchaser's behalf.  (See par. 3.13a(2).)  However, decisions to be made with respect to refunding earnest money deposits after execution of the offer by VA and notification to the broker must necessarily take into consideration the circumstances surrounding the prospective purchasers' reasons for not completing the transaction.  The following guidelines will be followed with respect to the disposition of earnest money deposits.	(1)  Purchases with Vendee Financing	(a)  If an offer to purchase is withdrawn after execution by VA but prior to notification to the broker (see par. 3.13a(2)), the broker will be instructed to promptly return the full earnest money deposit.	(b)  If, after receipt of notification from the broker that the offer has been executed by VA, the purchaser decides not to complete the sale, the full earnest money deposit will generally be retained as liquidated damages.  However, exceptions may be made when a prospective purchaser's financial situation has changed to the extent that he/she is experiencing unavoidable financial difficulties which would render him/her unable to repay the loan.  These include curtailment of income, or the unexpected use of funds initially reserved for closing costs to pay other expenses related to a recent illness or death in the family.  In these instances, a full refund of the earnest money deposit may be made.  However, field station personnel must be satisfied as to the reasons the sales transaction did not ultimately close before authorizing refund of the deposit.  If stations are satisfied that there has not been a significant change in the prospective purchaser's financial condition, the earnest money may be retained as liquidated damages.	(2)  Purchases Contingent on Outside Financing	(a)  If an offer to purchase is withdrawn after execution by VA but prior to notification to the broker (see par. 3.13a(2)), the broker will be instructed to promptly return the full earnest money deposit.	(b)  Prospective purchasers who have a reasonable likelihood of obtaining financing and who diligently pursue such financing but are unable to qualify, will have their earnest money deposits refunded.  Additionally, those purchasers who are unsuccessful in obtaining the 		3-25�
M26-5	September 25, 1989Change 1necessary financing within a reasonable time but whose loan applications have not been rejected, will generally have their earnest money deposits refunded in the event that VA decides to reject the offer based on untimely obtaining of financing.  Stations should therefore, determine the approximate amount of time which is considered reasonable and customary to obtain financing in its jurisdiction and ensure that brokers are informed of the time frame within which they must work to provide notification of loan approval to VA.  Nothing in the preceding should be construed as precluding stations' prerogative to extend the approval notification period if station personnel are satisfied that such an extension would be in VA's best interest.  In situations in which a broker indicates that notification of loan approval cannot be provided within the specified time but there exists a reasonable likelihood that notification will be provided within a few days following expiration of that time, stations may request an additional deposit as a demonstration of the purchasers' intention to proceed with the purchase.  The deposit should be in an amount appropriate to minimize the risk of loss for the additional time the property will be held off the market for that purchaser.  Both the broker and the purchaser should be informed that VA will retain the additional deposits as liquidated damages in the event the sale does not close.	(c)  Under the provisions of 38 CFR 36.4303(j)(4), prospective purchasers who apply for VA-guaranteed or FHA-insured loans may not have their earnest money deposits forfeited if the contract purchase price exceeds the reasonable value of the property and the purchaser chooses not to complete the sale for that reason.  For Property Management purposes, these provisions will be similarly applicable to prospective purchasers who seek conventional loans to purchase VA-owned properties.  Purchasers who withdraw their offers under these circumstances will have their full earnest money deposits refunded.	(d)  Prospective purchasers who have obtained loan approval and later decide not to complete the purchase, will generally not be entitled to a refund of the earnest money deposit.  However, if the reason(s) for the purchaser's failure to close is the result of a significant change in his/her financial condition which, when disclosed to the lender would result in withdrawal of the loan approval, full refund of the earnest money deposit may be made (see subpar. f(1)(b) above).	(e)  Prospective purchasers who indicate on the purchase offers that they have "cash-in-hand" to complete the sales transaction and are willing to close as soon as the offer is executed and notification provided, will not be entitled to a refund of the earnest money deposit in the event they fail to close unless it can be demonstrated that their financial condition has significantly changed as the result of unavoidable financial difficulties (see subpar. f(1)(b) above).	(3)  Before refunding an earnest money deposit, station personnel should verify that a prospective purchaser is entitled to refund of 3-26October 30, 1996	M26-5		Change 27the deposit and that the file is appropriately documented to show the reason(s) for the refund.  In any case in which a purchaser disputes VA's right to retain a deposit, the case should be referred to the Office of the District Counsel for an opinion regarding VA's legal liability to refund the deposit.3.14  CREDIT RISK	a.  Analysis.  In sales on terms, the protection of VA's interests requires a thorough and realistic review and analysis of the credit risk and standing in the community of the prospective purchaser and of all other conditions affecting the desirability of the proposed sale or likely to affect it in the future.  It is essential that the prospective purchaser have the legal capacity to enter into the proposed sales contract.  For example, statutory provisions of certain States enabling veterans to enter into binding contracts for the purchase of real estate, although under the age of 21, may be limited to purchases to be financed with a GI loan.  In such States, a minor would lack the legal capacity to purchase VA property for cash or on terms.  The credit analysis will be evidenced by the preparation of VA Form 26-6393, Loan Analysis, in all sales on terms.  The "Disposition of Application" section of that form will be completed in all respects to show the acceptability or unacceptability of the credit risk involved.  In making this determination, all income, expenses and assets of the spouse will be considered as the purchaser's income, expenses and assets.  VA Form 26-6393 need not be prepared in detail when it is determined by preliminary screening that the purchaser obviously does not qualify from a credit standpoint.  The credit standards governing the processing of direct loans will be applied initially to determine acceptability.  The extension of credit is fundamentally based on the character, capacity and capital of the prospective purchaser and if married, that of the spouse.  Unless care and judgment are exercised, additional loss may be incurred by VA due to unpaid interest, taxes and ground rents, when applicable; costs of repairs necessary to restore property resulting from neglect by the purchasers, foreclosure expenses carrying charges pending resale and expenses of resale.  In the sale of farm, business, or other income property, the experience and ability of the purchasers to manage the property will be clearly established.  There may be an occasional case in which the circumstances warrant the conclusion that it is in the Government's best interest to modify the criteria in considering the acceptability of the purchasers; e.g., sale with a substantial downpayment; sale at a satisfactory price of a property with limited purchaser appeal due to condition, type or location, particularly in tracts when VA finds it necessary to protect loan balances; sale of a property held for a long period; and sale to a former owner when VA's book value payable by him or her exceeds current market value.  There will not be any relaxation of sound credit analysis.  However, there must be a recognition of prevailing conditions and an awareness that a sale to a marginal or slightly submarginal credit risk may be preferable to continued carrying of an undesirable property.  In the disposition of problem properties, the exercise of sound judgment is essential after giving full consideration to the advantages and disadvantages to the Government as a result of the final determination.  When a departure from the above principles is authorized, the Loan Guaranty folder will be documented.  		3-27�
M26-5	October 30, 1996Change 27	b.  Cosigners.  It is the policy of VA, in accordance with the requirements of the Equal Credit Opportunity Act and the Federal Reserve Board's Regulation B, to require the signature of a married purchaser's spouse or other copurchaser only on such instruments as are necessary (or reasonably believed to be necessary) under applicable State law to make the securing  property available to satisfy the debt in the event of default; for example, any instrument to create a valid lien, pass clear title, waive inchoate rights, or assign earnings.  If the credit risk will not meet VA standards without a cosigner, an application from a cosigner may be considered.  In such cases, the purchaser's spouse may  serve as a cosigner, but a nonapplicant spouse will not be required to assume such liability.  Questions as to the applicability of these requirements in a particular State or case should be referred to the District Counsel.  Generally, not too much reliance will be placed on the financial responsibility of cosigners who have no substantial interest in the property or in the purchaser.  When the purchaser is not an individual but a corporation, partnership, or other legal entity, the obligation for the purchase price will also be assumed personally by one or more responsible individuals having an interest in the transaction.	c.  Credit Data  	[(1)  In-House Processing.]  Stations should give priority to preliminary analysis of credit information reflected on VA Form 26-6705b with the objective of rejecting, without further processing, clearly unacceptable credit risks.  Simultaneous with the preliminary processing of purchase offers for sales transactions involving VA-provided financing, Loan Guaranty will check Target to determine whether an applicant has an overpayment or other VA benefit indebtedness.  In cases when an indebtedness is shown but the terms of payment, if any, and the status of the debt cannot be determined, Loan Guaranty will inquire of the Finance Officer by the most expeditious means as to whether a repayment plan is in effect and current.  If it is determined that the veteran applicant has a benefit-related indebtedness, processing of the purchase offer will continue in accordance with the provisions of M26-1, paragraph 5.15.  When preliminary analysis indicates the offer to purchase is acceptable, priority processing should be developed.  Information with respect to credit will be supplied to VA on VA Form 26-6705b, a credit report, and such supplemental information as may be obtained by VA personnel or by the broker negotiating the sale.  The income and employment of the prospective purchaser and spouse (if his or her income is to be considered) and of any cosigner must be verified.  If it is obvious that the income of the prospective purchaser alone is sufficient to permit meeting the proposed vendee account payments, monthly payments on all other outstanding obligations, and to support the family, the income of the spouse and of any cosigner need not be verified.  Additionally, each prospective purchaser involved in the purchase of a property will be jointly and severally liable for the total indebtedness; therefore; there is no necessity for a separate determination of the income and credit capacity of each obligor to discharge the whole of the obligation incurred.  The income and assets of each party will be combined to determine whether there is sufficient total income available to meet the loan payments in the event any of the prospective purchasers do not qualify individually  Verification(s) will be requested when determined by the field 3-28�
October 30, 1996	M26-5				Change 27station to be feasible, by the sales broker involved.  When verification of income and employment is requested by the broker, reply should be submitted on the employer's office stationery or on VA Form 26-8497, Request for Verification of Employment.  Transmittal will be directly from the employer to VA.  In no event will the brokers be authorized the use of FL's 26-250, nor will they be supplied with franked envelopes in connection with obtaining credit data.  If the credit report is fully consistent with reported outstanding obligations reflected on VA Form 26-6705b, verification will not be required.  In cases when doubt or conflict exists, verification of outstanding obligations will be by means of FL 26-250, transmitted directly to VA by the creditor.  Any VA Form 26-8497a, Request For Verification of Deposit, or FL 26-250 issued to a financial institution (bank, savings and loan, credit card issuer, industrial loan company, trust company, building and loan, homestead association, credit union, and consumer finance institution) must be accompanied by a signed and dated certification that VA is in compliance with the Right to Financial Privacy Act of 1978.  Stations must furnish the certification before a covered institution can legally release financial information to VA.  The following certification, which will be reproduced on station letterhead and bear the signature of the Loan Guaranty Officer, will be used for this purpose:  RIGHT TO FINANCIAL PRIVACY ACT CERTIFICATIONThe Department of Veterans Affairs Loan Guaranty Service or Division certifies, in compliance with the Right to Financial Privacy Act of 1978 (Title XI, Public Law 95-630), that in connection with this request for access to financial records, it is in compliance with the applicable provisions of said Act.  	[(2)	Outside Lender Processing.  Field stations that use outside lenders to process vendee loan applications must require that the lenders submit the following certification with each loan package:  	The undersigned lender certifies that this vendee loan application has been processed in accordance with 38 CFR 36.4337; that all verifications of employment, deposits, and other income and credit verification documents obtained in connection with the processing of this vendee loan application have been provided to VA; that VA Form 26-6393, Loan Analysis, has been completed in accordance with the underwriting standards recited in this section; and that all information provided in support of this vendee loan is true, complete and accurate to the best of the undersigned lender's knowledge and belief.  NOTE:  Making a false statement in a claim, or in any other matter within the jurisdiction of any department or agency of the United States, may lead to forfeiture of the claim, civil penalties, fines of no more than $10,000, and imprisonment for not more than 5 years.  (31 U.S.C. 3729, 18 U.S.C. 287 and 1001).  Lender:____________________________PMLH Number  _______________________By:  _______________________  Title:  _________________  Date Signed:  ________ ]�				3-29�
�M26-5		October 30, 1996Change 27	d.	Credit Report.  A credit report on the prospective purchaser will be secured and reviewed in all cases receiving favorable consideration prior to the approval of VA Form �26-6705.  The credit report may be procured by VA through an in-house credit terminal or ordered by the sales broker from a credit reporting agency.  The information furnished must be adequate and reliable and contain certifications that public records with respect to suits, judgments, foreclosures, garnishments, bankruptcies, and other legal actions as well as subject's credit records have been checked.  The cost of credit reports may be borne by the sales broker or the prospective purchaser.  Credit reports will be transmitted directly to VA by the reporting agency.  VA has no objection to the sales broker receiving a copy, if the credit agency is willing to furnish it.  Sufficient spot checks will be made to insure the adequacy and accuracy of the credit data submitted by the reporting agency.  �	e.	Expedited Processing	(1)		At Least a 10-Percent Downpayment.  Stations are authorized to approve vendee loans without obtaining customary credit and income verifications in cases in which prospective purchasers submit an original pay stub, pay a minimum 10-percent downpayment and when the information shown on the credit statement does not conflict with other information immediately available (e.g., a credit report from an in-house terminal).  In questionable cases, stations will continue to require verifications of employment directly from the employer.  3-29aOctober 30, 1996	M26-5				Change 27	(2)		Less Than a 10-percent Downpayment.  Stations are authorized to approve vendee loans without obtaining customary credit and income verifications in cases in which prospective purchasers pay less than a 10-percent downpayment if the purchasers submit copies of their latest completed Federal income tax returns, copies of their latest IRS (Internal Revenue Service) Form W-2, Wage and Tax Statements, and their latest original pay stubs and when the information shown on the credit statement does not conflict with other information immediately available (e.g., a credit report from an in-house terminal).  In questionable cases, stations will continue to require verifications of employment directly from the employer.  	(3)		Coding.  All properties sold under this expedited verification procedure will be identified by coding Property Status 9 in PMS after the completion of the sale.  This property status is designed to allow data to be compiled on properties which have been sold using abbreviated or modified credit underwriting procedures.  	f.	Submissions to Central Office.  All purchase offers which are submitted to Central Office for approval will include the following:	(1)	The entire loan docket including the interim property management docket, if any,	(2)	VA Form 26-6705 completed except for acceptance,	(3)	VA Form 26-6705b (VA-provided financing only), and	(4)		A cover letter setting forth recommendations and any additional information deemed pertinent.  3.15  SALES CLOSING	a.	General Provisions.  Sales of VA properties (including sales by the holder for the account of VA) will be closed in accordance with the provisions of this paragraph.  All preparations for sales closing will be completed in ample time in order to avoid any postponement of the sales closing beyond the date specified in the contract of sale.  A property inspection and report will be made immediately prior to the closing of the sale by the management broker, property management representative, or the sales broker who negotiated the sale, in order to obtain a record with respect to the physical condition of the property at that time.  Normally it is expected that closing of a sale can be completed within 30 calendar days from the date VA Form 26-6705 is received in VA.  Controls should be established to ensure prompt action on sales closings.  	b.	Assignment to Sales Closers.  Sales may be closed in the most expeditious manner by a qualified attorney, salaried employees of VA, sales brokers, or management brokers.  3-30July 3, 1996	M26-5				Change 24The attorney, unless he/she is a salaried employee of VA, will be retained on a fee basis, and will be paid a fee by VA for preparation of the closing instruments and for closing the sale.  The amount of the fee will be based on the fees normally charged in  the locality for such services, but should generally not exceed $50.  A fee larger than $50 may be warranted in certain situations, such as in any case in which considerable travel was necessary, or the attorney was called upon to perform unusual or extended services not anticipated in the usual case.  Expenses incurred for services performed by fee attorneys and private contractors in the closing of sales of VA-owned properties must be charged to the General Operating Expenses appropriation.  Since these expenses are considered administrative costs, they are not chargeable to the Loan Guaranty Revolving Fund.  In cases in which the closing instruments have been prepared and appropriate instructions have been issued, it will generally be found expeditious and economical to have the sale closed by a VA-salaried employee or by VA sales or management broker who negotiated the transaction.  The closing of a sale by VA sales or management brokers is considered an integral part of the transaction, and payment of a closing fee is not authorized.  The individual closing the sale, referred to as the sales closer, will be furnished with an executed copy of the contract of sale, the deed of conveyance or installment contract executed by VA, all available data with respect to taxes, rents, and other items to be adjusted between VA and the purchaser, instructions with respect to the type and amount of insurance required to be supplied by the purchaser, the amount of the lump-sum payment for the T and I account to be made by the purchaser as computed by the Loan Guaranty Division [in accordance with Appendix H,] and any other necessary information.  The original and one copy of FL 26-185a will be furnished the sales closer.  The original will be dated and delivered to the purchaser at closing.  The sales closer will return the dated copy with VA Form 26-6714, Sales Closing Statement.  In addition, the purchaser will be given a manually prepared VA Form 4-5218, Mortgage Loan Collection Card (PLACE), and a Philadelphia Remittance Processing Site return envelope.  The collection card will be completed to show the first installment due date, and in items 1 through 26, the full loan identification, transaction type "400", and the total installment amount.  It should be explained to the purchaser that this collection card is to be used to make the first installment payment in the event the first regular system-produced VA Form 4-242a, Mortgage Loan Payment Notice, is delayed for some reason.  Additionally, VA Form �26-0503, Federal Collection Policy Notice, will be prepared in duplicate and will be provided by the sales closer to all purchasers who will be obligated to repay a vendee loan used to finance the purchase of a VA-owned property.  The notice, signed by each obligated purchaser, will be returned to VA with the other closing documents and filed in the vendee loan folder in accordance with RCS VB-1, part I, item No. 12-110.360.  A signed copy of the notice will be retained by the purchaser(s).  In the event the sales closing is postponed so that it will not be closed during the month for which the amount of the lump-sum payment was computed, a new amount will be computed by the Loan Guaranty Division for the month of actual closing and furnished to the sales closer.  The sales closer will also be advised of the payment of taxes and the collection of rent subsequent to the date originally set for closing the sale.  				3-30aM26-5		July 3, 1996Change 24	c.	Advance Notice to Purchaser.  In order to avoid difficulties in the closing of sales, the purchaser will be notified in advance of the approximate payment to be made for adjustments and, in sales on terms, for the lump-sum payment for taxes and insurance in addition to the payment on the purchase price.  In addition, the following notices and disclosures will be required:	(1)	Federal Truth-in-Lending Statement, VA Form 26-8513.  As a creditor, VA is required to issue a TIL (Truth-in-Lending) disclosure statement to borrowers on vendee loans made incident to sales of VA-acquired properties.  The Federal Reserve Board's Regulation Z requires that such disclosure be both clear and conspicuous.  TIL disclosures on loans subject to RESPA (Real Estate Settlement Procedures Act) must be given within 3 business days of receipt of a loan application or purchase offer involving credit, using estimates as necessary.  Since not all VA property sales involve VA financing, VA Form �26-6705b does not constitute the consumer's written application for credit until such time as it is determined that both (a) the offer (VA Form 26-6705) will be accepted for processing pursuant to paragraph 3.13, and (b) VA financing will be provided.  	(2)	Disclosure Requirements Under RESPA.  If VA financing is to be provided and the loan is to be secured by a mortgage or deed of trust and therefore is subject to RESPA, stations must, within 3 business days of the application for credit as provided in subparagraph c above, furnish VA Form 26-8513, a good faith estimate, and VA Pamphlet 26-96-1, Settlement Costs, which is required by RESPA.  Since financing by an installment sales contract is not subject to RESPA, the required TIL disclosures may be made at any time before closing (it is not required that they be made within 3 business days).  For all vendee sales, any TIL disclosures which are made and are later found to be inaccurate or outside-prescribed tolerances must be corrected at the time of closing with a redisclosure statement using VA Form 26-8513.  Redisclosure is required if the annual percentage rate varies by more than one-eighth of 1 percent from the initially disclosed rate or there is a change in the loan term, finance charge, or downpayment which would cause a change in the annual percentage rate.  While installment contract sales are not subject to RESPA, the transfer of title occurring when an installment contract is converted to a deed and mortgage is subject to RESPA.  No new TIL disclosure is needed on a conversion unless there has simultaneously been a change in the credit terms; e.g., monthly payment, interest rate, loan term.  	(3)	Good Faith Estimate.  Regulation X (24 CFR ch XX) requires that lenders making federally related mortgage loans provide prospective borrowers with a copy of VA Pamphlet 26-96-1, Settlement Costs (see subpar. 4 below) and good faith estimates of the amount or range for each charge for specific settlement services which the borrower is likely to incur in connection with the loan closing.  The good faith estimates may be stated as either (1) a dollar amount for each charge, or (2) a range of dollar amounts for each charge.  FL 26-625 will serve as the good faith estimate in connection with the sale of �3-30bJuly 2, 1996	M26-5				Change 23VA-acquired properties and will accompany VA Pamphlet 26-96-1 furnished to prospective purchasers.  A copy of each good faith estimate will be retained for VA files.  	(4)	VA Pamphlet 26-96-1, Settlement Costs.  VA Form 26-6705 will be considered only as an offer to purchase until such date as preliminary processing is undertaken in �accordance with paragraph 3.13.  VA Pamphlet 26-96-1 will, therefore, be mailed to offerors whose offers are subjected to prescreening on the date such prescreening begins.  VA copies of VA Form 26-6705 will be annotated to reflect delivery or mailing of the pamphlet.  	d.	Closing Instruments.  As provided in VA Form 26-6705, VA will prepare on standard VA forms the instruments required for closing the sale.  At its option, VA will enter into either an installment contract with the purchaser or will deliver to the purchaser a deed of conveyance.  The mortgage, deed of trust, or other form of security instrument shall recite that it secures part of the purchase money for conveyance of the property from VA to the purchaser.  In an all cash sale, the purchaser or the lending institution financing the sale will attend to the recording of the deed.  In sales on terms, all instruments will be recorded by the sales closer who will, at time of closing, collect from the purchaser an amount estimated by the sales closer to be sufficient to defray all recording expenses to be paid by the purchaser.  If any funds remain after recording the closing instruments, such unused amount will be refunded by the sales closer directly to the purchaser.  	(1)	Vendor's Lien.  VA's deed of conveyance to the purchaser will reserve a vendor's lien or will recite the purchase money mortgage for the unpaid balance of the purchase price.  	(2)	Assumption Approvals Under 38 U.S.C. 1814	(a)	The assumption of all vendee loans which were closed on or after January 16, 1989 requires the prior approval of the Secretary to transfer of property securing such a loan.  The following subparagraphs discuss clauses which must be included in the various loan instruments:	1.	Title 38 U.S.C. 1814 mandates that the mortgage or deed of trust and the mortgage note, bond, or deed of trust note (or installment contract) shall bear in a conspicuous position in capital letters on the first page of the document in type at least 2 and 1/2 times larger than the regular type on such page the following:  "THIS LOAN IS NOT ASSUMABLE WITHOUT THE APPROVAL OF THE DEPARTMENT OF VETERANS AFFAIRS OR ITS AUTHORIZED AGENT, SUCCESSORS OR ASSIGNS."  	2.	The security instrument for vendee loans must also include an acceleration clause in 				3-30cM26-5		July 2, 1996Change 23the event of the mortgagor's failure to obtain prior approval of an assumption.  The following clause is acceptable for this purpose:  "This loan may be declared immediately due and payable upon transfer of the property securing such loan to any transferee, unless the acceptability of the assumption of the loan is established either pursuant to the provisions of section 1814 of chapter 37, title 38, United States Code, or by the loan holder if the loan has been sold without recourse."  	3.	A funding fee is payable by a person assuming a loan subject to 38 U.S.C. 1814, and the following clause in the security instrument conveys the right to advance this fee by VA:  "A fee equal to one-half of 1 percent of the balance of this loan as of the date of transfer of the property shall be payable to the Department of Veterans Affairs at the time of transfer.  If the assumer fails to pay this fee at the time of transfer, the fee shall constitute an additional debt to that already secured by this instrument, shall bear interest at the rate herein provided, and, at the option of the payee of the indebtedness hereby secured or any transferee thereof, shall be immediately due and payable.  This fee is automatically waived if the assumer is exempt under the provisions of 38 U.S.C. 1829(b).  The assumer is not obligated to pay this fee if the Department of Veterans Affairs has sold this loan without recourse."  	4.	The law authorizes collection of a charge for processing a request for approval of an assumption.  VA has determined that $300 is reasonable as the maximum charge for processing an application and changing account records following completion of a transfer.  A clause similar to the following will be included in the security instrument:  "Upon application for approval to allow assumption of this loan, a processing fee may be charged by the Department of Veterans Affairs or its successors or assigns for determining the creditworthiness of the assumer and subsequently revising the ownership records when an approved transfer is completed.  The amount of this charge shall not exceed $300."  	5.	The clauses above appear to be appropriate for most jurisdictions.  However, in some States they may not be legally sufficient without modification or inclusion in both the security instrument and the promissory note; e.g., a holder's right to accelerate a loan due to an unapproved assumption may also need to be stated in the note.  	(b)	Upon receipt of a request for a payoff balance or assumption information on a portfolio loan subject to 38 U.S.C. 1814, VA should notify the requestor that the property securing the loan may not be transferred unless the loan will be paid in full or the assumption of the loan is approved in advance by VA.  M26-3, paragraph 2.14.1 contains the procedures for processing vendee loan assumptions.  	(3)	VA Personnel as Trustee.  When a deed of trust is to be used, the trustee to be designated will be the Loan Guaranty Officer, or other responsible employee of VA, expressly identified in such instrument as being a VA employee, provided that an exception will be made when the designation of a VA employee would be inconsistent with local law.  In some jurisdictions, another person may be substituted as a trustee prior �3-30d
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to the foreclosure of the deed of trust.  (See Op  Sol. 304-50.)  The local law will prescribe the necessity for recording substitution instruments prior to the institution of foreclosure.  Any employee-trustee shall be required to execute a trustees' agreement, whereby he/she undertakes to serve as trustee without compensation other than that received as a VA employee and reimbursement for actual expenses incurred as such trustee, and will agree to a substitution of another trustee at any time.  When an employee is designated as trustee, he/she will be required to execute any other appropriate instruments.  An agreement which conforms to local law will be prepared and processed for Central Office approval pursuant to provisions contained in MP-1, part II, chapter 4.  





	(4)	VA Form 26-1830-Installment Contract





	(a)		Use in Certain States.  VA Form 26-1830, Installment Contract for Sale of Real Estate, is the form used in connection with the term sale by VA of real property located in certain States.  Notwithstanding the general use of an installment contract throughout a State, sales will be closed by means of a deed of conveyance when it is to the advantage of VA (e.g., when retention of title might expose VA to undue legal liability).  This might apply to a tenement house, or to any property in hazardous condition or subject to violations filed by the municipality or other authority.  Efforts will be made to sell such properties for cash.  It will be determined whether an installment contract will be used and whether VA Form 26-1830 is appropriate for use in the particular State.  If there is more than one VA regional office in a particular State, consideration of the installment contract will be coordinated in order that maximum uniformity may prevail in VA's sales activities throughout the State (see par. 1.04b).  The use of installment contracts is generally advantageous to the seller in States when, in the event of the purchaser's default, the local law enables the seller to terminate the purchaser's interest in the contract and to obtain possession without the expense and delay incident to the judicial foreclosure of a mortgage.  The use of such contract is particularly advantageous to the seller in States where the mortgagor (as distinguished from a purchaser under an installment contract) is entitled to possession during a redemption period following foreclosure sale, or when the cost of foreclosure is high.  Nevertheless, use of an installment contract may be authorized when the foregoing advantages do not exist under local law.  When necessary to stimulate sales, VA may be warranted in assuming the business risk that the defaulted purchaser will vacate peaceably, thus avoiding the necessity for legal proceedings to evict him/her and that a subsequent purchaser will accept VA's undertaking to hold such purchaser harmless against any claim by the former purchaser who might assert an equitable interest in the property.  





	(b)		25 Percent Downpayment.  When it has been determined to use an installment contract in the sale of VA properties, the sale will normally be made by use of the contract if the downpayment is 25 percent of the purchase price or less.  





	(c)	Preparation and Execution.  The original and duplicate original of the installment contract will both be executed on behalf 
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of VA by one of the employees designated in 38 CFR 36.4342 and 36.4520 and forwarded to the sales closer for execution of both by the purchaser at the time the sale is closed.  After the closing, the original (executed) will be kept by VA in the safekeeping file in accordance with RCS VB-1, part I, item No. 12-100.200, and the duplicate original (executed) will be delivered to the purchaser.  VA Form 26-1830 will be completed so as to reflect the terms and conditions of the particular transaction and in accordance with the following detailed instructions applicable to the specified paragraphs of that form.





	1.  Terms.  Paragraph 4 will be completed in accordance with the terms of the particular transaction in regard to the principal amount, address to which payment should be sent, amount of payment, term and maturity date of the contract.





	2.  Taxes.  In clause (a) of paragraph 5, the two blank spaces will be filled in to indicate the taxes and the installments of special improvement taxes and assessments to be paid by the buyer.





	3.  Delivery of Deed.  VA will not deliver a deed to an installment contract purchaser prior to payment in full of the outstanding loan balance.  Notwithstanding that an installment contract provides for conveying title only upon payment of the full purchase price of the property (or upon payment of some stipulated proportion of the purchase price, but less than the  full amount), field stations are authorized to convey title to the property upon execution of a proper note and security instrument when a veteran demonstrates that such conversion from an installment contract is to his or her benefit by reason of preference under applicable State tax laws.





	4.  Acknowledgments.  A determination will be made in light of local law whether it will be in the interest of VA to have the execution of the installment contract by VA and by the purchaser acknowledged and the installment contract recorded.





	(d)  Assignment. VA Form 26-1857, Assignment of Installment Contract for Sale of Real Estate, will be used by the purchaser of a VA property to assign the interest in an installment contract. it will also be used to evidence the consent to the assignment by VA when it is appropriate to consent.





	(e)  Hazard Insurance.  In sales on terms, the purchaser will be required to supply to VA, at the time of sales closing, a hazard insurance policy with appropriate endorsements naming VA as an insured.  Such policy will conform with VA's insurance requirements for portfolio loans set forth in M26-3.  The purchaser will be informed by the sales closer that he/she has the right to select the agent and any insurance carrier whose policies meet the above requirements.  The policy will be accompanied by evidence of payment of the premium for at least the first year.  The purchaser will be requested to make direct payment to the agent of his/her choice for the insurance premium on the policy furnished by him/her instead of transmitting the amount of the premium to VA.  Direct payment will 
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avoid the necessity for depositing the item and later processing a voucher in payment of the premium.  While 1-year policies are acceptable, 3- or 5-year policies are preferred.  Premiums becoming due and payable after sales closing will be paid out of the T and I account.  In view of the provisions of paragraph 4.05, there will be cases when hazard insurance policies transferred by the holder to VA pursuant to 38 CFR 36.4320, or held by VA in connection with portfolio loans will not be canceled.  Any policies remaining uncanceled at the time the sale is closed will not be assigned to the purchaser of the property but will be processed for cancellation promptly thereafter, and the premium refund will be deposited and applied either to the veteran's liability account, or to such other account as may be appropriate in accordance with the provisions of paragraph 4.05.





	1.  Insurance Unavailable





	a.  In areas where no form of  hazard insurance protection is obtainable, properties may be sold without insurance coverage.  An amount equal to 1 year's premium will be paid by the purchaser at time of sales closings.  An amount equal to 1/12th of the cost of the estimated annual premium will be included in the monthly installment to cover the cost of insurance when and if it becomes available.  Prior to sales closing, the purchaser will be informed that the property has not been insured; that it is his/her responsibility to secure insurance, and every effort should be made by the purchaser to obtain it when and if it becomes available and to submit the policy together with the invoice in duplicate.  The purchaser should also be informed that, although a portion of the monthly installment is being set aside for the payment of a possible future insurance premium, this does not provide for insurance protection on the property.  Excess balances in the T and I account will be adjusted in accordance with the procedure stated in M26-3.





	b.  In the event insurance becomes available and the purchaser fails to provide adequate coverage, he/she will be notified that unless proof of coverage is furnished within 10 days, VA will order the insurance.  In either case, the premium will be paid for by VA out of the escrow account.





	2.  Properties in Flood Areas.  Purchasers of properties located in flood-prone areas which have been determined subject to severe flood hazard under provisions of paragraph 3.12c will be furnished a notice at closing signed by the Loan Guaranty Officer or designee.  The notice will state that the property is located in a flood-prone area and flood insurance is not available.  Any use restrictions will be included.  The purchaser will acknowledge receipt of the notice on a duplicate which will be returned with the closing papers for filing in the loan docket.





	e.  Settlement of Disputes.  Differences of opinion or disputes between the purchaser and the sales closer may arise at the closing, necessitating minor adjustments; for example, with respect to the basis of prorating taxes, rents, or other items.  The station may 
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authorize the sales closer, in advance, to make minor adjustments of such matters not inconsistent with the contract of sale, provided such adjustments do not exceed $25.  In cases of adjustments in excess of that amount or inconsistent with the contract, or in the event of objections to the title, or to the form of the closing instruments, the sales closer will arrange for an adjournment of sufficient time to submit such matters to VA.  Upon the advice of the office of the District Counsel, pre- or post-sale adjustments, which are necessary in connection with the closing of a sale, may be authorized.  Adjustments not requiring the expenditure of funds may also be made if they are in the best interest of VA.  Thus, if the proration or adjustment of items pursuant to the contract of sale results in a net adjustment in favor of VA, the collection in cash of such net adjustment may be waived provided the amount is added to the note, bond, or installment contract.  





	f.  Adjournments.  If the sale cannot be closed on the date originally specified, a written stipulation will be signed on behalf of VA and by the purchaser or representative setting a new time and place for closing the sale and the basis of the adjustments to be made at that time.  Generally, the party requesting the adjournment will be required to agree to the adjustment date preferred by the other party to the sales transaction.  Thus, if the property is vacant and not producing any income, and VA is ready to close the sale but the purchaser has requested an adjournment, VA will generally require that the adjustments be made as of the date originally specified for the closing.  On the other hand, if the delay in closing was caused by VA, the purchaser will normally require all adjustments to be made as of the adjourned closing date.  The sales closings will be facilitated if sales closers are authorized by the station in advance to agree on behalf of VA to adjournments for limited periods of time, generally not in excess of 30 days.  Adjournments for longer periods may be authorized if, after review, the facts and circumstances so warrant.  In any event, the sales closer will be required to report all adjournments to VA promptly.





	g.  Proration or Adjustment.  The proration of all items pursuant to the contract of sale will result in one net adjustment in favor either of VA or the purchaser.  If the net adjustment is in favor of VA, it will be paid by the purchaser in cash at the closing if the contract so provides, unless VA has consented to its inclusion in the sales closing instruments.  If such adjustment is in favor of the purchaser, it will be deducted from the amount of cash payable on account of the purchase price at sales closing, unless the sale is on terms and the contract provides for a different disposition.  In some jurisdictions the contract of sale will provide that the tax for the entire current year, or a specified installment, is assumed either by the seller or by the purchaser and will not be prorated.  If payment of the tax is assumed by VA and the sale is for all cash, or if the sale is on terms and the requirement for a T and I account has been waived, the amount of the tax will be allowed as a credit against the purchase price at the time of sales closing.  





	(1)  Establishing Tax and Insurance Escrow Accounts.  If a tax and insurance escrow account is to be established, any tax item which is chargeable to VA and is not prorated will be paid out of such account when it is due and payable through funds made �				3-33


�
M26-5		August 14, 1997


Change 28





available out of the cash proceeds of the sale being placed in the T and I escrow account. T and I escrow accounts must be established and maintained in accordance with the Real Estate Settlement Procedures Act (RESPA).  (See Appendix H.)  [If a property is located in a SFHA and VA requires the escrowing of taxes, insurance premiums, fees, or any other charges on a direct or vendee loan it makes, VA must also require that any flood insurance premiums be escrowed.  No exceptions or waivers may be made to this requirement.]





	(2)  Tax Payments Assumed by Purchasers.  If, under the contract of sale, payment of the tax is assumed by the purchaser and he/she is required to establish a T and I account, the item will be paid out of that account when it becomes due and payable.  An advance to the purchaser may be authorized to cover closing costs and prepaid items normally paid by the purchaser in cash at the sales closing, such as hazard insurance premiums and the lump sum for the T and I account.  Provision for such advance may be included in the contract of sale or it may be authorized at or prior to the closing of the sale.  The term "cash" includes a bank draft, a cashier's check, a postal money order, or a certified check payable to VA.  Uncertified checks drawn or endorsed by the purchaser, sales broker in the transaction, or sales closer may be accepted by the sales closer in amounts totaling $100 or less, or in such larger amounts previously authorized generally or in the particular case.  





	h.  Tax Payment Before Closing.  In order to avoid the necessity for paying any tax item out of the T and I account within a short period after sales closing, VA, prior to the closing, will pay out of the Revolving Fund any such items for which bills are obtainable.  Receipted bills will be made available at sales closing for delivery to the purchaser at his/her request since recent tax payments may not be posted concurrently by the tax collector.  Such payments will reduce the amount of the lump sum otherwise required, and, in a number of cases will eliminate the necessity for the lump sum.  Such payments will also be given effect in the closing adjustments if the items so paid were to be prorated, or were assumed by the purchaser under the contract of sale.  





	i.  Rents.  The sales closer will be advised of all current rent collections and arrears.  In appropriate cases, the management broker will be instructed to furnish this information directly to the sales closer.  It is preferred that the purchaser undertake collection of any past-due rent.  Efforts will be made to induce the purchaser to adjust such uncollected rent at time of sales closing by allowing VA its pro rata share of the rent without awaiting actual collection.  If the purchaser declines to agree to this method of adjustment at the time of sales closing, he/she will be asked to stipulate in writing to remit to VA its pro rata portion of the uncollected rent as soon as it has been collected by him/her.  In the latter event, the matter will be followed up until the rent has been collected and VA has received its pro rata share.  Such other disposition of delinquent rents, as appears to be in the best interests of VA, may be authorized.  
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	j.  Sales Closing Statement and Subsequent Actions





	(1)  Sales Record.  The closing statement will reflect all essential phases of the sales closing in order to provide both VA and the purchaser with a precise record of the transaction.  A complete statement, with the closing instruments, is necessary to enable VA to check the accuracy of all adjustments and to establish appropriate records and accounts.
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	(2)  VA Form 26-6714 or Alternate Form.  VA Form 26-6714 will be used in connection with sales of real property by VA, including partial sales and sales by the holder for the account of VA, except in localities where the use of such form is not appropriate (e.g., in any State where sales normally are closed through an escrow agent).  A sales closing statement will normally not be prepared in a transaction which does not require closing adjustments or a formal closing, such as in the case of an item of equipment, or when granting an easement to a public utility without any cash consideration, or at an agreed price not subject to any proration or other adjustments.  However, in any such case, an appropriate advice will be given to the Finance activity at the time any cash consideration received by VA is delivered to the agent cashier.  For cash sales, the HUD-1, Settlement Statement, may be used in lieu of VA Form 26-6714 in closing such sales when the purchase is financed by an outside lender and the closing is conducted by other than the sales broker or persons associated with the sales broker (e.g., the lender, or a title company or attorney acting as the lender's agent).





	(3)  Transmittal to VA.  The sales closer will prepare the original and two copies of the sales closing statement, all of which will be signed by him/her and by the purchaser.  One of the copies will be retained by the purchaser.  An extra copy will be prepared by the sales closer, if required.  The original and the remaining signed copy will be transmitted by the sales closer to the regional office promptly after the sale has been closed, together with the proceeds of the sale, the purchaser's note, and a copy of the purchase money mortgage to be recorded, or a duplicate original of the executed installment contract, the hazard insurance policy with evidence of payment of the premium, and any other instruments delivered at the closing not required to be retained for recording, other than instruments to which the purchaser is entitled.  The sales proceeds will be promptly processed for deposit and the closing statement checked by Loan Guaranty personnel.  Appropriate action will be instituted to correct any deficiencies.  In sales on terms, the original and the copy of the closing statement, with an advice as to any pending corrections, will be forwarded promptly to the Loan Service and Claims Section, together with the closing instruments received by VA and a copy of the credit report on the purchaser.  The copy of the closing statement, with any advice and completed PLS (Portfolio Loan System) insurance code sheets (and tax code sheets when appropriate), will be forwarded to the Finance activity for coding of property sale data in PMS (Property Management System).  For all sales, the race and sex of the sales broker will be annotated in the "Remarks" portion of the sales closing statement submitted to the Finance activity for coding.  The standard codes furnished for purchase offer coding will be used.  Similarly, for sales in which loan discount points are paid by VA, the type of financing (i.e., "VA guaranteed," "FHA," or "Other") will be annotated in the "Remarks" portion of the closing statement for  Finance activity coding.  The mortgage, after it has been recorded and returned to VA, will also be forwarded to the Loan Service and Claims Section.
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	(4)  Loan Establishment  All necessary coding actions will be completed promptly and all documents necessary to establish the new loan account in PLS will be delivered to the Finance activity within 10 calendar days after sales closing, so that loans may be fully established in PLS within 17 calendar days after closing.  Station management will establish adequate controls and standards to assure expeditious workflow within and between divisions to meet this requirement.  In order to expedite the workflow, stations may choose to obtain closing information necessary for coding of PMS property sale data by the Finance activity and PLS tax and insurance data for coding by Loan Guaranty personnel through a telephone call to the sales closer responsible for the sales closing.  If this optional telephone procedure is used, the employee verifying the data will prepare a record of telephone conversation showing the data obtained, the name of the person providing the data, the loan number, the date of the conversation, and the signature of the employee.  The data will then be transferred to a copy of VA Form 26-6714 and forwarded, along with the record of telephone conversation, to a Loan Guaranty supervisor for review. (The original will be maintained in accordance with RCS VB-1, part 1, item No. 12.110.360.)  The supervisor will review and sign the copy of VA Form 26-6714 and forward it to the Finance activity for necessary coding.  Data on sales which were scheduled to close on a specified date but which were delayed, should not be reported until the sales have actually closed.  In those cases in which a closing agent reports that a sale has closed when, in fact, the closing did not take place, stations should consider appropriate administrative sanctions (e.g., removal or suspension) against the agent.





	(5)  Cash Sales.  In cash sales, the original sales closing statement will be filed in the Loan Guaranty folder and the copy forwarded to the Finance activity.  Similarly, when the HUD-1 Settlement Statement is used in lieu of VA Form 26-6714, a copy will be forwarded to the Finance activity (see subpar. (2) above).





	(6)  Closing Details.  The sales closing statement will show the basis for each adjustment.  When the sales adjustments are made as of a date other than the actual closing date, both the date of closing and the date the adjustments were computed must be shown.  The note and security instrument, or installment contract, will specify the date when interest accrual is to commence.  However,, some sales are in fact closed pursuant to a stipulation that the date when such accrual is to start will be a date other than that specified in the closing instruments (e.g., when the sale was adjourned and it had not been feasible to change the instruments at the closing to reflect the correct date).  The sales closer will, in all cases, show on the sales closing statement the actual date when interest accrual will begin.  For each prorated tax item the sales closer will show the period covered by the tax, the amount of the tax, and, if unpaid, the date when the tax is due and payable.  The fiscal tax year does not necessarily coincide with the calendar year and might commence on April 1, or on some other date.  If the property is rented, the sales closing statement will show the monthly rental rate, whether or not the rent had been collected prior to sales closing, and the disposition made of uncollected rents.  If loan discount points are paid by VA, the amount of such points will be included as an 
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adjustment due the purchaser in item 18 of VA Form 26-6714.  (See subpar. (3) above for type of financing to be annotated.)





3.16  LEASES WITH OPTION TO PURCHASE





	Leases with purchase option may be effected without the approval of Central Office even though the term exceeds I year.  Such leases will not be assignable without VA's consent.  In no case will the VA grant an option to purchase property not connected with a substantial transaction, such as a lease.  It is a local responsibility to determine the advantages and disadvantages of a lease with purchase option as a selling device in areas where substantial downpayments are not available or to assist in the sale of problem properties.  The VA may, in such cases, assume a calculated business risk based on the same or similar considerations which may warrant the use of an installment contract in certain States where strict legal considerations would make such use inadvisable.  





	a.  When Used.  VA property will be leased with a purchase option extended to the tenant only if not readily salable under the normal methods of effecting sales; namely, through the initial use of a contract of sale as provided in paragraph 3.13, including the assumption by the purchaser of a binding obligation to pay the purchase price, unaffected by subsequent fluctuations in the value of the property.  Assumption in the normal sale is evidenced by an installment contract or by a note and secured by a purchase money mortgage.  It will be determined locally whether VA properties are to be disposed of in this manner after giving consideration to the local law applicable to such transactions; in particular, the time and expense involved in securing possession and terminating the tenant's rights as purchaser in possession under the option in the event of default in any of the terms of the lease; or the purchaser's failure to exercise his/her option rights within the time and in the manner specified by the provisions of the lease; or his/her failure to close the sales transaction pursuant to the exercise of the option.  VA Form 26-6705 will be submitted and the credit risk analyzed upon receipt of VA Form 26-6705b and a credit report, as provided in paragraph 3.14, before the lease with option is executed by VA.





	b.  Lease Provisions.  The form and substance of any lease with option to purchase is authorized, provided it is not inconsistent with the policies of VA sales, except with respect to the deviations authorized for option cases.  The lease in such cases will set forth the rental rate; the expiration date of the lease; the option period and method of notifying VA of the exercise of the option right; establishment of the sales price; the terms of payment; the type of closing instruments to be used; and all other essential matters, such as provisions with respect to the type of closing instruments to be used; title evidence to be furnished and the cost of such evidence; the disposition of taxes; and the sales closing date.  Generally, these matters will be adjusted in accordance with VA's normal sales transactions in the particular State and it will, therefore, be expedient to incorporate these provisions in the lease by reference to 
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the VA form of contract of sale for such State.  Every effort will be made to secure from the purchaser a cash payment for the option before possession is delivered, however, a cash payment is not mandatory.  Furthermore, there is no requirement that the rental rate specified in the lease exceed the normal rent obtainable in the prevailing rental market for like properties leased without an option.  It is preferred, however, that a higher rent be obtained pursuant to an agreement that a stipulated amount will become available for application to the cash requirement, including the downpayment, unless the normal requirement for a downpayment has been waived, in the event the option is exercised.  





	c.  Exercise of Option.  Upon execution of the lease with option by the tenant-optionee and by VA, the property will be withdrawn from the sales market.  The sales broker's commission will not be payable until the option has been exercised and the sale closed.  





	d.  Sales Closing.  Adjustments will be made either as of the sales closing date or retroactively as of the date of commencement of the term of the lease.  When the option provides for adjustments as of the closing date, all rental payments for the period prior to the closing date will have been deposited in the accounts designated for rent collections and will remain in the accounts.  On the other hand, the terms of the option may provide for retroactive adjustment, as of the beginning date of the term of the lease, of all items to be adjusted such as taxes (including assessments and ground rents, if any), interest on the option price at the contract rate, and all expenditures by VA in connection with the property (such as for repairs and maintenance but exclusive of brokers' commissions), and for the application of the difference between the sum of the above items and gross rent collections toward the sales closing costs, the lump sum for the T and I account and for prepaid items, and the remainder to be applied in reduction of the principal balance of the purchase price.  When the option provides for this latter method of rent application, rent collections will be retained in a suspense account until after the sale is closed.  To the extent required as a liquidation measure, an advance may be authorized to the purchaser to cover closing costs and prepaid items normally paid by the purchaser at sales closing, such as hazard insurance premiums and the lump sum required by the T and I account incident to the vendee account.  Provision for any such necessary advance may be authorized at or prior to the closing.  Closing costs will be kept to a minimum; for example, by not requiring the purchaser to pay for a title policy, even though this may be the customary local practice, if a less expensive method is available to assure VA that the unpaid portion of the purchase price is secured by a first lien.  When a copy of the sales closing statement is given to the Finance activity, as required by paragraph 3.15j(3), it will be accompanied by an advice with respect to the allocation of any funds collected at and prior to sales closing as rental payments or otherwise.





	e.  Smoke Detection Devices.  Smoke detection devices will be installed in accordance with the guidelines set forth in paragraph
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4.06d(5) in all properties which are to be leased with a purchase option.  





3.17  REMITTANCES





	a.  Deposits and Transfer of Funds.  These functions will be performed under the procedure established in MP-4, part I, chapter 2 and, MP-4, part V, chapter 9.  





	b.  Earnest Money Receipts.  A copy of the collection document furnished by the agent cashier (or the designated employee in offices where such employee is responsible for the handling of earnest money) will be filed in the related Loan Guaranty folder.  (See also par. 3.13e.)  





3.18  POSSESSION PRIOR TO SALES CLOSING





	Except in those instances in which the occupant of a property is the prospective purchaser, possession normally will not be delivered to the purchaser prior to actual sales closing.  However, cases will arise when it will be desirable and in the interest of VA to permit the purchaser to occupy the property prior to the actual date of sales closing.  In this event, or in a hardship case, the purchaser may be permitted to take possession prior to the date of actual sales closing, provided there is definite assurance that the sale can and will be finally closed within a short time.  In such cases, the purchaser will be required to execute VA Form 26-6725, Offer to Rent on Month-to-Month Basis and Credit Statement, unless the property is subject to rent control.  If it is not in the interest of the VA to establish the purchaser as a tenant and no alternative legal safeguards can be suggested by the office of the District Counsel, the following minimum requirements will be met, preferably by appropriate amendment to the contract of sale:  





	a.  The date of entry of the purchaser into possession will be the date for all adjustments and prorations.  





	b.  The entire cash downpayment required by the contract of sale will be paid by the purchaser on the signing of the contract, or not later than when he/she takes possession.  





	c.  In addition, the purchaser will assume the risk of loss through property damage or personal injury; provide hazard insurance; and pay in cash at the time of execution of the contract, or on possession, any net cash adjustments due VA as of the date of proration, also, all closing costs, such as recordation fees, Federal and State stamps required under the contract of sale, and any other charges (escrow fees, title costs, etc.) required to be paid by the purchaser under the contract.  





	d.  If the sale is on terms, the purchaser will, upon delivery of possession, make the 
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lump-sum payment computed as of the proration date.  In such sales, the purchase money note and mortgage will be executed as of the proration date and will provide that the monthly or other periodic payments of interest and principal, and payments to the T and I account be computed from the proration date.  





	e.  The contract will provide that if VA is unable to convey title in accordance with the contract, a charge of a stated amount per month for rent or for use and occupancy from the time of entry by the purchaser into possession to the date he/she vacates the premises may be deducted from any refunds otherwise due the purchaser.  





	f.  Each proposed contract of sale will be referred to the office of the District Counsel to insure that incorporation of subparagraphs a through e above and other provisions deemed necessary to afford legal protection to VA are in accordance with local as well as Federal law.  





3.19  ADJUSTMENT OF COMPLAINTS AFTER SALES CLOSING





	After an offer to purchase has been accepted by VA, efforts will be made to avoid any further commitments for repairs, purchases of equipment or supplies, or for other expenditures.  This restriction however, will not apply to expenditures which VA is obligated to make pursuant to the contract of sale, or pursuant to any other obligation, such as the duty owing by VA as landlord to its tenants.  Nevertheless, it is recognized that after acceptance of the offer to purchase, and even after the closing of the sale, claims may be made by the purchaser arising out of actual or alleged defects in the property, or misunderstandings with respect to the terms of sale.  VA's standard contract of sale contains an express provision placing the risk of loss, resulting from damage to the property by fire or other casualty, on VA up to the date when the sale is closed, therefore, VA normally is legally obligated to make adjustments with the purchaser for the loss or damage during that time.  Paragraph 3.l5e authorizes the settlement of certain controversies in connection with the closing of the sale.  When the matter under dispute does not fall within tile scope of that paragraph, the advice of the office of the District Counsel will be obtained with respect to VA's legal responsibility in the matter.  An adjustment will be made in all cases-in which it appears that the purchaser has a legal basis for the demand.  Even in the absence of any showing of legal liability, a settlement may be effected, provided that in such cases the total amount to be paid by VA for the cost of any repairs or other expenditures will not exceed $[3,500] in connection with any one sale.  It is desirable in such cases to require that the purchaser execute a general release in form legally satisfactory to VA.  Cases not conforming to these limitations will be submitted to Central Office with the appropriate recommendations, the opinion of the office of the District Counsel, the docket pertaining to the property, and all pertinent instruments and papers relating to the sales transaction.  
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Commitments to make adjustments will be avoided until a final decision has been reached in the case.





3.20  SALE OF PERSONAL PROPERTY





	Generally, the provisions for the sale of personal property are applicable only to real property and to personal property acquired and sold incidental to real property.  When the sale covers personal property only, the use of VA form of contract of sale will not be appropriate and a formal sales closing statement will not be required.  Generally, such sales will be made for cash.  





3.21  SALES TO FORMER OWNERS





	a.  It is VA's policy to extend reasonable consideration to former homeowners who wish to repurchase their homes from VA and who have the financial ability to do so. [ ] Every reasonable effort should be made to assist former owners in retaining their homes when there is sufficient information to indicate that the loss of the property was caused by circumstances beyond the former owner's control and that these circumstances have changed sufficiently making it possible for him or her to commence making required monthly payments.  Sales to former owners will generally be made in accordance with the provisions below.  





	(1)  VA Investment.  The difficulties encountered in servicing loans will be increased considerably if delinquent borrowers are permitted to profit through defaults in their loan accounts by having the amount of the indebtedness scaled down.  The sale of a foreclosed property to the former owner (as defined in subpar. c below) at less than VA's full investment in effect constitutes a reduction of the indebtedness.  Therefore, sales to former owners will not be made by VA below such investment.  





	(2)  Current Market Value.  Generally, [when a resale to a former owner is under consideration,] the amount of [VA's] investment is above [ ] the current market value[, as indicated by the liquidation appraisal, management broker's estimate of value, and comparable VA property sales.  However, if the value of the property is greater than VA's investment, it is usually more in keeping with VA's mission to resell the property for less than its value, i.e., for VA's investment.  This is because the former owner often is a veteran who experienced temporary financial difficulties, and who may have resided in the property for a substantial period of time in order to accumulate the perceived equity.  [ ]
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	(3)  [First Lien Required.  In all sales to former owners in which the resale is by deed, VA must acquire a valid first lien for the loan amount.]  





	(4)  Former Owner Defined.  For the purpose of this paragraph, the term "former owner" will include the original veteran-borrower or other obligor (such as a vendee of a VA property), any cosigner or other person obligated to pay the debt (by agreement or by operation of law), the direct or remote transferee of the original obligor (regardless of his or her assumption of the debt) including a purchaser under an installment contract, and also the spouse or close relative of the former owner.  For the purpose of this paragraph, the term "close relative" is defined as the spouse, parents, children, brothers and sisters, or any other relative who is a member of the same household.  The provisions will also apply to indirect or "strawman" transactions.  





	(5)  Investment Defined.  This term includes all disbursements made by VA in connection with the property, including the claim payment, the consideration paid the holder for conveyance of the property, payments to the holder of an FHA-insured loan, the unpaid balance on a direct loan or other portfolio loan, other acquisition costs and expenditures for repairs, taxes and all other items.  Rents collected will be credited.  Interest will be accrued on all disbursements from the date made and on the amount paid the holder from the date when the accrual of interest had been cut off.  Interest on all disbursements will be accrued at the rate provided under the original loan instrument.  





	(6)  Interest Rate.  In most cases, the rate of interest in connection with a sale to a former owner will be the currently effective vendee loan interest rate.  However, in particular cases which involve substantial extenuating circumstances, stations may request authorization from Central Office to effect a resale of a property at an interest rate lower than the currently authorized rate in order to afford a former owner the maximum reasonable opportunity to qualify for repurchase.  Such action would be particularly appropriate in those cases in which the original loan was financed at a rate substantially below the current authorized rate.  





	(7)  Credit Risk.  Most sales to former owners will require standard vendee financing, since such purchasers will undoubtedly have a credit profile which would largely preclude their obtaining outside financing for purchase in cash from VA.  The need for vendee financing, in itself, will not preclude a resale to a former owner.  However, no sale will be made to a former owner without a demonstrated ability and willingness to meet the required payments.  (See pars. 3.05 and 3.14.)  The former owner may have developed unsatisfactory credit during the period in which he/she was experiencing unavoidable financial difficulties; but, if the manner of meeting obligations prior to the time of such difficulties was satisfactory, favorable consideration may be given to a request for repurchase.  However, before an application for repurchase can be approved, it must be determined that the purchaser has sufficient income to meet the loan payments to maintain 
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the property in a good state of repair and to pay all taxes, insurance, utilities and other obligations, with adequate funds remaining for family support.  Sales to former owners will not be made unless stations are satisfied as to the former owner's ability and willingness to meet the required payments.  The conclusion that the former owner is a satisfactory credit risk should be based on a careful analysis of available credit and income information.  





	(8)  Downpayment.  The station Director is authorized to determine the amount of downpayment  to be made by [former owners.  Because of their] recent financial difficulties, [they] are not likely to have funds available to make a sizable downpayment.  Consequently, the amount of downpayment to be made in sales to former owners may be reduced at the discretion of the station Director from the amount which is generally required.  The downpayment requirement may even be waived if the situation so warrants.  However, in redemption States, former owners who have regained normal income early in the redemption period may reasonably be expected to accumulate an appropriate downpayment as a condition of the resale.  





	(9)  Rental or Lease for Test Period.  In cases in which the former owners were able to make only a few payments prior to the foreclosure action, or in other cases in which credit worthiness may be in doubt, VA's interest may be protected best, particularly in redemption States, by making some arrangement other than an outright sale on terms.  Circumstances may justify either renting or leasing the property for a limited time with an option to purchase as a means of determining the former owner's willingness and ability to make the projected monthly payments in a timely manner.  The prospective repurchaser may be required to make rental payments in an amount approximating the anticipated mortgage payments for a trial period to establish a creditable payment history to VA.  Any rents paid to VA during such a test period, minus the amount paid by VA for property taxes, may be applied toward a downpayment in a subsequent resale to the former owner.  





	(10)  Suspension of Veteran's Indebtedness.  The veteran's indebtedness to the Government arising out of the claim payment by VA shall be considered in connection with every sale to a former owner.  In appropriate cases, the Finance activity will be requested to notify the General Accounting Office that collection efforts in connection with the indebtedness are suspended as long as there is no default in the terms of repayment of the purchase price.  Because of the possibility of future default with consequent loss to VA, any existing right of indemnification (as distinguished from subrogation) will normally be preserved until the purchase price has. been paid in full.  





	(11)  Investor Repurchases.  Resales to former owners who are investors will be made at VA's investment or the full market value, whichever is greater.  Such sales will be made 
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on terms only if the investor was not at fault in contributing to the foreclosure.  Investors who failed to apply rental income to the mortgage loan payments will not be considered for repurchase of the property on terms.  





	b.  The foregoing provisions are also applicable to the sales of properties from VA's inventory to any veteran or active duty personnel who are not the former owners of the properties being sold and whose loans were terminated primarily as a result of job transfers to other locations.  The sales price will include the full outstanding debt in connection with foreclosure of the VA-guaranteed loan.  





	c.  Upon assignment of properties to the Property Management Section, staff personnel will attempt to contact those former owners remaining in the properties in order to determine their interest in and possible qualifications for repurchase.  Management brokers should be advised of VA's policy regarding resales to former owners.  If management brokers are asked about repurchase, they should instruct the former owners to contact station Property Management personnel immediately.  Although a sales commission will not ordinarily be payable in connection with sales to former owners, appropriate fees may be paid for services performed by the management broker in helping to develop the offer or to close the sale.  A fee not to exceed $400 may be paid in cases in which the management broker obtains information needed for processing an offer to repurchase; if the broker's services are limited to closing the sale, he/she should receive compensation in an amount not to exceed $75.  





3.22  SALES TO TENANTS





	a.  Conversion Type Sales.  Sales to tenant occupants are encouraged when rent collection and property care experience has been satisfactory.  Except as otherwise provided, sales to tenants will be developed at the price and terms specified in the current listing.  When it is believed to be in the best interest of the Government, the purchase price may be credited in an amount equal to 50 percent of the rental paid to VA during the preceding 12-month period.  Credit for this purpose may be established locally under the conditions specified in paragraph 3.16.  Credit established in this matter may also be accepted in full or partial satisfaction of the listed cash requirement.  Situations may arise, the facts of which do not fall within the purview of paragraph 3.16, in which it is considered to be in the best interest of the Government to apply a fixed amount of annual rental toward the purchase price of a property.  In such instances, the case, properly supported, together with the pertinent records, will be referred to the Director, Loan Guaranty Service (263) for prior approval.  





	b.  Sales to Tenants Prior to Listing.  When it is in the best interest of the Government, negotiations may be entered into for the sale of newly acquired properties to tenant 
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occupants, other than former owners, prior to public listing.  Development of such sales will be undertaken by staff personnel, when practicable, and then only following establishment of a firm price based on the property analysis.  The sale price will not be less than the contemplated "as is" list price.  Sales in this class of cases will be referred to the responsible management broker for development only in isolated situations, when, because of the remote location of the property, excessive travel would be required by staff personnel.  [A fee not to exceed $400 may be paid in cases in which the management broker obtains information needed for processing an offer to repurchase; if the broker's services are limited to closing the sale, he/she should receive compensation in an amount not to exceed $75.]  





	c.  Sales Prior to Acquisition of Absolute Title.  Sales may be developed prior to acquisition of absolute title, provided local laws and customs, particularly in redemption States, make such sales practicable.  When doubt exists, the opinion of the District Counsel will be solicited.  When approved, the contract of sale and the closing instruments will clearly indicate that the sale is subject to existing redemption rights.  





3.23  DISCLOSURES PERMITTED IN THE COURSE OF SELLING VA-ACQUIRED 


PROPERTIES





	All VA records maintained on each veteran's military service and medical history, loan instruments, information about VA-acquired properties, loan servicing, the status of a loan and loan guaranty applications (certificates of eligibility, FHA low-downpayment loans, guaranteed or direct loans, release of liability, substitution of entitlement, specially adapted housing and vendee loans) comprise a system of records under the Privacy Act.  This system of records is known as the "Loan Guaranty Home, Condominium and Manufactured Home Loan Applicant Records, Specially Adapted Housing Applicant Records, and Vendee Loan Applicant Records - VA (55VA26)."  Disclosures may be made by field stations in accordance with published "routine uses."  Routine uses are numbered for publication purposes.  Routine use number 30 is particularly relevant concerning the disclosure of information in the course of selling VA-acquired properties.  This routine use authorizes field stations to disclose the loan number, property address, title limitations, repairs made, items still needing repair and other information concerning a VA-acquired property.  Field stations may also disclose the names of purchasers and their agents, the price and terms of successful offers and the reasons for selecting an offer over competing offers.  
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