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REMAINING ECONOMIC LIFE FOR BUILDING IMPROVEMENTS





It is the intention of this Circular to stress the importance of the proper establishment of the remaining economic life of single family residential property.  VA Regulation 4309 provides that guaranteed loans must be repayable within the estimated economic life of the property securing the loan.  Arbitrary or unsupportable estimates of economic life may deprive a veteran of the home of his choice in an area where he can afford to live.





It is well understood that because buildings are subject to physical deterioration and obsolescence their periods of useful life are limited.  The decline and ultimate loss of utility may occur either gradually or rapidly, mainly dependent upon proper maintenance.  The period from the time of completion of the building until it is no longer fit or safe for use or practical to maintain in a safe usable condition is the physical life.  This differs from economic life which is the period of time from completion of a building to the loss of its ability to serve its intended purpose, which is in the case of VA loan guaranty operations is its usefulness as a home.





In predicting the remaining economic life of a building the economic stability of the community and the need for a home of the type under consideration must receive careful consideration.  Many properties in so called “center city hard core areas” are in demand because of their ready accessibility to transportation, shopping, schools, places of employment and the price range involved.  There are many cases where these locations fit the needs and desires of prospective veteran purchasers commensurate with their income.  The factors for consideration in estimating economic life are the relationship between the property and the economic environment of the block, neighborhood and community, as well as the architectural design, style and utility from a functional point of view, and comparisons with homes in the
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same or in similar areas.  The workmanship and durability of the construction, its physical condition and probable cost of maintenance and/or repair are also for consideration, as is the practice of other homeowners in the area in keeping their homes in repair.  In areas where rehabilitation and code enforcement are under active operation or consideration, the expected result of these activities in improving the neighborhood for residential use should be considered in establishing economic life.





A term of economic life which is not completely justified may well result in depriving a veteran of the home of his choice when for all practical reasons a longer term would be indicated.  A short economic life usually results in either a requirement by a mortgage for a large downpayment or alternatively very high monthly carrying charges and defeats the 100% loan concept.  Field stations must not arbitrarily establish areas with a prescribed limitation on economic life such as a 10 year limit on “center city hard core areas” or 30 years in very good residential sections.  Each property must stand on its own merits.  In those cases where economic life is established at less than a 20 year period or a change is made from the fee appraiser’s estimate, complete documentation must be inserted in the docket to support such a determination.  Such conclusions may be based on either known economic factors or on observed physical conditions.  Where an economic life of 30 years or more is in order it should be so established at its predictable maximum, e.g., 40 years.  The economic life determination should not be confined to 30 years merely because 30 years is the maximum loan term.





It is expected that very serious consideration will be given by all reviewing technicians and fee real estate appraisers in establishing reasonable value to be sure that the proper limit of economic life be established in each case individually and that area designations in this regard be avoided.
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