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CONTROL AND ACCOUNTING FOR REFUNDED LOANS





	1.  Purpose:  The auditors of VA’s financial statements have expressed concern that VA does not maintain adequate control over loans in the process of being acquired (refunded), nor are those loans properly reflected on the agency’s balance sheet during the period between acquisition and establishment of loan records with the portfolio loan servicing contractor.  This circular establishes a mechanism to monitor loans in the process of being refunded and allows for inclusion of acquired loans in the agency balance sheet.





	2.  Background:  In July 1998, VA issued Circular 26-98-5 to describe new procedures for refunding (acquiring) VA-guaranteed loans from private holders.  Major changes included:





	a.  Establishment of VA ownership of a refunded loan as of a settlement date 60 days from notice of the approval of refunding;


	b.  Payment for loan based on claim to be received by settlement date (or on VA’s calculation if no claim received by that date);


	c.  Payment not to be made until acceptable title documentation received; and


	d.  No supplemental amounts payable on refunding claims.





The new procedures were designed to standardize the process by which VA acquired loans to assist delinquent veteran borrowers, and to address the need to provide detailed data on the loans so the portfolio servicing contractor could promptly establish records on the accounts.  Unfortunately, the procedures did not describe controls to track the refunding process, nor a method to account for the loans immediately upon ownership acquisition by VA.





3.  Procedures.  In order to control the progress on refunding loans, each servicing activity within VA (Regional Loan Centers and other offices with servicing responsibilities) will immediately begin to maintain a log on all loans approved for refunding which have not been established in the servicing system of the portfolio loan servicing contractor as of the end of Fiscal Year 1999.  The logs will be in Excel format, and contain columns with the headings listed in exhibit A.  Logs will be updated on a daily basis as information is received indicating progress through the process toward establishment of records with the portfolio servicing contractor.  A sample format developed in Central Office will be e-mailed to Loan Guaranty Officers and Loan Administration Officers.  The logs will be reviewed by local management on a regular basis, and appropriate action will be taken to correct deficiencies which cause delays in the flow of information.
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	4.  Reporting.  In order to provide information to supplement the Agency’s financial statements, and to allow Central Office review of proper control over the refunding process, field stations will transmit copies of their logs to Central Office via e-mail no later than the 15th calendar day of each month.  The first report will be due October 15, 1999, and will include all loans which have been approved for refunding which have not been established in the servicing system of the portfolio servicing contractor as of September 30, 1999.  Future reports will be cumulative in nature; i.e., inclusive of all cases since initiation.  If the 15th is on a weekend or holiday, the transmittal should be made the next following workday.  Send electronic versions of the entire log to the specially designated mailbox, VAVBAWAS/CO/LREF, and use the subject line “Refunding Log.”





	5.  Repurchases.  Repurchase of loans under 38 CFR 36.4600 is handled very similar to refunded loans with respect to establishment of loan records at the portfolio servicing contractor.  However, when 4600 claims are received, the loans are to be repurchased within 10 days and there is an immediate transaction in LCS (Liquidation and Claims System), which establishes a record so that there is an existing control mechanism to follow up for subsequent establishment of the loan record with the portfolio servicing contractor.  This transaction also provides data for the amount of the receivable to be established on the records of the portfolio servicing contractor.  Therefore, an additional log for repurchased loans is not needed.





	6.  Future Enhancements.  The manual preparation and maintenance of a log to track refunding loans is a temporary measure, designed to ensure proper accounting and control over loan establishment.  As opportunities for enhancements to the LS&C (Loan Service and Claims) System become available, we will consider the addition of fields to track the steps in the refunding process and the amount of the new refunded loan.





	7.  Questions.  Questions about this circular may be directed to Carl Wasson, VACO Loan Management staff, via e-mail.





	8.  Rescission.  This circular is rescinded January 1, 2002.





					By Direction of the Under Secretary for Benefits








					Keith Pedigo


					Director, Loan guaranty Service





Distribution:	CO:	RPC 2023


SS(26A1B)	FLD:	VBAFS, 1 each (Reproduce and distribute based on RPC 2023)
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Column Name	Description





GI Loan #		12-digit loan number for VA-Guaranteed loan





Refunded #		12-digit loan number for refunded loan (should be same as


GI Loan Number except for 5th digit [loan type])





Name (L,F MI)	Name of borrower, shown as last name first, then first and


				middle initial





Approved		Date of refunding approval, in “mm/dd/yyyy” format, where


				mm is two digit for month, dd for day, and yyyy for year





Settlement		Date established for settlement of refunding





Loan Amount		Amount of loan balance to be established with portfolio


				loan servicing contractor





Set-up Sheet		Date set-up sheet for refunded loan is prepared





To Finance		Date set-up sheet is transmitted from Loan Guaranty to


Finance Office with jurisdiction





Fin to 385		Date “local” Finance transmitted to Station 385 Finance





385 to SMG		Date Station 385 transmitted to portfolio servicing contractor





SMG set-up		Date contractor established refunded loan on its system
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