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Secretary to close loans on the auto-
matic basis pursuant to 38 TU.S.C.
3702(d);

(2) The requirements in §36.4803(1)
concerning the giving of notice in as-
sumption cases under 38 U.S.C. 3714;

(3) The requirement in §36.4824(d)(3)
that no claim is payable unless it is
submitted within 1 year after the liq-
uidation sale;

(4) The requirement in §36.4823(a) to
submit notice of election to convey a
property to VA within 15 days of the
date of liquidation sale;

(5) The determination by the holder
in §36.4823(b) of the amount of indebt-
edness that must be waived in order to
make a property eligible for convey-
ance;

(6) The determination in §36.4814(f)(2)
of the date beyond which no additional
fees or charges will be allowed;

(7) The determination in §36.4824(a)(3)
of the interest payable on a claim
under guaranty; and

(8) The reconsideration in §36.4824(e)
of the holder’s electronic request for
review of any denied items within the
claim;

(b) Authority is hereby granted to
the Loan Guaranty Officer to redele-
gate authority to make any determina-
tions under this section.

(Authority: 38 U.S.C. 3714 and 3720)

§36.4839 Eligibility of loans; reason-
able value requirements.

(a) Evidence of guaranty or insurance
shall be issued in respect to a loan for
any of the purposes specified in 38
U.S.C. 3710(a) only if all of the fol-
lowing conditions are met:

(1) The proceeds of such loan have
been used to pay for the property pur-
chased, constructed, repaired, refi-
nanced, altered, or improved.

(2) Except as to refinancing loans
pursuant to 38 U.S.C. 3710(a)(8),
@O (B)(1), (a)(11), or (b)(7) and energy
efficient mortgages pursuant to 38
U.S.C. 3710(d), the loan (including any
scheduled deferred interest added to
principal) does not exceed the reason-
able value of the property or projected
reasonable value of a new home which
is security for a graduated payment
mortgage loan, as appropriate, as de-
termined by the Secretary. For the
purpose of determining the reasonable
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value of a graduated payment mort-
gage loan to purchase a new home, the
reasonable value of the property as of
the time the loan is made shall be cal-
culated to increase at a rate not in ex-
cess of 2.5 percent per year, but in no
event may the projected value of the
property exceed 115 percent of the ini-
tially established reasonable value.

(Authority: 38 U.S.C. 3703(d)(2))

(3) The veteran has certified, in such
form as the Secretary may prescribe,
that the veteran has paid in cash from
his or her own resources on account of
such purchase, construction, alter-
ation, repair, or improvement a sum
equal to the difference, if any, between
the purchase price or cost of the prop-
erty and its reasonable value.

(b) A loan guaranteed under 38 U.S.C.
3710(d) which includes the cost of en-
ergy efficient improvements may ex-
ceed the reasonable value of the prop-
erty. The cost of the energy efficient
improvements that may be financed
may not exceed $3,000; provided, how-
ever, that up to $6,000 in energy effi-
cient improvements may be financed if
the increase in the monthly payment
for principal and interest does not ex-
ceed the likely reduction in monthly
utility costs resulting from the energy
efficient improvements.

(Authority: 38 U.S.C. 3710)

(c) Notwithstanding that the aggre-
gate of the loan amount in the case of
loans for the purposes specified in para-
graph (a) of this section, and the
amount remaining unpaid on taxes,
special assessments, prior mortgage in-
debtedness, or other obligations of any
character secured by enforceable supe-
rior liens or a right to such lien exist-
ing as of the date the loan is closed ex-
ceeds the reasonable value of such
property as of said date and that evi-
dence of guaranty or insurance credit
is issued in respect thereof, as between
the holder and Secretary (for the pur-
pose of computing the claim on the
guaranty or insurance and for the pur-
poses of §36.4823, and all accounting),
the indebtedness which is the subject
of the guaranty or insurance shall be
deemed to have been reduced as of the
date of the loan by a sum equal to such
excess, less any amounts secured by
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liens released or paid on the obliga-
tions secured by such superior liens or
rights by a holder or others without ex-
pense to or obligation on the debtor re-
sulting from such payment, or release
of lien or right; and all payments made
on the loan shall be applied to the in-
debtedness as so reduced. Nothing in
this paragraph affects any right or li-
ability resulting from fraud or willful
misrepresentation.

(Authority: 38 U.S.C. 3703(c)(1), 3710, 3712)

§36.4840 Underwriting standards,
processing procedures, lender re-
sponsibility, lender certifi-
cation.

(a) Use of standards. The standards
contained in paragraphs (c¢) through (j)
of this section will be used to deter-
mine whether the veteran’s present and
anticipated income and expenses, and
credit history are satisfactory. These
standards do not apply to loans guar-
anteed pursuant to 38 U.S.C. 3710(a)(8)
except for cases where the Secretary is
required to approve the loan in advance
under §36.4807.

and

(Authority: 38 U.S.C. 3703, 3710)

(b) Waiver of standards. Use of the
standards in paragraphs (c) through (j)
of this section for underwriting home
loans will be waived only in extraor-
dinary circumstances when the Sec-
retary determines, considering the to-
tality of circumstances, that the vet-
eran is a satisfactory credit risk.

(c) Methods. The two primary under-
writing standards that will be used in
determining the adequacy of the vet-
eran’s present and anticipated income
are debt-to-income ratio and residual
income analysis. They are described in
paragraphs (d) through (f) of this sec-
tion. Ordinarily, to qualify for a loan,
the veteran must meet both standards.
Failure to meet one standard, however,
will not automatically disqualify a vet-
eran. The following exceptions shall
apply to cases where a veteran does not
meet both standards:

(1) If the debt-to-income ratio is 41
percent or less, and the veteran does
not meet the residual income standard,
the loan may be approved with jus-
tification, by the underwriter’s super-
visor, as set out in paragraph (c)(4) of
this section.
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(2) If the debt-to-income ratio is
greater than 41 percent (unless it is
larger due solely to the existence of
tax-free income which should be noted
in the loan file), the loan may be ap-
proved with justification, by the under-
writer’s supervisor, as set out in para-
graph (c)(4) of this section.

(3) If the ratio is greater than 41 per-
cent and the residual income exceeds
the guidelines by at least 20 percent,
the second level review and statement
of justification are not required.

(4) In any case described by para-
graphs (c)(1) and (c)(2) of this section,
the lender must fully justify the deci-
sion to approve the loan or submit the
loan to the Secretary for prior ap-
proval in writing. The lender’s state-
ment must not be perfunctory, but
should address the specific compen-
sating factors, as set forth in para-
graph (c)(b) of this section, justifying
the approval of the loan. The state-
ment must be signed by the under-
writer’s supervisor. It must be stressed
that the statute requires not only con-
sideration of a veteran’s present and
anticipated income and expenses, but
also that the veteran be a satisfactory
credit risk. Therefore, meeting both
the debt-to-income ratio and residual
income standards does not mean that
the loan is automatically approved. It
is the lender’s responsibility to base
the loan approval or disapproval on all
the factors present for any individual
veteran. The veteran’s credit must be
evaluated based on the criteria set
forth in paragraph (g) of this section as
well as a variety of compensating fac-
tors that should be evaluated.

(5) The following are examples of ac-
ceptable compensating factors to be
considered in the course of under-
writing a loan:

(i) Excellent long-term credit;

(i) Conservative use of consumer
credit;

(iii) Minimal consumer debt;

(iv) Long-term employment;

(v) Significant liquid assets;

(vi) Down payment or the existence
of equity in refinancing loans;

(vii) Little or no increase in shelter
expense;

(viii) Military benefits;

(ix) Satisfactory homeownership ex-
perience;
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