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Overview

Created by the original G.1. Bill (Servicemen’s Readjustment Act of 1944), the VA-Guaranteed Home Loan
program has helped generations of Veterans, Servicemembers, and their families enjoy the dream of
homeownership and the opportunity to retain their homes in times of temporary financial hardship.

Should you have any questions about the VA Home Loan benefit orissues with your current home loan,
feelfree to contact us at: 1-877-827-3702.

What is the VA Home Loan ‘Guaranty’?

The VA home loan guaranty is an agreement that VA will reimburse a lender (such as banks, credit
unions, mortgage companies, etc.) in the event of loss due to foreclosure. This guaranty takes the place
of your down payment.

Who is eligible for a VA Home Loan?

Active-duty servicemembers and Veterans with discharges otherthan dishonorable, National Guard and
Reserve service members and Veterans with an honorable discharge, certain eligible spouses, and other
uniformed service personnel may be eligible for VA home loan guaranty benefits. The full listing is
available online at: https://www.va.gov/housing-assistance /home-loans/eligibility/.

Is there a fee to use the VA Home Loan Guaranty?

Yes, but the funding fee can be waived (seelist below). To keep the programviable, Congress instituted
a program fundingfee, whichis a percentage of the totalloan amount. This user fee varies based
whetherthe loanis a first-time or subsequent (second, third, etc.) use of the benefit. The funding fee
may be paid in cash orincluded in the loan at closing.

*The funding fee can also be paid by the seller, lender, or any other party on your behalf. (See
Chapter8 of the Lenders Handbook)

The following individuals do not pay the VA funding fee:

e Veteransreceiving VA compensation foraservice-connected disability.

e Veteransentitledtoreceive VA compensation foraservice-connected disability, but receive
retirement pay or active service pay.

e Unremarried surviving spouses of Veterans who died in active service or from a service-
connected disability.

e Service member with a proposed or memorandum rating from VA, prior to loan closing, as
eligible to receive compensation as a result of a pre-discharge claim.

e Service memberon active duty who provides, on or before the date of loan closing, evidence of
having been awarded the Purple Heart.

Is there a limit to the size of a VA-backed mortgage?

There are noloan limits if one has full home loan benefit or full entitlement. If you are a first-time
homebuyerorhave sold your previous VA-backed homeand paid your loan in full, you can enjoy VA-
backing on a home loan regardless of home price and without the needfora down payment.! Of
course, you must be able to afford the home and the property must appraise for at least the purchase
price, otherwise you may have to make a small down payment.

1Blue Water Navy Vietnam Veterans Act of 2019, https://www.congress.gov/bill/116th-congress/house-

bill/299/text




Note: For loans made prior to 2020 that exceeded the Freddie Macconformingloan limit, lenders
required borrowers to pay a down payment forthe loan amount above the county loan limit.

What if I want to buy a home while I still have another VA Home Loan?

While you can buy a home for any loan amount, you must either sell your previous home or understand
VA rules on subsequent purchases and remaining entitlement. Those who purchase a subsequent home
without selling their previous VA-guaranteed home will continue to follow their county conforming loan
limit for the VA loan guaranty. This may mean a down payment on any amount above the loan limit.

Note: You must be able to afford all your VA loans at the same time and the subsequent home must
become yourresidence. (See Appendix D: Reusing the VA Loan below or this blog)

Why choose VA?
The VAHome Loan is often the besthome loan product for Veterans. Some benefits include:

e No down paymentas long as the sales price is at or below the home’s appraised value (the
value set forthe home after an expert review of the property) See VA Appraisal section below

e No loan limit with full entitlement if you can afford the loan, VA will back loans in all areas of
the country, regardless of home price.

e Competitive terms andinterest rates from private banks, mortgage lenders, or credit unions

¢ No needfor private mortgage insurance (PMI) or mortgage insurance premiums (MIP)

o PMlis atype of insurance that protectsthe lenderif the borrowerends up not being
able to pay the mortgage. It’s usually required on conventionalloans if the down
paymentis less than 20% of the total mortgage amount.

o MIPis whatthe FederalHousing Administration (FHA) requires borrowers to pay to self-
insure an FHA loan against future loss.

o Nothaving to pay PMI could save a borrower on their monthly mortgage payment

e Fewerclosing costs, which may be paid by the seller, lender, orany other party
e No penaltyfee for paying off the loan early

e Access to VA loan staff who can answer questions by mail or phone (1-877-827-3702). (Contact
information is online at: https://www.benefits.va.gov/homeloans/contact rlc_info.asp)

See more frequently asked questions in Appendix H: FAQs and Common Issues.



Outline of the VA Homebuying Process

Buying a home can seem intimidating to first-time homebuyers. The intent of this guide is to help
alleviate some of that stress by giving you the information you’ll need to make the decisions right for
you.

This guide is organized to explain the general VA homebuying processin a linear fashion. You can start
with VA — from starting the home shopping through what do if you need to avoid foreclosure inthe
future.

What you need to know when buying a home with the VA home loan:
o Verify your VAHome Loan eligibility (or if you meet the criteria for surviving spouse eligibility)

e Learn aboutthe basics of home-buying before you shop around

e ApplyforyourVAhome loan Certificate of Eligibility (or apply through your lender)

¢ Know the additional loan options for VA home loans

e Gatherthe required documentsto provide toyourlender

e Learnaboutthe VA appraisal and ‘VA Escape Clause’

e Some thingsto know afteryou close on yourloan

Additional sections of this document include:

e Military service requirements, exemptions and otherthan honorable discharges

e FundingFees
¢ Reusingthe VAloan

e Who are eligible surviving spouses

e Howto avoid foreclosure

¢ Some frequently asked questions




Eligibility

Based on your service to the country, you may be eligible for the VA Home Loan benefit. VAis the only
organization that can determine eligibility fora VA direct or VA-backed home loan benefit based on your
length of service or service commitment, duty status, and character of service. Details for determining
eligibility (including calculating credible years of service) can be foundin Chapter 7 of the M26-1
Guaranteed Loan Processing Manual.

Lenders’ Borrowing Requirements:

You must meetthe lender’s minimum or standards of credit, income, and any otherrequirementsto
approve a loan. VA does NOT require a minimum credit score, but mostlenders will use a credit score to
help determine yourinterestrate and to lower risk. Typically, lenders may wantborrowersto have a
minimum credit score.

Because different lenders have different requirements, feel free to shop around fora lender that meets
yourfinancial and homebuying needs.

VA’s Borrowing Requirements:

VA does not determine how much you can borrow. However, unlike otherloans, VA requires you to
have enough income remaining after paying your mortgage and otherfinancial obligations. This helps
ensure you can afford homeownership and lessen the risk of defaulting onyourloan.
Also, you must:

1) live in the home being bought with the loan, and

2) meet ONE of the following:

Active-Duty Servicemember: Currently onactive duty and have served atleast 90 continuous days.
Note:Active duty includes Active Guard Reserve (AGR) members activated under Title 10 U.S.C.

Veteran: Veteransseparated from active duty between August 2, 1990 and the present (Gulf Warera)
must have served:
e 24 continuous months, or
e Afull period (at least 90 days) for which you were called or ordered to active duty, or
o Atleast90 daysif discharged for a hardship, a reductionin force, or for convenience of the
government, or
o Lessthan 90 days (if discharged for a service-connected disability)

Note: This includes Reserve and National Guard members called to active duty forat least 90 days.
Active duty does not include active duty for training.

NATIONALGUARD on Active-duty:

o Atleast90 days of non-training active-duty service (shown on DD214 for the activation or
any otherdocuments to supportthe activation), OR

e Atleast90 days of active service including at least 30 consecutive days (shown as 32 USC
sections 316, 502, 503, 504 or 505 activation onyour DD214, annual point statements,
DD220 with accompanying orders, or any other documents to support the activation)

RESERVE on Active-duty:

e Atleast90 days of non-training active-duty service (shown on DD214 or any other
documents to support the activation)



A full listing of length of service requirements for othererasis located here.

Reserve / National Guard Service member: If not otherwise eligible (e.g., with prior active duty or

Title 10 or Title 32 service listed underthe ‘Veteran’ section above), thisincludes those currently serving
in the Selected Reserve or National Guard (member of an active unit, attending required weekend drills,
and two-week active duty for training). You must complete a total of six credible years and ONE of the
following:

Continue toservein the Selected Reserve.

Serve as Active Guard Reserve (AGR).

Placed on the retired list.

Transferredto the Standby Reserve oran element of the Ready Reserve otherthanthe Selected
Reserve afterservice characterized as honorable service.

Note: AGR Service members (on Title 32 U.S.C. orders) and Individual Mobilization Augmentee
(IMA) Service members must meet the 6-yearrequirement. Periods of Inactive Ready Reserve (IRR)
service are NOT creditable toward the 6-year requirement.

Reserve / National Guard Veteran: If not otherwise eligible (see ‘Veteran’ section above), you must

have completed a total of six credible years in the Selected Reserve or National Guard (memberof an
active unit, attended required weekend drills and two-week active duty for training) and ONE of the
following:

Discharged with an honorable discharge, or

Placed on the retired list, or

Were transferred to the Standby Reserve or an element of the Ready Reserve otherthan the
Selected Reserve afterservice characterized as honorable service.

Note: Periods of Inactive Ready Reserve (IRR) service are NOT creditable toward the 6-year
requirement Individuals who completed less than six years may be eligible if discharged fora
service-connected disability. For discharge status that is not honorable, see the OtherThan
Honorable, Bad Conduct, or Dishonorable discharges under Appendix A below.

Eligible Spouses: The spouse of a Veteran canalso apply for home loan eligibility if they 1) are eligible
for, orin receipt of, a qualifying Dependency and Indemnity Compensation (DIC) benefitaward, and 2)
under ONE of the following conditions:

Unremarried surviving spouse of a Veteran who died while in service (active, reserve, or national
guard) or from a service-connected disability, or

Unremarried surviving spouse of certain totally disabled (100% rated) Veteran whose disability
may not have been the cause of death, or

Surviving spouse who remarries on or after December 16, 2003 after attaining age 57, or

Spouse of a living Service member missingin action (MIA) or a prisoner of war (POW) for more
than 90 days, for as long as the Service memberis in that status (this is one-time use only)?

Note: More information is available below in Appendix E: Eligible Spouses

2See paragraph 3 of 38 U.S.C §3701(b)




Other eligible borrowers:
e A U.S.citizen whoservedinthe Armed Forces of a government allied with the United Statesin

World War Il
e Servedasamemberin certain organizations, such as:
o Cadetat the United States Military, Air Force, or Coast Guard Academy
o Commissioned Officers of the Public Health Service
o Officer of the National Oceanic & Atmospheric Administration (NOAA)
o Midshipman at the United States Naval Academy
o Merchantseaman during World War Il
e Details for othereligible borrowers can be foundin Chapter 7 of the M26-1 Guaranteed Loan
Processing Manual




Before Borrowing

Before buyinga home, you should consider the costs and benefits of homeownership. While renting a
home can offerflexibility and limited responsibility for maintenance, rent can change overtime, the
owner can sell the property, and you may or may not receive your security deposit when you move.
Homeownership, overthe long-term can offer benefits such as relatively stable monthly mortgage
paymentsand a way to build wealth foryou and your family.

VA highly recommends that you determine your priorities before buying a home, such as whatyou are
willing to spend each month on a mortgage and what other expenses (vehicle, childcare, etc.) you will
have to consider. Only you can determine what meets yourhousing and financial needs.

Note: The Consumer Financial Protection Bureau (CFPB) offers tools and resources to help you
find the right home loan foryou at: https://www.consumerfinance.gov/owning-a-home/.

When you are ready to buy a home or refinance your loan, VA will be there to serve you
throughout the life of the loan.

Beginning the VA Home Loan process

Below are the generalsteps for starting the home buying process.

1. Applyfor your VA home loan Certificate of Eligibility (COE) — The COE verifies to
your lenderthat you qualify for the VA home loan benefit. If you have used yourloan benefitin
the past, a current COE may be helpfulto know how much remaining entitlement you have orto
ensure your entitlement was restored for previous VA-backed loans that were paid in full.

2. Look at your current finances — Review your credit profile, income, expenses, and
monthly budgetto make sure you’re ready to buy a home. Decide how much you want to spend
on a mortgage —and be sure toinclude closing costs in the overall price. Get more advice from
the Consumer Financial Protection Bureau.

3. Choose The VA Boss as your Lender @)

4. Choose areal estate agent —Selecting the right Agent s critical to youin the homebuying
process. You can take your lender’s pre-approvalletterto yourreal estate agentand begin
shopping. Read all agreements—and make sure you understand any charges, fees, and
commissions—before sighing with an agent. Remembertheywork foryou and should put your
interests first.

5. Shop for a home - Look at houses in your price range until you find one that works foryou.



Some helpful tips:

Know your lender’s credit requirements — VA does NOT require a minimum credit
score, but mostlenders will use a credit score to help determine yourinterestrate. Typically,
lenders may want borrowers to have a minimum credit score of 620, unlessthere s a large
down payment.

Know what is in your credit history — Consumer Financial Protection Bureau (CFPB)
recommends that borrowers get a free copy of their credit report from the three nationwide
credit reporting companies. This also offers an opportunity to correct errors and strengthen
your scores:

o Visit AnnualCreditReport.com, OR use the automated phone systemat 1-877-322-8228

Note: Anyone can receive one free credit report from each company, every 12 months

Loan term- VA loans can be issued for 30 years or 15 years. Shorter-termloans typically have
a lower interest rate and lowertotal cost; however, they also have higher monthly payments.
See more comparisons at: https://www.consumerfinance.gov/owning-a-home/loan-options/.
o Note:For VAhome loans, you can pay off (amortize) yourloan with NO penalty or early
payoff fee.

Fixed or ARM - VA loans can be a fixed-rate or adjustable rate mortgage (ARM)

o Fixed rate mortgage — (the most common VA loan option) This mortgage option has a
set principal and interest paymentthroughoutthe life of the loan, no matter how rates
change nationally. You may see slight increasesin your monthly mortgage payment each
yeardue to changesin local property taxes and insurance.

o ARM -This is where yourloan interest rate is adjusted periodically, based on an index.
These loans may have a low introductory rate, but the rate can grow overtime and so
will your monthly mortgage payment.

o Moreinformationon loan typesis available at:
https://www.consumerfinance.gov/owning-a-home/loan-options/

3 CFPB, Whatexactly happens when a mortgage lender checks my credit? https://www.consumerfinance.gov/ask-
cfpb/what-exactly-happens-when-a-mortgage-lender-checks-my-credit-en-2005/
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« Energyand improvements — VA offers two loan options that can be utilized in
conjunction with a VA purchase or refinance loan. These loans must be closed along with your
VA loan. (See Energy Efficiency Improvement and Alteration and Repair loan sections below)

e Purchasing a condo - VA maintainsa list of approved condos. If the condo is not on the list,
the project must be submitted to VA for review to ensure that it complies with VA requirements.
(See Chapter 10 of the Lenders Handbook) For additional questions, you can contact VA at 1-
877-827-3702.

¢ Selling your current home to buy another —Generally, you can hold multiple home
loans if you can afford all the loans. If your plan to purchase a new home is contingenton selling
your current home, yourlender can disregard the payments on the outstanding mortgage(s) and
any consumer obligations that you intend to clear. Just be sure to speak with yourlenderon any
required documentation.

e Adverse items on your credit - In circumstances not involving bankruptcy, satisfactory
credit is generally considered to be re-established after you have made satisfactory payments
for 12 months after the date the last derogatory credititem was satisfied.

o Incases of bankruptcies — see Chapter 4 of the Lenders Handbook, Topic 7: Credit
History — Required Documentation and Analysis.

General Mortgage Costs

Buying a home requires both one-time and recurring costs. VA policy allows sellers, lenders, or any other
party to pay loan fees and charges on behalf of the borrower. (See Chapter 8 of the Lenders Handbook)

Although some additional costs are unique to certain localities, the closing costs generally include VA
appraisal, credit report, survey, title evidence, recording fees, a 1 percentloan origination fee, and
discount points. The closing costs and origination charge may not be included in the loan, exceptin VA
refinancing loans.

VArequires you to have enough cash assets to cover:

e Closing costs, pre-paid costs, or discount points which are the borrower’s responsibility and are
not financed into the loan

e Thedifference betweenthe sales price and the loan amount, if the sales price exceeds the
reasonable value established by VA (i.e., negative equity)

Note: VA does not require you to have additional cash to cover a certain number of mortgage
payments, unplanned expenses or other contingencies on the residence, or refinance of a residence.
However, you may want to consider saving money for unforeseen circumstances orlarge purchases,
such as replacing appliances, replacing a roof, or re-painting walls.

Can I include any fees into the loan? The VA funding fee, if appliable, can be included in the
purchase loan. No other fees and charges or discount points can be included in the loan amount for
purchase or construction loans. Only refinancing loans may include other allowable fees and charges
and discount points in the loan amount.

Below are some expenses for you to consider when you determine your financial plans for buying and
maintaining a home.

11



One-Time Expenses

When purchasing a home there are will be many fees and options for you to consider. Some are
required by VA or the lender, while others are optional, but may serve you as you make the investment
in a home. This list in not all-inclusive.

VA Funding Fee —Thisis the userfee to utilize the VA home loan. Some borrowers may be
exemptfrom payingthe fee. (see Appendix B: VA Funding Fee Tables for percentage or
exemption)

Appraisal - (Mandatory) The appraisalis required for purchase and cash-out refinance loans.
A VA-approved appraiser will determine areasonable value of the home. VA can then determine
how much, if notall, of yourloan to guarantee. The notice of value (NOV) generated fromthe
appraisal provides comprehensive information on the home and may help you know if the home
meets basic property requirements. (See Chapter 12 of the Lenders Handbook for more on
minimum property requirements) The NOV can also help you choose whetherto continue with
the purchase or negotiate price or other conditions of the sale. (See Escape Clause section
below)

Closing Costs — (Mandatory) The fees paid at closing include (but not limited to) taxes,

transferfees, origination fees, and other customary costs. The seller, lender, orany other party
can pay for fees and charges on your behalf. You can negotiate with the seller on splitting th ese
costs, if any concessions do not exceed 4% of the sale. (see Chapter 8 of the Lenders Handbook)

Down payment - (Optional) If you choose to make one, this one-time cost can help lower
both your monthly paymentand overall outstanding loan amount.

o Note:If yourdown paymentis at least 5-percent, you can paya lower VA fundingfee, if
you are not already exempt. (see Appendix C: VA Funding Fee Tables)

Discount Points — (Optional) While most lenders offer VA Home Loan borrowers
competitive rates, borrowers can also opt to pay foran even lowerinterest rate by paying for
discount points. The seller, lender, or any other party can pay for discount points (or other fees
and charges) onyourbehalf. (see Chapter 8 of the Lenders Handbook)

Earnest Money Deposit — (Optional) This is a cash deposit used to hold a home you are
bidding on. It shows that you are serious about purchasing that home.

Home Inspection — (Optional) VA highly recommends that you get a third-party to conduct
a thorough inspection of the home. This is in addition tothe appraisal. Your appraisal does not
take the place of an inspection. You don’t wantto be surprised by something that will cost you
later to repair or replace. (see Home Inspections section below)

Lender’s Title Insurance — (Optional) Most lenders require title insurance to protect
them against legal claims against the home.

Owner’s Title Insurance —(Optional) While owner’s title insurance is optional, it is highly
recommended to purchase this one-time premium insurance. This can protectyou if someone
has a claim against the home before you purchased it, such as home repairs that weren’t paid
off whenthe sellersold the home.

12



Recurring Expenses

Beyond the purchase of your new home, you must considerthe full cost of home ownership. Thisis not
an all-inclusive list, but

Mortgage payment — This monthly expense includes payment towards the loan principal,
interest, homeowner’s insurance, and your estimated property taxes. (see CFPB article for
furtherexplanation)

Homeowner’s insurance —This is required for all mortgages. VA highly recommends that
you shop aroundto find the coverage that can cover yourhome and personal propertyin the
home, such as clothing and high-value items.

Utilities and Maintenance — This may include water, electricity, and gas. Maintenance
costs can include generalservicing or replacement of heatingand cooling systems, water
heaters, laundry machines, refrigerators, and ovens.

Homeowner’s/Condominium association fees - If required, these fees go towards
upkeep of property and other services provided by the association, such groundskeeping,
swimming pools, and security.

13



Buving a Home with a VA-Guaranteed Loan

Buying a home is a process. Itrequires a combination of filling out forms, verifying ability to pay, and
meetingthe interests of both buyerand seller. Gettinga VA-backed home loanis only one piece of the
puzzle. Here are some generalstepsin the home buying process:*

Lenders offer competitive interest rates on VA-guaranteed loans. This can help borrowers buya home—
especially if they don’t wantto make a down payment. You may be able to geta VA-guaranteed
purchase loan if you meetall the requirements listed below:

1. Qualify fora VA-guaranteed homeloan Certificate of Eligibility (COE), and

2. MeetVA—andyourlender’'s—standards forcredit, income, and any otherrequirements, and

3. Will live in the home you’re buying with the loan

If eligible for a VA-guaranteed purchase loan, you can use the loan to:

e Buy asingle-family home, townhouse, or multi-family up to 4 units

e Buyacondoina VA-approved project

e Buyahomeandimprove it

e Buyamanufactured home andlot

e Builda newhome

e Make changesor add new features to make the home more energy efficient (see EEM section

above)
You can also:
e Re-usea VA loan benefitif selling or refinancinga home bought with a VA-guaranteed home
loan,

e AssumeaVA-backed home loan (which means thatinstead of opening a new mortgage loan, the
buyertakes overthe seller’sloan)

Note on purchasing a condo: VA maintains a list of approved condos. If the condois not on the
list, the project must be submitted to VA forreview to ensure that it complies with VA requirements.
(See Chapter 10 of the Lenders Handbook) For additional questions, contact VA at 1-877-827-3702.

For more information, please visit the VA Home Loan program home page at:
https://www.benefits.va.gov/Homeloans/index.asp.

4Source: https://www.va.gov/housing-assistance/home-loans/loan-types/purchase-loan/
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Additional VA Loan Options

When purchasing or refinancinga home, you have some additional loan options that can usedin
conjunction with your VA home loan. You can opt to make energy efficiency or otherimprovements
when you purchase the home. However, theseloan options must be closed at the same time as you
close your VA home loan. So be sure negotiate with your lender prior to closing your VAhome loan
when you find the option that is best foryour situation. (see Chapter 7 of the Lenders Handbook)

Energy Efficient Mortgage (EEM)

EEMs are loans that cover of the cost of making energy efficiency improvements to a home. VA allows
up to $6,000 worth of improvements to be included in your loan. While this will slightly increase your
monthly payment, the costis normally offset by a reduction in utility costs overtime.

You may wish to contact a qualified person or firm for a home energy audit to identify recommended
energy efficiency improvements. In some areas, the utility company may perform this service.

Energy efficiency improvements may include (but not limited to):
e Solar heatingand cooling systems
e Caulking and weather stripping
e Furnace efficiency modifications
e Clock thermostats
e New oradditional insulation
e Stormwindows/doors
e Heat pumps
e Otherenergy related improvements may also be considered

Note: An EEM is not a separate VA home loan product. An EEM can only be used in conjunction with a
VA purchase loan, or an interest rate reduction refinance loan (IRRRL) secured by the dwelling. It must
also be closed at the same time as the VAloan is closed.

If you are interested in making energy improvements, be sure to find a lender willing and able to do this
type of loan. Some lenders may not have experience with EEMs, but they can review Chapter 7 of the
Lenders Handbook or contact the nearest VA Regional Loan Center.

It is important that you work with your lenderearly in the loan processto determine the cost of
improvements, monthly mortgage increase,and any funding fee increase.

Generally, efficiency improvements must be complete either before or within six months afterloan
closing. Your lender will set up an escrow to pay forany improvements afterloan closing.

Note: You are not required to make improvements. Even afterloan closing, you can contact your
lenderto cancel the EEM if you decide that improvements do not meetyour personal, financial, or
housing needs.
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Alteration and Repairloan (VA Renovation Loan)

VA understands that the aging housing stock in the United States has contributed to an increased
demand foralteration and repair loans. You can use the VA home loan to purchase or (cash-out)
refinance homes that need alteration and/or repair.®

VA can guarantee a loan foralteration and repair:

e Madein conjunction with a purchase loan on the property

Note: For purchase loans, VA will guarantee the lesser of the acquisition cost OR as-completed value
determined by the VA appraiser. For refinance loans, you can use the as-completed value in the
transaction.

VA allows improvementsto be included in the value and completed after closing of the loan. Loan
proceeds are paid out to the builder and/or contractor during the alteration/repair period. The lender
must obtain written approval fromyou before each disbursement or draw payment to the builder
and/or contractor.

You can alter a home to your preference, but the alterations and repairs must be those ordinarily found
on similar property of comparable value in the community. Also, they must bring the home up to the
VA’s minimum property requirements. (See Chapter 12 of the Lenders Handbook for more on minimum
property requirements)

Some common alterations and repairs include (but not limited to) : roof, foundation, floors,
plumbing, electrical, and HVAC system.

You may want to seek advice of an inspector or structural engineer for recommended upgrades. Also,
VA highly recommends that you first consider the full cost of renovating a home, including anticipated
and unanticipated costs (which can grow as new issues are found) and may include:

e Permit, inspection, title costs e Finance costs
e Labor costs e Removalof debris
e Structural work e Changesin scope of work

Note: Not all lenders are able or willing to close alteration and repair loans. And not many lenders
have experience with these loan types. Be sure to shop around fora lender that will meetyour
personal, financial, and housing needs.

To determine the acquisition costs for a purchase, add the following: Contract sales price, total cost of
alterations and repairs, contingency reserve (if any up to 15 percent of the repair cost), inspection fees,
title update fees, and permits.

Do I need to put in any money?

A contingencyreserve is not required however, your lender may considera contingency reserve if
the project warrants it. The maximum contingency reserve is 15 percent of the alteration and/or
repair cost.

5The terms alteration, repair, renovation, and improvement are interchangeable
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e For purchases, any unused contingency reserve funds are applied to the principal balance,
unless it was paid in cash at closing. If you paid in cash, it can be returnedtoyou.

e For refinances, any unused contingency reserve funds may be returned to you or applied to
the principal balance at yourdiscretion.

Can I choose my builder or contractor?

Yes, you are free to choose your builder or contractor. However, they must be register with VA to
obtain a VA builder identification number. (See Chapter 10 of the Lenders Handbook) Yourlender
may have additional requirements, such as ensuring the builder or contractor is licensed, bonded,
and insured according to state and local requirements. A list may be found at
https://lgy.va.gov/lgyhub/.
Instructions to become aregistered builder with VA are at
https://www.benefits.va.gov/HOMELOANS/appraiser cv_builder info.asp.

What if I change my mind on upgrades during construction?

You are permitted to pay forchange orders and upgrades out of pocket. Any change orderor
upgrade made after the appraisal cannot be mortgaged into the new loan unless the appraisal is
updated. Change orders must be approved, in advance, by the appraiser, to ensure there isno loss
in value. If an appraisal is to be updated, yourlender will be responsible for contacting the appraiser
with the documented change order(s). You can pay an additional appraisal charge if change orders
are requested. This additional appraisal charge may come out of available contingency reserve
funds.

Construction Loan

The VA home loan can be used to constructa new residence. You can use the construction loan to build
a home on property thatyou already own or wantto buy as part of the loan.

Note: Construction loans include loans do not include newly developed properties where a builderis
using theirown funds for construction. You can still use the VA loan to purchase the property from
the builder.

You must find a participating VA lender which offers options for construction loans. The interest rate
varies from lenderto lender, so VA strongly encourages you to shop around to multiple lenders to
ensure you getthe bestrate and terms available for your mortgage needs. Once you decide ona
participating lender, you can complete the building and lending process, to include closing the loan and
paying all applicable fees.

(See Chapter 7 of the Lenders Handbook for more on construction home loans)

Note: Not all lenders are willing or able to offer construction loans. These types of loans and
projectsinherently have uncertain elements that require more careful examination compared to
traditional purchase loans. Be sure to find a lender with specialized experience to originate, pro cess,
underwrite (you, project, and builder), close, service and administer such loans.

Typically, construction timelines are established as part of the contract. Your lenderis responsible forall
aspects of project management and may set specificlimitations. VA will notissue a Certificate of
Guaranty to the lender until completion of the project.
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Constructionloans are closed prior to the start of construction with proceeds disbursed to coverthe
cost to build, cost of the land, or balance owed on the land, with the remaining balance in escrow,
sometimesreferredtoasa Loanin Process (LIP) account, ora Draw account.

The escrowed monies are paid out to the builder during construction. Your lender must obtain your
written approval before each disbursement, or draw payment, is provided to the builder.

You don’t not have to make payments on yourhome loan until after construction is complete. The initial
payment on the principal may be postponed up to 1year. Forexample, if you have a 30-year mortgage
and construction takes 6 monthsto complete, thenyou mustrepay yourloan in 29 yearsand 6 months.
You can work with your lenderas to whetheryou have aballoon paymentat the end of yourloan or set
up slightly larger payments to avoid the balloon payment.

Also, during construction, the builder is responsible forinterest payments and all fees normally paid by
builders with interim construction loans, such as inspection fee, title updates, title update fees, hazard
insurance, and property taxes.

Two types construction to permanent loans:

e One-time close (orsingle close) construction loan — This loan is used to close both the
construction loan and permanentfinancing at the same time. The permanentfinancingis
established prior to construction, and the final terms are modified to the permanenttermsat
the conclusion of construction.

General Process:

1) Your lenderverifies your eligibility and entitlement.

2) Yourlenderordersan appraisal “based on Plans and Specs,” if the appraisal can be
completed before the completion of the foundation.
(Note: Forprojects fartheralong than the completion of the foundation, the appraisal
must wait until construction is complete)

3) VAissuesthe Notice of Value (NOV) to you and your lender.

4) Your loan closes.

5) Unless exempt, you must pay the funding fee within 15 days

6) Builder completes construction.

7) Finalinspection or CO signifiesthe end of the project.

8) Yourlender modifies yourloan.

e Two-time close construction loan — This loan generally involves an initial loan closing prior to
the start of construction, and a second closing where permanent financingis used to take out,
or replace the initial loan

General Process:

1) Yourlenderverifies your eligibility and entitlement.

2) Yourlenderordersan appraisal “based on Plans and Specs,” if the appraisal can be
completed before the completion of the foundation.
(Note: Forprojects fartheralong than the completion of the foundation, the appraisal
must wait until construction is complete)

3) VAissuesthe Notice of Value (NOV) to you and your lender.

4) Yourlenderclosesthe initial loan with non-VA financing.

5) Builder completes construction.
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6) Qualify the borrower(s) again.

7) Orderthe appraisal, if appropriate.

8) Issuethe NOV, if appropriate.

9) Your loan closes.

10) Unless exempt, you must pay the funding fee within 15 days

Can my builder finance construction?

Yes, the builder can finance the construction from his or herown resources.

When do I have to pay the VA funding fee?

Unlessyou are exempt from payingit, the VAfundingfee is due at loan closing prior to the start of
construction. Your lender must submit that fee paymentto VA within 15 days of loan closing. Payment
is not tied to the start or completion of construction.

How is my interest rate set?

Your lender may offera “ceiling-floor” where the interest rate “floats” during construction. The
agreement must provide that at lock-in, the permanentinterest rate will not exceed a specific maximum
interest rate while allowing you to lock-inat a lowerrate based on market fluctuations. Interest rates
vary fromlenderto lender. The rates available to the Service memberorVeteran borrower will vary
based on specificlender criteria forapproving the loan and what the bank or non-banklender offers,
and VA strongly encourages all borrowers seeking to acquire a loan and purchase a home to shop
around multiple lenders to ensure that they obtain the best mortgage terms available to them. Note:
You must qualify forthe mortgage at the maximum rate.
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Loan Assumption

One feature of the VA home loan is that is assumable. This means that anyone can assume, or take over
payment, on a VA home loan, if they qualify. It is a unique feature that gives you the option to purchase
a home with a previously setinterest rate or, in a time of need, avoid foreclosure.

There could be a situation where you are unable pay back your loan or maybe you are simply unable to
sellahome in your area. In any case, this feature of the VAhome loan is meant to serve your needs.

Why would this be a benefit to you?

e Wheninterestratesrise, assuminga low interestrate VA home loan could make the home more
desirable to a purchaser

e Thefundingfee (unless exempt)is only 0.5%

e AVeterancansubstitute theirown VA home loan entitlementto assume yourloan, thereby
allowing VA to restore your entitlement, assuming the otherVeteran has enough entitlement to
coveryour loan

e Anyone, evenanon-Veteran,canassume yourloan, butin such case yourentitlement remains
with the loan

e Anyequityin the home remains with the loan, howeveryou can negotiate with the buyeron
cashing out some orall the equity as part of the sale

VA home loan assumption requires servicer approval, and in some instances VA approval. Be sure to
work with your servicer to obtain approval for assumption. They will usually perform an income and
credit check to be sure the assumerisa goodrisk and is not likely to default on the loan.
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Note: You should be highly selective about who assumes your VA home loan. If there is a default on
an assumed loan, it will count against the original veteran’s entitlement and may affect your chance

of securing another VA loan.

If another eligible borrower substitutes their VA entitlement, the following forms are required:
e Eithera COE or fully completed VA Form 26-1880 (Request for a Certificate of Eligibility) for the
assumer. The assumer must have enough entitlement to substitute for that of the original

Veteran.
e Asigned VAForm 26-8106 (Statement of Veteran Assuming Gl Loan). The assumer must certify

that the property securing the loan will be occupied as their home.

Note: If VA usesyourentitlementto pay a claim on a defaulted loan, evenif that loan has been assumed
by someone else, you can’t use that entitlementamounton a new loan. You mustrepay the claim
amountto VA before your entitlement is restored. However, either you orthe person that assumed

your loan can repay it.
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Required Loan Documents

Justas anyone with a mortgage will tell you, there are a lot of formsto fill out whenyou’re applying for
a mortgage. The loan process begins with you filling out forms and providing copies of financial
documentsto help your lenderto determine the size and terms of yourloan.

Lender-Required Documents

Most lenders will require documentsto estimate the amountthey can lend you, the interestrate, and
any otherrequirements for loan approval. These documents include, but are not limited to:
e Your Certificate of Eligibility (COE) or VA Form 26-1880 (Request for a Certificate of Eligibility)
e Uniform Residential Loan Application (URLA) —a Freddie Mac Form 65 or Fannie Mae Form 1003
is required for all home loans
e Creditreport®
e Proof ofincome (2-year minimum of employment):
o Paystubs, including LES for military employment
o W-2formsorincome tax returns (W2's not required for Active Duty)
o Bank statements
o Proof of otherincome (including but not limited to investments, rental properties, etc.):
e Documentation of outstanding debts:
o Including studentloan, car loan, child support, alimony, and other debts
o Yourlender may use this information to determine if your other debts may affect your
ability to make monthly mortgage payments
e (ifapplicable) Homeowner’'s or Condominium association forms
(if applicable) Gift letter for gift funds provided by someone notinvolved with the sale
o (Rules for gift funds are in Chapter4 of the Lenders Handbook)

VA-Required Documents

Whenyourequesta VA home loan certificate of eligibility (COE), VA will verify your eligibility for a VA -
guaranteed loan and whetheryou are exempt from paying the VA funding fee due to VArating for a
service-connected disability. Your lender will likely provide you with these forms, but you may download
and fill outthese forms electronically onyour own. You will need tofill out and provide your lender with
the following documents with your loan application:

e Your COE oraVAForm 26-1880

e VAservice-connected disability award letter if not noted on COE (to verify funding fee

exemption)
e Condoform (*ifapplying fora condo)

Note: Although yourlender may provide papercopies of these forms, we have provided the links to
the most current version of the forms so that you can electronically fill out the information and
submit clear copies with yourloan application.

If your lender does not know which forms are currently required, you can referthemto the VA Lenders
Handbook for the most current VA requirements.

6 Note: VA does NOT require a minimum credit score. However, most lenders will use your score to help
determine your interest rate. Feel free to shop around for a lender that meets your financial and homebuying
needs.
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The VA ‘Escape Clause’

Whenyou find the home that is right foryou, your real estate agent can help you develop an offer,
create the sales contract, and assist you with the negotiation process. Remembertoinclude in your
sales contract, a contingency (called an ‘escape clause’) which allows you to not incur any penalty by
forfeiture of earnest money or can void the contract if the contract purchase price or cost exceeds the
reasonable value of the property established by the Department of Veterans Affairs.

The Escape Clause must be contained in the sales contract for all VA-guaranteed loans. Your lenderis
responsible forensuring that the paragraphis in the sales contract prior to closing. If the clause is not in
the sales contract, VA may not guaranty the loan.

VA Escape Clause:
"It is expressly agreed that, notwithstanding any other provisions of this contract, the purchaser
shall notincur any penalty by forfeiture of earnest money or otherwise be obligated to complete
the purchase of the property described herein, if the contract purchase price or cost exceeds the
reasonable value of the property established by the Department of Veterans Affairs. The
purchasershall, however, have the privilege and option of proceeding with the consummation of
this contract withoutregard to the amountof thereasonable value established by the
Department of Veterans Affairs (38 U.S.C. 501, 3703(c)(1))."

This clause statesthat you have the option not to purchase a home when the appraisal’s Notice of Value
(NQV) is below the sales contract price. If the property doesn’t appraise, you will need to bring cash to
closing for the difference between the appraised value and the sales price (if unable to renegotiate with
the seller). If you don’t have enough remaining entitlement, you can make a down payment onthe part
of the loan that exceeds the amountyou have in entitlement to support. If the appraised value is less
than the sales price (after Reconsideration of Value (ROV) and renegotiation), bringing cash to closing is
the only option. (see VA Appraisal section below)

Othercontingenciesto considerare an appraised value contingency and a satisfactory home inspection
contingency. Your real estate agent can advise you if these or other contingencies are typical in your
real estate market.

VA Appraisal

Once you and the sellersign a purchase agreement, yourlender (notyou) willrequesta VA-approved
appraiserto provide an opinion of value of the home. All VA purchase and cash-out refinance loans
require an appraisal, which you must pay at this time.

The appraisal provides an appraiser’s opinion of value of the home and whetherit meets VA’s minimum
property requirements. It also assures you and yourlenderthat the value of the propertyis based on
facts and market data, notjust the seller’s opinion. It can help give you confidence that the home you
wantto purchase is worth the investment you are making.
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Note: An appraisal is not a home inspection. You should consider hiring a qualified home
inspectorto thoroughly inspectthe home for defects and potential maintenance issues. (see
Home Inspections section below)

More information on the difference betweena VA appraisal and a home inspection can be
found by viewing this short video. For more information on VA's minimum property
requirements, please watch this video.

When the appraisal is complete you will receive a notice of value (NOV). The NOV documents the
estimated value of the home, a list of comparable salesin the area, floor layout, photographs, and a list
of items requiring repair to meet VA minimum property requirements.

Your lenderwill requestthe appraisal in a timely manner after you submit yourloan application. Lenders
should request the appraisal early in the loan process to avoid any potential process delays.

Note: Appraiserson the VAfee panelare NOT employeesof VA, yourlender, oryourreal estate
agent. They are licensed professionals with at least 5 years of experience to competently
appraise and value within your area.

What if my appraisal is below the purchase price?

If the appraised value is not enough to complete the loan, you have several optionsto enable you to
continue with the purchase:

* Requesta Reconsideration of Value (ROV) — If you feelthat the appraised value is less than it
should be, ask your lender or real estate agentto provide valid sales data to your lenderto support
your opinion. VA staff will review the appraisal report the additional data that was provided, and
market data available in the VA Appraisal Management Service. (see Reconsideration of Value
section in Chapter 10 of the Lenders Handbook)

¢ Renegotiate the sale price — The seller may be willing to considera reduced sale price that is equal
to or lesserthan the appraised value. The seller can also offer other concessions forthe sale. (see
Seller Concessions section in Chapter 8 of the Lenders Handbook)

o Bring cash to the closingtable. If the ROV does not yield a highervalue and the seller is unwilling to
negotiate a reduced sale price, you may have the option to pay the difference in cash at closing.

o Utilize your ‘Escape Clause’ — As stated above the ‘VA escape clause’ in your sale contract states
that you can opt not to purchase a home when the NOV is below the sales contract price. You can
getyour earnest money back, but not any out-of-pocket home inspection or appraisal costs,
howeverit may be in yourinterest not to buy a home that is not worth the cost of buyingor
repairing the home. Note: on new construction, you may pay for upgradesin advance, but if you do
not continue with the purchase, the upgrades are often notrefundable or covered by the escape
clause.

o Requesta “cost-approach” appraisal on new construction. This applies to new construction, if you
are building a home or you’re buyingin a newly developmentareawhere there are no comparable
properties to estimate yourhome’s value. Your lender can request that the appraiser use a cost
approach to estimate value, as well as the sales approach.
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For more information on appraisal cost and timelinessin your state, go to:
http://www.benefits.va.gov/HOMELOANS/appraiser fee schedule.asp.

For more information on the local VA appraisal requirements (such as wood-destroyinginsect
information) in yourarea, go to: https://www.benefits.va.gov/HOMELOANS /appraiser cv_local reg.asp.

Home Inspections

Home inspections are notrequired by VA; however,ahome inspectionis highly recommended for every
borrower. We recommend that you choose aninspector that can give you an impartial assessment of
the home’s condition. The inspector should not have a conflict of interestin the sale. It is more
importantthat you get the value for yourinvestment, and not just enterinto anotherloan.

A home inspectionis a process where a home inspector (licensed by the state) observes and providesa
written report of the systems and components of a property including but not limited to:

e Heating System
e Cooling System
e Plumbing System
e Electrical System

e Structural Components - foundation, roof masonry structure, exteriorand interior components
or any otherrelated residential building component recommended by the Home Inspection
Council and implemented by the Department through the regulatory process.

Note: Please note that it may be in your bestinterestto hire a structural engineerforyour
inspection, especially for an older property. This type of inspection may cost more up front, butthe
professionalinsight of an engineercan help you know if the home is structurally sound or requires
repairs or upgrades. You do not want to discoveryour home has major structural issues only after
buyingthe home.

Tips on picking a home inspector:
e Look forsomeone licensed to conductinspectionsin yourarea
e Talk to yourfriends, family, and colleagues
e Searchthe webforinspectors and their reviews, if available

e Find someone nottiedto any party in the sale of the home

What if my inspector finds a major issue?

Finding problems during an inspection is not a deal-breaker. In fact, an inspection gives you more
insight into the condition of the home that aren’tapparentto untrained eyes. Are the appliances
beyond theirlife expectancy and need replacing? Whatis the condition of the roof and foundation?
Knowingtheissuescan help youin re-negotiating with the seller. Perhaps they can lower their
asking price, make needed repairs/replacements, or make other concessions that may keep you
interestedinthe home. (*see Seller concessions in Chapter 8 of the Lenders Handbook)

As statedin the VA ‘Escape Clause’ section above, you may want to consider a satisfactory home
inspection contingency in your sales contract. Your real estate agent can advise you if these orother
contingencies are typical in your real estate market.
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Negotiable items

You can negotiate the sale of the home up until the actual mortgage closing. Does the home price
exceed the VA appraisals reasonable home value? Does the home require repairs or upgrades?
Whateverthe reason, as a buyeryou can negotiate with your sellerto find a middle ground that both
parties can agree.

Closing date of your loan
Earnest money

Funding Fee payment

Any party can pay foryour fundingfee (if you are not already exempt). Thisincludes the seller and
your lender. Your family could also pay with gift funds.

Seller’s Concessions

VA allows sellers to pay closing costs, discount points, and any such concessions can be up to 4% of
the loan amount. (*See Seller Concessions section in Chapter 8 of the Lenders Handbook)
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At Closing: Buying Your Home

Once you are ready to close on yourhome loan you will have to sign yourdocuments and bring the
required money to the table. Your lenderis required by law to provide you a Closing Disclosure at least
three business days before closing.

Note on Closing Disclosure: More information on the closing disclosure is available here. To see
an explanation foreach part of the Closing Disclosure, go to:
https://www.consumerfinance.gov/owning-a-home/closing-disclosure/.

Closings may occur at a title company, escrow office, or attorney’s office depending on yourarea’s laws
or customary practices. You can expect to sigh numerous documentsincludingthe mortgage, the note,
and the deed. During closing, expectyourreal estate agentto be present; an escrow officer or closing
agentto conduct the transaction; and the seller or a representative may or may not be at closing with
you.

This can be a lengthy process but always feelfree to stop to ask questionsif you have any. For more
information on what to expect at closing, please visit this link.

Fees and charges that you can pay
You can pay a maximum of:

e reasonable and customary amounts for any or all of the “Itemized Fees and Charges” designated
by VA, plus
e aone percentflatcharge by the lender, plus

e reasonable discount points.

(*See Section 2 “Fees and Charges the Veteran-Borrower Can Pay”in Chapter 8 of the Lenders
Handbook)

Note on down payments: Remember, the VA-guaranteed home loan features ano down payment
option, unless required by yourlenderor if the purchase price is above the reasonable value of the
property, asdetermined by a VA appraiser. With no down payment, you can use those savings to further
grow your emergency fund or use the money on household expenses.

Once you are done with closing, the home is yours.

Congratulations!
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Post-Purchase: Mortgage Servicing

The mortgage servicer is the company that handles the day-to-day tasks for managing yourloan.
Typically, this includes processing loan payments, respondingto yourinquiries, keeping track of principal
and interest paid, managing the escrow account (if applicable), and sending you your mortgage
statements. A servicer may or may not be the same company that originated your loan.

You can identify your servicer by checking your monthly mortgage statement or payment coupon book.
If you cannot find a statement or coupon, you can try the Mortgage Electronic Registration System
(MERS®) Servicer Identification System toll-free at (888) 679-6377 or visit the MERS® website.

Borrowers can search for their servicerinformation on the MERS® website using
one of the following:
e MERS® System Mortgage Identification Number (MIN)
e Property Address Only
Borrower Name and Property Address
e BorrowerName, SSN and Property Zip Code
e VACase Number

*MERS is a private company that maintains information about mortgage loans and servicers.

VA encourages borrowers to contact their servicerto resolve any concerns they have with their existing
mortgage. Each servicer determinesthe best approach tofit individual borrower circumstances and are
required to comply with all applicable local, State, and Federallaws, such as the Real Estate Settlement
Procedures Act (RESPA)7, and regulations governing the VA Home Loan Program.

You may also call 1-877-827-3702, to contact the nearest VA Regional Loan Centerand speak with a VA
representative regarding yourindividual home loan situation for counseling and guidance. Even
Veterans withouta VA home loan can call the VA Regional Loan Centerfor questions about theirloan.

If you have any unresolved disputes with yourservicer (e.g., notapplying payments, double billing,
transferring loan without a 15-day notice, etc.) you can contact:

e VA at 877-827-3702, or

e ConsumerFinancial Protection Bureau (CFPB) at https://www.consumerfinance.gov/about-

us/contact-us/ or 1-855-411-2372

Do I pay the same company that closed myloan?
Not necessarily. Some companies lend to borrowers and service (collect payments on) loans. It’s also

common for lenders to sell mortgages orto pay another company to service their loans.

Escrow Accounts

Sometimes called an impound account, an escrow account is an account set up by a mortgage lender to
pay certain property-related expenses. The mortgage servicer manages the account and takes a portion
of the mortgage paymentto pay for taxes and homeowners insurance.

7 RESPA: https://files.consumerfinance.gov/f/201503 cfpb_regulation-x-real-estate-settlement-procedures-act.pdf
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Note: Although principal and interest (P&I) remain the same, property taxes and insurance
premiums can change from yearto year. Escrow payments—and with it, your total monthly
payment— will change accordingly.

Things to keep in mind about yourescrow account:

¢ Read your annual escrow statement. This tells you what you owe or are owed at the end of the
year.

¢ Ifyou donot have an escrow account, you are still responsible to pay taxes and insurance.

e Failure to pay yourstate or local taxes may resultin atax lien on yourhome and you could face
foreclosure.

e Ifyou have automatic payments foryour escrow, be sure to understand how your servicer will
change monthly payments when escrow shortages and surpluses occur.

More information on escrow accounts is available at: https://www.consumerfinance.gov/ask-
cfpb/what-is-an-escrow-or-impound-account-en-140/.
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Appendix A: Military Service Requirements

Borrowers eligible a VA-guaranteed home loan must receive a military discharge that is NOT
dishonorable and meet the minimum service requirement based on era of service. More information on
eligibility is available in Chapter2 of the VA Lender’s Handbook.

Veterans and Active Duty Service members

Minimum active-duty service

Date of service: .
requirement:

Currently on active duty 90 continuous days
September 16, 1940 —July 25, 1947 (WWII) 90 total days

July 26, 1947 — June 26, 1950 (post-WWII) 181 continuous days
June 27, 1950 —January 31, 1955 (Korean War) 90 total days
February 1, 1955 — August 4, 1964 (post-Korean War) 90 total days

August 5, 1964 —May 7, 1975 (Vietnam War), OR
February 28, 1961 —May 7, 1975, if served in the Republic of 90 total days
Vietnam

May 8, 1975 —September 7, 1980 (post-Vietnam War), OR

May 8, 1975 —October 16, 1981, if served as an Officer 181 continuous days

» 24 continuous months, OR

* The full period (at least 181 days)
if called to active duty

September 8, 1980 — August 1, 1990, OR
October17, 1981 —August 1, 1990, if served as an Officer

= 24 continuous months, OR

August 2, 1990 to present (Gulf War) = The full period (at least 90 days) if
called or ordered to active duty

National Guard and Reserve members

Date of service: Minimum service requirement:

August 2, 1990 to present | 90 continuous days of active duty (i.e., ordered to active service under
(Gulf War) Title 10 orders. Does NOT include active duty for training)

6 creditable years® in the Selected Reserve or National Guard, AND at
least one of following must be true:

= Continuetoservein the Selected Reserve, or

* Discharged honorably, or

*= Placedon theretiredlist, or

* Transferredtothe Standby Reserve oran element of the Ready
Reserve otherthan the Selected Reserve afterservice
characterized as honorable

Any time period

8 A credible year must include at least 16 points per anniversary year as seen on your retirement points statement.
(This can include 15 membership points plus Active Duty Training (ADT) and weekend drill points)
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Exceptions to minimum service requirements

Service members discharged prior to meeting minimum service requirements may still be eligible for
a VA-guaranteed homeloan if discharged for one of the reasons listed below:

e Hardship, or

e Convenience of the government (you must have served at least 20 months of a 2-year

enlistment), or

e Early out (you must haveserved 21 months of a 2-yearenlistment), or

e Reductionin force, or

e (Certain medical conditions, or

e Aservice-connected disability (a disability related to military service)

Other Than Honorable, Bad Conduct, or Dishonorable discharges

One of these discharge statuses may disqualify a Veteran from receiving VA benefits, including the VA
home loan benefit.

If the Department of Defense (DoD) orthe Coast Guard determined you served honorably in one
period of service, you may use that honorable characterization to establish e ligibility for VA benefits,
evenif you later received aless than honorable discharge. You earned your benefits during the period
in which you served honorably. Make sure you specifically mention your period of honorable service
when applying for VA benefits.

You can apply for a discharge upgrade or correction, even if your previous upgrade application was
denied. Forexample, you may have additional evidence that wasn’t available to you when you last
applied, or the Department of Defense (DoD) may have issued new rules regarding discharges.

Note: DoD rules changed for discharges related to PTSD, TBI, and mental health in 2014,
military sexual harassment and assaultin 2017, and sexual orientationin 2011.

You may want to consider finding someone to advocate on your behalf, depending on the complexity
of yourcase. A lawyeror Veterans Service Organization (VSO) can collect and submit supporting
documents foryou. Find a VSO nearyou.

Note: You can ask fora VA Character of Discharge review while at the same time applying for
a discharge upgrade from the Department of Defense (DoD) orthe Coast Guard. Veterans can
apply to the Department of Defense (DoD) fora Discharge Upgrade:

Learn about the Character of Discharge review process
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Appendix B: Certificate of Eligibility (COE)

The first stepin obtaining a VA direct or VA-backed home loanis to apply fora Certificate of Eligibility
(COE). This document confirms to lenders that the borrower is eligible for the VA home loan benefit.

How to apply fora COE

Apply through yourlender: Mostlenders have access to the WebLGY system. This internet-based
application can establish eligibility and issue an online COE in a matter of seconds. Notall cases can
be processed through WebLGY, because the system can only establish eligibility in cases which VA
has sufficient datain our records. However, VA encourages you to ask your lenderif theycan
receive the COE through VA’s WebLGY system.

Apply online: Goto www.VA.gov. You can log in using your current Digital Service (DS) Logon or by
creating a new account using ID.me.

Apply by mail: Obtaining a COE by mail may take longer than requestingvia Internet or VA system.
Fill out VA Form 26-1880 (Request for Certificate of Eligibility) and mail to the address of your state
listed on the back of the form.

* Eligible Spouses applying for VA Home Loan, see Appendix D: Eligible Spouses below.

Proof of Service Requirements

If you do not have supporting documentation, you can:

a) submita completed SF 180 (Request Pertaining to Military Records) to the address indicated
on the back of the form, OR

b) request military service records on the U.S. National Archives and Records Administration
website, OR

c) obtain a Certificate in Lieu of Lost or Destroyed Discharge. (Any VA office can assist you in
obtaining necessary proof of military service)

Also see Appendix A: Military Service Requirements (below) for length of service requirements.

Service members: (Active Duty, Reserve, and National Guard)

Service members who are on active duty must provide a statement of service signed by, or by the
direction of, the adjutant, personnel office, or commander of the unit or higher headquarters they
are attached to. Thereis no one form used uniformly by the military for a statement of service.
While statements of service are typically on military letterhead, some may be computer-generated.

The statement of service must clearly show the Service member’s:
e Fullname,
e Social Security Number (SSN) orthe last 4 digits of SSN,
e Entry date of on Active, Reserve or Guard duty,
e Duration of lost time, if any (for Active only), and
e Name of the command providing the information.
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Note: The statement must clearly indicate thata Reserve or Guard memberis an “active” (drilling)
and notin an inactive (non-drilling) status.

Veterans (Active Duty):

Service members separated from active duty before January 1, 1950, should furnish documentation
that shows length and character of service. Those separated from military service after January 1,
1950, should furnish their DD Form 214.

Those separated after October 1, 1979, should furnish Member 4 copy of DD Form 214 that includes
character of service and the narrative reason for separation.

Veterans (Reserve and Guard):

Discharged members (not drilling anymore) of the Selected Reserves or National Guard may submit
NGB Form 22 (Report of Separation and Record of Service) or NGB Form 23 (Retirement Points
Accounting) ortheir equivalent. Typically, members of the Reserves and Guard receive an annual
retirement points summary that indicates their participation. These Veterans should submit their
latest such statement along with evidence of honorable service. Some common formsinclude, but
not limited to:

e ArmyReserve DA Form 5016
Naval Reserve NRPC 1070-124

e Air Force Reserve AF 526

e Marine Corps Reserve NAVMC 798

e CoastGuard Reserve CG 4174 or 4175

e DD Form 214 (Ifactivated under Title 10 fora non-training purpose and met minimum length
of active service requirement)

e DD Form 220, with accompanying orders (If activated under Title 10 or Title 32 fora non-
training purpose and met minimum length of active service requirement)

Retired Reserve and National Guard:

Members of the Reserves or Guard who have completed 20 years of service oftenreceive a‘ 20-year
letter’, which verifies the successful completion of 20 years as an active Reserve or National Guard
member.

Commissioned Officers of the Public Health Service:

For service afterJanuary 1, 1955: Documentation of active duty consists of PHS Form 1867,
(Statement of Service-Verification of Status of Commissioned Officers of the U.S. Public Health
Service)

Commissioned officers still on active duty must provide documentation signed by, or at the direction
of, the adjutant or personnel officer or commanding officer of the unit or higher headquarters.

Character of Service (COS) Requirements

A Veteran mustcomplete atleast one satisfactory period of service to be deemed eligible. If you were
discharged with an unsatisfactory character of service (COS) but had a previous or subsequenttour that
was satisfactory, you may still qualify using the satisfactory tour. For enlisted Service members, a
reenlistment or extension will satisfy that the COS was satisfactory.
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Active duty acceptable COS:
e Honorable e Uncharacterized
e General e UnderHonorable Conditions

Reserve / National Guard the only acceptable COS:
e Honorable

Notes on Reserve and National Guard COS requirements

A discharge of General, Under Honorable Conditions, Under Other Than Honorable Conditions, Bad
Conduct, or Dishonorable is NOT acceptable to meet Reserve and National Guard COS requirements.

Also, Standby Reserve or Inactive Ready Reserve (IRR) character or service discharge doe s not count
towards eligibility. For gapsin service or change of component, you will need to provide an
Honorable COS for each qualified tour or component to count toward the 6-yearrequirement.

If you are still actively participating and meetthe 6-yearrequirement, no COS determinationis
required.

Upgrading discharge status

The Department of Defense (DOD) is the responsible agency forannotating the discharge statuson
the DD-214 (or otherseparating documentation). Each Secretary of the DOD may use different
language to represent the discharge status. (See Appendix A: Military Service Requirements for
information on upgrading discharge status)
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Appendix C: Funding Fee Tables

The VA fundingfee is calculated as a percentage of the total loan amount. It must be paid or included

in the loan balance at time of closing.

The following do NOT pay the VA funding fee:

o Veteranreceiving VA compensation for a service-connected disability.

e Veteranentitled toreceive VA compensation fora service-connected disability, but receives
military retirement pay in lieu of compensation or Active Duty pay.

e Survivingspouse of one who diedin service, from a service-connected cause, or totally
disabled; and is receiving Dependency and Indemnity Compensation (DIC).

e Service memberwith a proposed or memorandum rating from VA, prior to loan closing, as
eligible to receive compensation because of a pre-discharge claim.

e Service memberon Active Duty who provides, on or before the date of loan closing, evidence
of having been awarded the Purple Heart.

For all otherborrowers, Congress has established the funding fee ratesforloans close d on or after

January 1, 2020, at the levelslisted below:

Purchase and Construction Loan
Note: Reduced fees only apply to purchase loans with a down payment of at least 5
percent.
Military Service Down payment First-time Subsequent
Use Use
Active Duty None 230% 3.60% *
** 5% or more 1.65% 1.65%
Reserves, & 10% or more 1.40 % 1.40 %
National
Guard

Cash-Out/Regular Refinancing Loan

Note: See above table for reduced fees on loans with a down payment of at least 5 percent.

Military Service

First-Time Use

Subsequent Use

Active Duty **,Reserves, &
National Guard

230%

3.60% *

Other Types of Loans First-Time and Subsequent Use
Direct Loan (forrural areas, or small cities/towns) 1.0%
Interest Rate Reduction Refinance Loan (IRRRL) 0.5%
Loan Assumption 0.5%
Manufactured Home Loan (NOT permanently affixed) 1.0%
Native American Direct Loan (NADL) t 1.25%
Vendee Loan (for purchasing VA-acquired property) 2.25%
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Appendix D: Reusing the VA Loan

You can reuse your VA home loan benefit to buy or refinance another home after your first use. The size
of loan and potential down payment amount will depend on whether you plan to have just one or more
than one outstandingloan at a time.

How to apply: You can request arestoration of entitlementforsubsequent use on
anotherhome loan in one of two ways:

* Applyonline at www.VA.gov, using your Digital Service (DS) Logon or by creating a
new account using ID.me

* Download VA Form 26-1880 (Request for a Certificate of Eligibility) and send it to
the VA regional loan center with jurisdiction in your state

Re-using your VA Loan benefit (Restoring Entitlement)

As a previous borrower, you can apply to “restore” your previously used VA entitlement, if at least ONE
of the following s true:
* The home you boughtwith a prior VA loan has been sold and the loan repaid in full, OR

* Anotherqualified Veteran agreesto assume (take over paymenton) yourloan and substitutes
their own VA entitlement forthe original loan amount, OR

* You've repaid your prior loan in full, but haven’t sold the home you bought with that loan**
(**Note: this is a one-time option)

You can apply to VAto have your full entitlement restored. Now you can purchase a new home, and VA
will back any loan amount and with no down payment requirement.

Buying Another Home (Remaining Entitlement)

As of January 1, 2020, first-time homebuyers, or homebuyers who have sold theirhome and have full
benefit entitlementavailable, will no longer have to worry about loan limits or down payment
requirements when purchasing, refinancing, or constructing anew home.

If you used your VA home loan benefitand want to buy another home without selling your previous
home, you will not have full entitlement, but you may have partial entitlement.

This means that you can still purchase a home at any loan amount, but VA can only guarantee the loan
amount covered by your “remaining entitlement,” if any.

To determine your remaining entitlement:

1) Request an updated certificate of eligibility to see how much entitlement you have already
used. (Unless you already know)

2) Calculate 25% of the FHFA Conforming Loan Limit (‘One-unit’ column) for the county where
you want to purchase your next home. If this amount is higher than your used entitlement,
the differenceis your ‘remaining entitlement’.
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If youwant to keep your current VA home loan and purchase a new home using a VA-guaranteed loan
on a home valued over $144,000, you must keep the followingin mind:

e You mustbe able to afford all the loans at the time of closing

o The nexthome you purchase mustbe your residence

VA may be able to back all your loans, but only up to the conformingloan limit (CLL) for your next
home’s county. This means that any amount above that loan limit may require a down payment.

Note: Most lenders require a combination of the guaranty entitlement and any cash down
payment to equal at least 25 percent of the appraised value or sales price of the property,
whicheveris less.

Generally, your remaining entitlement multiplied by four is the size of loan or part of the loan that VA
can guarantee on your subsequentloan without requiring down payment.

For example, if your county loan limit is $700,000: your first loan was for $300,000 and the second for
$400,000, you may have enough remaining entitlement for a no-down payment option.

If your county loan limit is $500,000: your firstloan was for $300,000 and the second for $400,000, you
may have to pay a down payment on the amount above the $500,000 loan limit.

Note: Your loan amount may include yourfunding fee and can be lowered by any down payment. You
can also combine a down paymentand your remaining entitlement (if any) for a larger loan amount.
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What is your remaining entitlement?

As each case is different, your first step should be to request your certificate of eligibility through your
lenderor online to see how much of your entitlementthatyou have used (‘Entitlement Charged’). Next,
calculate 25% of the conforming loan limit (‘one-unit’ column) forthe county you want to purchase your
nexthome. The county conformingloan limit minus yourused entitlementis your remaining
entitlement.

How large of aloan can VA guarantee?

This depends on how much entitlement you have used and your remaining entitlement (based on the
loan limit of your county). You can estimate the size of loan or part of the loan VA can back on your
subsequent loan by taking your remaining entitlement times four.

If you decide to include your VA funding fee (if not already exempt) in the loan, the total loan amount
VA can guarantee mustinclude the fee amount. Again, if you have no other active VA loans, VA can
back any loan amount.
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Appendix E: Eligible Spouses

The surviving spouse of a Veteran may be eligible for a VA home loan if they are eligible for (or in receipt
of) a qualifying Dependency and Indemnity Compensation (DIC) benefit award ° AND underone of the
following conditions:

e Unremarried surviving spouse of a Veteran, who died while in service (active, reserve, or
national guard) or from a service-connected cause, OR

e Unremarried surviving spouse of a Veteran, whose death was not service -connected, if the
Veteran was one of the following:

o Ratedtotally disabled (100% rated) for a period of 10 or more yearsimmediately
preceding death, or

o Ratedtotally disabled fora period of notless than 5 years from the date of discharge or
release from active duty, or

o AformerPOW who died after September30, 1999, and the disability was rated totally
disabled for a period of not less than 1 year immediately preceding death. OR

e Spouse of a Service membermissingin action (MIA) ora prisoner of war (POW) for more than
90 days Cis eligible for VA home loan benefit foras long as the Service memberisin that status
(this is one-time use only), OR

e Remarriedspouse of a Veteran who dies on active duty or from service-connected causes, who
remarries on or after December 16, 2003 after attaining age 57.

More information on DIC benefit is at:
https://www.va.gov/disability/dependency-indemnity-compensation/

Note 1: A surviving spouse who remarried before December 16, 2003, and after reaching age 57, must have
applied no later than December 15, 2004, to establish home loan eligibility. VA must deny applications
received after December 15, 2004 from surviving spouses who remarried before December 16, 2003.

Note 2: Surviving spouses receiving DIC awarded from 38 U.S.C. 1318 or 38 U.S.C. 1151 compensation OR
VA pension DO NOT qualify for the VA home loan benefit. 1!
(see M21-1, Part IV, Subpart ii, Chapter 2, Section G - Benefits Under 38 U.S.C. 1151 online or Chapter
7 of M26-1 Guaranteed Loan Processing Manual for more information)

Note3: The definition of spouse includes same-sex couples. VA will apply the same standards for all
married couples for VA loan guaranties regardless of the sex of spouses. (see
https://www.va.gov/opa/marriage/)

Note 4: Aremarried surviving spouse whose marriage is void or annulled by a court, may be eligible as an
‘unremarried spouse’ in the eligibility criteria listed above.

9 DIC award must be primary, secondary, ancillary, or Chapter 38 (not sections 1318 or 1151)
10See paragraph 3 of 38 U.S.C §3701(b)
11 M26-1 (Chap. 7, Section 6): https://www.benefits.va.gov/WARMS/M26 _1.asp
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How to apply for Dependency and Indemnity Compensation (DIC):

Meeting eligibility for the VA home loan, VA must first determine if, as a surviving spouse, you are
eligible for, or in receipt of, certain types of Dependency and Indemnity Compensation (DIC). In addition,
you must meet VA’s definition of a surviving spouse, as described below under Basic Eligibility.

Surviving Spouses not receiving DIC benefit will need to submit the following to the appropriate
Pension Management Centers (PMC) office:

e VAForm 21-534

e Copyof DD-214 (if available)

e Copyof Marriage License

e Copyof Death Certificate or DD Form 1300 (Report of Casualty)

The mailing address to sendthe VA 21-534 and copies of documentis based on state of residence.
(See PMC States link for mailing addresses)

Surviving Spouses applyingfor VA Home Loan eligibility:

If you have Veteran status as a result of your own military service, then you should attempt to qualify as
a Veteran. If you qualify as a Veteran in your own right, you can apply for your COE through your lender,
online, with a VA Form 26-1880, Request for a Certificate of Eligibility. If you cannot qualify as a Veteran,
then VA must determine whether you qualify as a surviving spouse.

If you are receiving DIC and not a qualified Veteranin yourown right, you can apply for a Certificate of

Eligibility (COE) in one of two ways:

1) Provide yourlenderwith a Request for Determination of Loan Guaranty Eligibility - Unmarried
Surviving Spouses (VAform 26-1817), OR

2) Mail a completed VAform 26-1817 and a copy of your spouse’s DD-214 discharge document (if
available) to the address listed on page 2 of the form.

* Most lenders have access to Web LGY, an Internet-based application that can establish eligibility
and issue a COE in a matter of seconds. Not all cases can be processed through Web LGY — the
system can only be used for cases where VA has sufficient data in its records. However, spouses
are encouraged to first ask their lenders about this method of obtaining a COE.

**Applicants unable to print the form may call 1-877-827-3702 and follow the prompts for
Eligibility, and VA can mail you the form.

Where to find supporting documentation: Many applicants can obtain supporting documentation by
submittinga completed SF 180, Request Pertaining to Military Records, to the address indicated on the
back of that form, or online through the U.S. National Archives and Records Administration.

Note on fundingfees: A surviving spouse with their own entitlement may be exempt from payinga
fundingfee, if in receipt of DIC. The DIC must be awarded as primary, secondary, ancillary or Chapter 38.

Note on VA refinancing: If the surviving spouse is submitting a loan application for an IRRRL, there is no
need to submit a COE application, if the surviving spouse appeared on the loan to be refinanced with the
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Veteran. If the surviving spouse was not on the loan, he/she would only be permitted to complete a
cash-outrefinance, upon qualification as a surviving spouse.

Note on entitlement: The entitlement of the spouse isindependent from that of the Service member.
Therefore, the spouse's entitlement is not reduced by any prior use of entitlement by the Service

member, and the Service member entitlementis not reduced by any use of entitlement by the spouse.
12

12 Source: Chapter 7, Topic 6 of M26-1
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Appendix G: How to Avoid Foreclosure

VA urgesall borrowers experiencing problems making their mortgage payments to contact their loan
servicers as soon as possible to explore options to avoid foreclosure. Contrary to popularopinion, your
mortgage company (servicer) really does not want to foreclose because foreclosures cost alot of money.

Depending on yoursituation, servicers may offerany of the following options to avoid foreclosure:

¢ Repayment Plan - You make regularinstallment payments each month plus part of the
missed installments.

e Special Forbearance - Yourserviceragrees not to initiate foreclosure which allows you
time to repay the missed installments. (Forexample, you are waiting for a tax refund)

e Loan Modification —Yourservicer provides you a fresh start by adding the delinquency to
the loan balance and establishinga new payment schedule.

¢ Short Sale - Yourserviceragreesto allow you to sell yourhome for a lesseramount than
whatis currently required to pay off the loan. Note: Settling debtforless than the amount owed
will affect your credit and VA loan entitlement. You can always call VA at the numberbelow to
discuss your loan entitlement.

¢ Deed-in-Lieu of Foreclosure —You voluntarily agree to deed the property to the servicer
instead of going through a lengthy foreclosure process.

Note: VA only has the authority to intervene on your behalf if you have a VA-guaranteed loan,
however ALLVeterans are welcome to contact VA at 1-877-827-3702 to speak with our VA Loan
Technicians foradvice on approaches to take with your servicer.

If You Cannot Make Payments on the Due Date?

Even the most reliable borrowers sometimes have trouble making every payment onits due date. VA
understands there are legitimate reasons for missing a payment, such as a reduction of earnings or
illness in your family.

If you are unable to make your paymentwhenit is due, you should contact your servicer right away. (A
serviceris the company that handles collecting yourinstallment payments.)

Try to work out a satisfactory plan to make up the payments missed. Yourservicer's advice may be
helpfulwhenyou are in a tight spot. Try to call your servicer before they write to you. And always
answer notices or letters you receive.

Frankly explain yourtrouble. Put "all yourcards on the table." If you can, offeraplan to catch up onyour
payments. Oryou can request advice or guidance. Justlet your servicer know that youwant to keep
your home and are sincere in your desire to find a way out of your trouble. Your sincerity will be
appreciated. If possible, your servicer may help you develop a plan to enable you to keep yourhome.

If you do not cooperate with your mortgage company, you may lose your home by foreclosure. Besides
causing the loss of your home, this would naturally have a very bad effect on your credit standing and
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may even leave you with a debt. You can, and should, make every attempt to avoid this. With a VA loan,
you have the options available above. If yourservicer is unwilling or unable to work with you, contact
the nearest VA Regional Loan Center at 1-877-827-3702. Ourtechnicians can offeryou financial
counselingand help you deal with your servicer (or work with you directly in the case of a VA direct
loan).

Note:In emergencies, your firstimpulse sometimes may be to borrow money to keep your
mortgage payments current. However, any new loan must be paid off in a short time perhaps
through burdensome installments, and the extra strain may lead to more serious financial trouble.
Before taking on new debt, contact VA at 1-877-827-3702.

What If I Experience Financial Troubles?

When serious financial troubles arise, you may have to cut down on living expenses. This caninclude
cutting luxuries you previously enjoyed and even some “necessities” may have to be dropped fora time.

Itis far betterto sell a home of yourown free will and perhaps save your equity (amount by which value
of property exceeds loan balance) than to have it taken away by foreclosure. A foreclosure could cause
you to lose yourequity, hurt your credit standing, and possibly increase your present debts. You may
again be able to buy a home in the future when your financial position improves by taking proactive
action today.

For more information:

*  You can talk to a HUD-approved housing counselor

= SeeVA’sDelinquency Assistance information is available in regard to Veterans encountering
problems making mortgage payments

» SeeHUD’s Homeowner's Guide to Success helps families at risk of missing a mortgage payment
or facing foreclosure.

= See Consumer Financial Protection Bureau’s advisory on how to spot a foreclosure relief scam

Beware of the "Dotted Line"

If you are behind in your mortgage payments, VA warns you to be very careful before agreeingto any
offers by strangers to make up your back payments if you just "sign on the dotted line."

If you are offered such a proposition, contact your servicer or the nearest VA Regional Loan Center ( 1-
877-827-3702) about anyloan before you sign any paperwork. They can advise you about the soundness
of the offer. VA cannot give you legal advice but can advise you of dangerous practices or the
advisability of consulting an attorney.

Here are examples of things to look out for:

e Someone tells you they can pay your missed payments: Some Veterans behind on VA loan
payments and have been approached by unknown persons who offerto pay their delinquent
installments if they "sign on the dotted line." They may later learnthat they signeda deed and
can get the property back only by signing another contract at a much higher price. If they cannot
meet the stiff terms of the new contract, legal action is started to take possession theirhome.
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e Someone offers some cash to buy your equity: Sometimes individuals will visit a housing
developmentfind Veterans having trouble meeting their VA loan payments. If so, these
individuals will offereach Veteran asmall amount of cash for the equity in the propertyforthe
privilege of buyinganother home in a lower cost neighborhood on a land sales contract. The
Veteran agreesto give possessionin 60 days and "signs on the dotted line," not knowing that
they are signing a deed tothe property. When the 60 days are up, the Veteranis told that no
houses are available in the lower cost development. Then the Veteran is put out of the home.

e Someonerents out your home: A third methodis usedin states with a long foreclosure or
mortgage redemption period. Veterans may fallbehind in their home loan payments and is
offered asmall sum of cash for a "quit claim" deed to the property with a promise that all back
payments will be made up. The Veteran moves out believing that the loan will be brought up to
date. Instead, the individual holding the quit claim deed rents the house without making up back
payments. Most of the moneyreceived as rent s profit for the individual until foreclosure is
final, and the Veteran, not knowing what has happened, may still owe the servicer.

You can protectyour own interests and do otherVeterans aservice if you report any such propositions
to the company accept your mortgage payments and to the nearest VA Regional Loan Center.
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Appendix H: FAQs and Common Issues

Can I obtain a VAloan to purchase propertyin a foreign country?
No. You can only purchase property in the United States, its territories, or possessions (including Puerto
Rico, Guam, Virgin Islands, American Samoa, and Northern Mariana Islands).

Does active duty for training in the Guard and Reserves qualify a person for home
loan benefits?

No. Active duty for training in the Guard and Reserves does not qualify a person for home loan benefits,
unless you complete a total of 6 years in the Guard and/or Reserves and serves undertitle 10, U.S.C.

What can I do if my Certificate of Eligibility (COE) is denied?
The two most common reasons for a denial are: 1) the length of your military service does not meetVA

eligibility requirements, or 2) your character of service that does not meet VA eligibility requirements. If
you believe this decision was made in error, you have the following options:
1) Request a Higher-Level Review of the decision based on the same evidence you presented in
your initial COE application, OR
2) Submit additional evidence, OR
3) File a direct appeal to the Board of Veterans Appeals (BVA) - Please note: You may not request
options 1 or 2 above afteryou file an appealto the BVA

For more information on your options, you can contact the nearest VA Regional Loan Center at 1-
877-827-3702.

May someone else join me in obtaining a VAloan?

Yes, butthe guarantyis based only your portion of the loan. The VA guaranty cannot covera
nonveteran's partof a loan, unless the nonveteranis yourspouse. Note: Joint loans are generally more
complicated than regular loans. Be sure to consult lendersto determine whetherthey would be willing
to accept applications for jointloans. Also, you can contact the nearest VA Regional Loan Centerat 1-
877-827-3702.

Will my monthly mortgage payments always be paid to the same company?

No. It’scommon practice in the mortgage lendingindustry to sell mortgages, often before the first
paymentis evendue. If yourloan is sold, the company servicing your loan must give you notice. For
more information on loan servicing, see the Post-Purchase: Mortgage Servicing section above.

If I die before the loan is paid off, will the VA guaranty pay off the balance of the
loan?

No. Your surviving spouse or other coborrower must continue to make the payments. If there is no
coborrower, the loan becomesthe obligation of your estate. Protection against this may be obtained
through mortgage life insurance, which must be purchased from private insurance sources.

WhatifI had a previous bankruptcy or foreclosure?

VA may only guarantee aloan whenit is possible to determine an eligible Veteranis a satisfactory risk
and has the anticipated income to pay the terms of the new loan. When underwriting a loan, bankruptcy
itself does not in itself disqualify an applicant. Lenders must considerthe reason forthe bankruptcy and
type of bankruptcy. Typically, there is a two-year waiting period for Chapter 7 bankruptcy filing (from
discharge date), and a one-year waiting period for Chapter 13 filings (also from discharge date) to
qualify fora VA-guaranteed loan.
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More information on bankruptcy and VA home loans can be found on the VAntage Point blog
postlocated here: https://www.blogs.va.gov/VAntage/19931/va-busts-four-home-loan-myths-
that-hurt-veteran-homebuyers/

Additional guidance on eligibility and restoration of entitlement can be found here:
https://www.va.gov/housing-assistance/home-loans/eligibility/

Borrowers seeking restoration of their VA home loan entitlement may also choose to call their Regional
Loan Center (RLC) at 1-877-827-3702 to discuss further.
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Appendix I: Terms and Definitions

Below are definitions forsome common words or phrases used throughout this guide and in the
mortgage industry:

1.

10.

Assumption: asituation where, instead of opening anew mortgage loan, the buyer takes
overthe seller’sloan.

Amortize: to pay off (an obligation, such as a mortgage) gradually usually by periodic
payments of principal and interest.

Borrower:Inthis guide, this refers to the person applying forthe VA home loan, (can be
eligible Veteran, Service member, or surviving spouse).

Certificate of Eligibility (COE): A statementfrom VA shows lenders thataborrower
qualifies for the VA home loan based on service history and duty status. It also states the
funding fee percentage (based on service, type of loan, and first/subsequent use) or exemption
(based on VA compensation for a service-connected disability).

Disability Compensation: A tax-free monetary benefit paid to Veterans who are
determined by VA to be disabled by an injury or iliness that was incurred or aggravated during
active military service (service-connected). To be eligible for compensation, the Veteran must
have been separated ordischarged under conditions otherthan dishonorable and have applied
to VA for service-connected disability.

Escrow account: Sometimes called animpound account, is an account set up by your
mortgage servicer or mortgage holder to pay certain property-related expenses. The mortgage
servicer manages the account and takes a portion of the mortgage payment to pay for taxes and
homeowners insurance.

Full Entitlement: A situation where you are eligible for a VA home loan and can purchase a
home or refinance a non-VA home loaninto a VA home loan. This is typical whenyou have
neverusedyour VA home loan benefit, oryou used your VA loan benefitin the past and paid off
your loan or sold the property.

Guarantee: (verb) “to undertake to answerforthe debt, default, or miscarriage of” a loan.
(See ‘Guaranty’)

Guaranty: (noun) The VA Guarantyis a promise that the Federal Government will pay lenders
a proportion of the value of the loan in cases of defaultand foreclosure. The guaranty allows
borrowers NOTto pay for mortgage insurance for the life of the loan.

Home Loan Products:

o Purchase loan-usedtobuy, build, or manufacture anew home. (see VA Purchase
Loans).

o Native American Direct Loan (NADL) — used to purchase, build, improve, or
refinance a home on Native American (see Appendix F: NADL Program).

o Interest Rate Reduction Loan (IRRRL) - usedtorefinance an existing VA-
guaranteed loan, generally at a lowerinterest rate than the existing VA loan, and with
lower principal and interest payments than the existing VA loan.
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11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

o Cash-out (Regular) refinance loan - can be used to take cash out of home
equity (such as to pay off debt or make home improvements), ORto refinance a non-VA
loan into a VAloan.

o Comnstructionloan -aloanto finance the construction and purchase of a residence.
The loan is closed prior to starting construction and monies are paid outto the builder
during construction. (see Construction Loan section)

o Energy Efficient Mortgage (EEM) —aloan to add energy efficiency
improvements made in conjunction with a VA purchase loan, or a refinance loan secured
by thathome. (see EEM section)

Lender: a bank, credit union, or mortgage company that originates and loans money fora
home to eligible borrowers. Over 1,500 lenders participate in the VA Home Loan program.

Loan Term: A loan term refers to the length of time and feature of a loan. VA can back loans
that are either 15 or 30-year terms. Also, terms include fixed-rate and adjustable rate mortgage
(ARM).

Maturity date: Maturity or maturity date refers to the final payment date of a loan at which
point the principal (and all remaininginterest) is due to be paid.

Partial Entitlement: A situation where you have used part of your VA loan benefitin the
past may still purchase a home at any loan amount, but VA can only guarantee the loan amount
covered by your “remaining entitlement,” if any.

Restoration of entitlement: aterm thatrefers to reinstatinga borrower’s entitlement to
use their VA home loan benefit more than once. (see Appendix D: Reusing the VA Loan)

Service-connected disability: a disability (or disabilities) that eitherarose during service,
was worsened oraggravated by service; oris presumed by VA to be related to military service.

Servicer:the mortgage servicer handles the daily functions of mortgages, such as collecting
the monthly mortgage payment. (see Mortgage Servicer section)

Service member:aperson currently servingin the military in active duty, reserve, or
National Guard status.

Special Forbearance: an agreement between ahomeownerand their mortgage servicer
(thecompany they send their monthly mortgage payments to) that establishes an alternative
payment schedule toreduce or suspend payments fora period of time. Importantly, mortgage
forbearance plans do notreduce the principal amountowed on a mortgage, and interest
continuesto accrue forthe duration of the plan. Homeowners who can afford to make partial
payments should do so in orderto lessen the amountdue at the end of the forbearance.

Surviving spouse: Forthe purposes of the VA home loan, a surviving spouse is the spouse of
a Veteran who:served and was reported MIA/KIA, died of a condition or impairment connected
to their service in the Armed Forces (as determined by VA or DoD), or whose service-connected
disability/impairment, they believe, entitles them to benefits from the Department of Veterans
Affairs. (see Appendix E: Eligible Spouses)

52



