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Foreword

Introduction

Loan applications for the Department of Veterans (VA) mortgages can be
processed using the Government Underwriting Service of Desktop
Underwriter (DU). This reference manual, the DU User’s Guide for VA
Loans, provides detailed information on data entry requirements and system
functionality for submitting VA loan applications to DU.

Note: While this manual may provide instructions related to VA
underwriting guidelines, any such instructions are for the purpose of helping
lenders ensure accurate data entry and in no way are intended to interpret,
explain, or supercede VA’s guidelines or requirements.

DU uses the pmiAURA®™ model in processing VA loans. On December 19,
1999, VA approved Fannie Mae’s DU and the pmiAURA System for use in
connection with VA guaranteed home loans. For details on lenders’
responsibilities pertaining to VA loans processed through DU — and for
information on VA guidelines — refer to the VA Lenders Handbook,
Pamphlet 26-7 — Guaranty or Insurance of Loans to Veterans...GI Loan
Programs (VA Lenders Handbook).

For questions concerning VA guidelines, contact your local VA office or
your sponsoring lender.

Fannie Mae has a license to use the pmiAURA model in DU for VA loans,
and, therefore, the use of the pmiAURA model is governed by the Fannie
Mae Software Subscription Agreement and the DU (Expanded Use Version)
Schedule. Lenders that have not executed these documents should contact
their Fannie Mae customer account team or eBusiness Consultant.

Definitions

Desktop Underwriter®

Desktop Underwriter (DU is Fannie Mae’s automated mortgage loan
underwriting system, which was developed to help lenders make informed
lending decisions on conventional conforming, FHA and VA loans. DU —in
conjunction with the pmiAURA model — features fast, objective risk
classification, reduced data entry requirements, reduced documentation, and
comprehensive underwriting reports.

Desktop Originator®

Desktop Originator (DO ) is a technology tool developed by Fannie Mae
that allows mortgage brokers to electronically enter a minimal amount of
data in the loan application, order a credit report, submit the loan to DU via a
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sponsoring lender, and receive an underwriting recommendation and
underwriting reports.

DO/DU user interface

The DO/DU user interface is Fannie Mae’s online tool for entering data,
ordering credit reports, submitting loan applications to DU, and managing
the automated underwriting process. The DO/DU user interface features the
Quick 1003, which allows you to enter a reduced set of loan data and submit
the data for a quick underwriting recommendation.

Registered users can log in to the DO/DU user interface by clicking Launch
DO or Launch DU on the eFannieMae.com home page. You will need to
enter your DO/DU user ID and password to log into the DO/DU user
interface.

DU and the Government Underwriting Service

The Fannie Government Underwriting Service is the component of DU that
processes FHA and VA mortgage applications. VA loans are analyzed by
the pmiAURA model; FHA loans are analyzed by the FHA TOTAL
Scorecard. For more information, see the Desktop Underwriter Government
Underwriting Service page on eFannieMae.com.

pmiAURASM for VA loans

The pmiAURA®™ for VA risk model is a statistical model developed by
PMI and the Allstate Research and Planning Center (ARPC) based on a
database of VA loan and performance data. The model is designed to be
used in conjunction with eligibility screening in the automated underwriting
of VA loan applications. pmiAURA is the underwriting model used by DU
for VA loans.

Loan application

The term “loan application” in this manual refers to Fannie Mae’s online
version of the Uniform Residential Loan Application (Form 1003) in the
DO/DU user interface. The online loan application is available in two
formats: Quick 1003 and Full 1003. The Quick 1003 allows you to submit a
loan to DU with a minimal set of loan data, primarily for a quick
underwriting recommendation. The Full 1003 allows you to complete all
data fields. However, regardless of whether you use the reduced set of data
fields in the Quick 1003 or the complete set of data fields in the Full 1003,
only the required (minimal) data elements are evaluated to provide an
underwriting recommendation and determine loan eligibility.
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Loan application sections

Data entry instructions for VA loans are provided for the following sections
within the loan application:

Type of Mortgage and Terms of Loan

Subject Property, Address, and Purpose of Loan
Borrower Information

Employment Information

Monthly Income and Combined Housing Expense
Assets

Real Estate Owned

Liabilities

Details of Transaction

Declarations

Information for Government Monitoring Purposes
Additional Data

VA Government Information

Loan List screen

The Loan List screen in DO/DU lists the loans that are in your pipeline and
displays available functions, including Create Loan, Import Loan, Refresh
Data, and Loan Search. A picture of the Loan List screen appears below:

Help Centsr | Training | Contact Us eFanni om | Lecal &

i Siktin Account Administration...
1] 5
D u UNDERWRITER® FannieMae Tools and Resources.

Loan List Creste Loa mport Loan

Loan | Institution (required) S
Search | Documentation Lender B | LoanSearch

Last Medified Range Search Field Keyword

== 30 days v Selectsearch field.. + [[then tyne keyword

Search Results & Criteria: You have 2 loans displayed. Institution = Documertstion Lender; Last Modified Date Range = 1/30/2005 00:00 to 2/28/2005 23:58 EST

Loan

Number

202412005 Documentation

Homeovener il LpproveSighle - T
Homeowiner Thanay Comole Out Of Date Approve Elkle Origmater Interim 30 Vr Fixed
America 22202005 et Cut Of Date Refer/Eicible Docmer o Interim

7:48 AM Criginator

®2003 Fannis Mas. All Rights Raserved | eFannishas.com | Legal & Privacy | ContactUs

Data entry instructions

All data entry instructions in this guide are provided specifically for the
online loan application for VA loans in the DO/DU user interface for
submission to DU. Lenders are responsible for determining that all
appropriate data is properly transmitted to DU. See Chapter 2: Entering Data
for VA Loans on page 9.
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How this guide is organized

The following information appears in this guide.

Chapter 1, VA Information, beginning on page 5, describes VA loan
guaranty and provides information about the VA loan programs that are
available in DU.

Chapter 2, Entering Data for VA Loans, beginning on page 9, explains
how to enter the data that DU needs for processing VA loans.

Chapter 3, Underwriting Reports, beginning on page 25, describes the
information that appears in the Fannie Mae Underwriting Findings report
(Underwriting Findings report) and the Underwriting Analysis report for
a VA loan.

Appendix A. VA Maximum Loan Calculations, beginning on page 33,
shows you how DU calculates the maximum VA loan amount for
purchase and regular cash-out refinance transactions.

DU User’s Guide for VA Loans

March 2005



Chapter 1:
VA Information

This chapter contains general information for underwriting VA loans with
DU.

VA guidelines

Lenders must follow all guidelines specified in the VA Lenders Handbook for
loans submitted to DU. This handbook, which is published by the
Department of Veterans Affairs, provides information on a number of VA-
related topics, including lender requirements and responsibilities, the
veteran’s eligibility and entitlement, credit underwriting, and guidance on
documentation requirements for VA loans.

VA Form 26-0286, Loan Summary Sheet, provides a block (#13) that you
can check to indicate that a loan was processed under an approved automated
underwriting system. Check this box to indicate that DU processed the VA
loan.

If the VA requests the complete origination package for audit purposes, you
must be sure to include the final Fannie Mae Underwriting Findings report
that is generated by DU. This report is not routinely required to be submitted
with the guaranty submission package cited in paragraph 1.0 of the General
Information Section of the VA Lenders Handbook.

The following certification must accompany the Fannie Mae Underwriting
Findings report:

“I, the undersigned lender, hereby certify that case number (insert VA
loan number) was processed through Desktop Originator/Desktop
Underwriter and received an rating. I further certify that all
information entered into the system has been verified and that any credit
discrepancies have been reconciled.”

The certification must be signed by a representative of the lender. It is not
necessary for the underwriter to sign this form.

Additional resources

In addition to this guide, the following Fannie Mae resources are available to
assist you with submitting VA loans through DU.

Fannie Mae customer support

The Fannie Mae Customer Contact Center is available to assist you with
general questions about DU, the Government Underwriting Service, and the
DO/DU user interface. You can contact the Customer Contact Center at
1-877-722-6757. For additional information about the Customer Contact
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Center, including hours of operation and tips for calling, see the Customer
Contact Center page on eFannieMae.com.

Fannie Mae’s Help Center

For answers to your questions while you are using the DO/DU user interface,
click the Help Center link in the upper-left corner of any screen in DO/DU.
When you open the Help Center, you will see a list of frequently asked
questions about the screen you are viewing. For example, if you open the
Help Center while you are viewing the VA Government Information screen,
you will see a screen that looks something like this:

/3 Help Center - Microsoft Internet Explorer provided by Desktop Engineer

Help Center

Questions and Answers
Below are answers to questions often asked about this screen.

... Chat with a DU Expert ‘Why am I failing the maximum loan calculation?
The Government Underwriting Service performs several calculations to

2 .
< Questions e already asked determine the maximum base loan amount. More...

Where do | enter the income taxes for a VA loan?
For A laans, all income taxes for each barrower should be entered in the
Total Taxes field. More...

Where do | enter the MCC amount for VA loans?
The MCC amount must he entered in the Government Information screen,
and should not be entered in the Income screen. More..

Is there a document that explains how to enter data for a VA loan?
Yes, a Quick Steps for entering the data for a VA loan is available an the
DU Training site. Mare...

Do the borrower and co-borrower have to be married?
‘Yes. For a VA loan, the borrower and co-borrower must be married. ﬂ

@2001 - 2003 Fannie Mae. All Rights Reserved (1) Motive Powered Service

Note: The information in the Help Center is updated frequently.

Training resources

A number of training resources are available on eFannieMae.com. Lenders
can access the training resources by clicking the Learning Center link on the
eFannieMae.com home page and then clicking Desktop Originator/Desktop
Underwriter. Mortgage brokers can access the training resources by clicking
DO Training in the Mortgage Broker Center page.

Tip: You can also access the training site directly from inside DO/DU by
clicking the Training hyperlink at the top of the Loan List or Loan
Information screen.

The following training resources are available for VA loans in DU.

Quick Steps
To see a Quick Steps document that explains how to enter the necessary data
for a VA loan, go to one of our Quick Steps pages for DU users:
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e Ifyou are a lender, go to the DU Quick Steps for Lenders page on
eFannieMae.com.

e If you are a mortgage broker, go to the DO Quick Steps for Mortgage
Brokers page on eFannieMae.com.

On both of these pages, click the link for Entering the data for a VA loan
under the Entering Loan Data section.

Practice cases
A set of practice cases gives you another way to learn how to submit the data
for a VA loan. To access the practice cases:

e Ifyou are a lender, go to the DU Practice Cases and Test Credit Agency
for Lenders page on eFannieMae.com.

e Ifyou are a mortgage broker, go to the DO Practice Cases and Test
Credit Agency for Mortgage Brokers page on eFannieMae.com.

Case 8 was specifically designed to show you how to submit a VA loan, but
you can use any of the cases that are available on the Practice Cases page.

Underwriting information

To view the latest release notes for the Government Underwriting Service, go
to the DU Release Notes for Lenders page or the DO Release Notes for
Mortgage Brokers page on eFannieMae.com.

Underwriting questions on VA-specific issues or interpretation of VA
guidelines should be directed to your local VA point of contact.

Questions about entering data for VA loans and questions regarding the
Underwriting Findings report should be directed to your lead Fannie Mae
account team.

VA offices with Loan Guaranty Service functions

For a list of the VA offices with Loan Guaranty Service functions, go to
VA’s Web site:

http://www.homeloans.va.gov/rlcweb.htm
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Chapter 2:
Entering Data for VA Loans

All data entry instructions in this guide are provided specifically for the
online loan application for VA loans in the DO/DU user interface for
submission to DU. You can use the Quick 1003 or the Full 1003 to enter
data; however, in all cases, you must complete the data fields in the
Government screen.

Data integrity

In addition to entering data in the online loan application, lenders may be
able to download the data into the DO/DU user interface from a loan
origination system, or submit the loan data directly to DU from a loan
origination system; however, lenders are responsible for determining that all
appropriate data is properly transmitted to DU. Further, lenders are
responsible for ensuring that all data submitted to DU is accurate and
properly verified and documented. For VA’s specific data integrity
requirements, refer to the VA Lenders Handbook.

Data entry instructions

Most of the instructions in this chapter are based on the data fields in the
Quick 1003; while other data fields are available only in the Full 1003.

Type of Mortgage and Terms of Loan

Is this a Pre-Approval?
You can use this field to indicate whether the loan is being submitted as a
pre-approval. Completion of this field is optional.

Mortgage Applied For
To specify that the loan is a VA loan, select VA in the Mortgage Applied For
field.

Loan Amount (excluding funding fee)

Enter the base loan amount — do not include the VA funding fee in the Loan
Amount field. If the base loan amount changes, use this field to make the
adjustment.

Interest Rate (%)
Enter the note rate.

No. of Months
Enter the loan term in months.
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Amortization Type
Select Fixed Rate or ARM, as applicable.

Lender Loan Number
Enter the loan number you want to assign to the loan.

Subject Property Address and Purpose of Loan

Street, City, State/ZIP
Enter the street address, city, and ZIP Code for the subject property. Select
the property state from the State field.

If the loan is a pre-approval, select the state where the subject property is
located and leave the rest of the address fields blank. If your LOS requires
an entry for the street address, enter “prequal” or “tbd” in that field for a
pre-approval.

Note: For guidance on entering the subject property address to increase the
likelihood that DU will accurately identify the standardized address for the
property, click the Help Center link while you are viewing the Types,
Terms, and Property screen in the DO/DU user interface, then refer to the
topic on entering subject property addresses.

No. of Units
Select the number of dwelling units in the subject property.

Purpose of Loan

In the Purpose of Loan field, select either Purchase or Refinance, as
applicable. The other listed options (Construction, Construction-Permanent,
and Other) are not currently available for VA loans submitted through DU.

Occupancy
Select Primary Residence. Only primary residences are eligible for
automated underwriting on VA loans.

Estate Held In
Select Fee Simple or Leasehold, as applicable.

If Refinance Loan...

Purpose of Refinance

If you select Refinance in the Purpose of Loan field, you must select the
appropriate option in the Purpose of Refinance field. For details on refinance
options, refer to VA’s guidelines.

Borrower Information

Enter the borrower information and co-borrower information, if applicable.
Enter the number of dependents for each borrower. (Each dependent should
be listed only once.) If the co-borrower has additional dependents that are
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not listed by the veteran, enter these dependents on the co-borrower’s side of
the screen.

Note: The number of dependents should not include the veteran or the co-
borrower.

Only two borrowers are permitted on VA loans submitted to DU.

VA guidelines require a two-year residency history for each borrower;
however, a two-year history is not required to submit the loan to DU for an
underwriting recommendation.

Note: If you need to add previous address data, click Previous Address
Information in the navigation bar.

The Mailing Address fields are optional. You can use these fields if the
borrower receives mail at a different address (for example, a Post Office
box).

Employment Information

Current Employment
Current employment information should be entered appropriately. You must
indicate whether or not each borrower is self-employed.

Secondary/Previous Employment

Use this section to enter secondary, part-time, and previous employment. Do
not enter “homemaker, full-time student, or retired”. Only actual
employment information should be entered in this screen.

Note: VA guidelines require a two-year employment history; however, a
two-year history is not required to submit the loan to DU for an underwriting
recommendation.

Monthly Income and Combined Housing Expense

Gross Monthly Income fields
In this section, enter non-military income that is considered acceptable for
qualifying purposes under VA’s guidelines for borrowers and co-borrowers.

e Base Income
(This field should include employment income, self-employment
income, and income from a second job),

e Overtime,

e Bonuses,

e Commissions,

e Dividends/Interest,

e  Other
(This field is not editable. This field is automatically populated by the
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underwriting system based on the amounts entered in the Other Income
section as described below.)

e Net Rental
DU does not use this field for VA loans. Instead, DU collects the net
rental income from the Real Estate Owned (REO) screen. As a reminder,
net rental income applies to rental property other than the subject
property.

For details, see Real Estate Owned on page 14.

The following formula is used by DU in calculating the net rental income
from the Real Estate Owned data:

(gross rental income x 75%) — mortgage payment —
taxes/insurance/maintenance, misc. = net rental income

Positive net rental income from all rental properties is included in the
qualifying income for the borrowers. Negative net rental income is
considered a liability and is included in the total expense ratio calculation
for the borrower.

e Subject Net Cash field

If the transaction is a two- to four-unit owner-occupied property, you will
need to calculate the subject net cash flow and enter the amount in the
Subject Net Cash field. Refer to current VA guidelines for additional
information about calculating projected rents on a purchase transaction.

Note: DU will provide specific messages on the Underwriting Findings
report for each type of income you enter. Some of the messages may
indicate reduced documentation requirements, while other messages may
require you to consult the VA guidelines for documentation requirements.

Other Income

Enter all types of military income in the Other Income section, as well as all
other types of income that are not covered in the Gross Monthly Income
section above. For example, you would use the Other Income section to
enter all military pay, military housing allowances, non-educational VA
benefits, and alimony and child support income the borrower receives.

Enter the borrower, description of income, and amount of income for each
income type.

A brief description of VA’s guidelines for certain types of Other income is
provided below:

o Boarder Income — VA guidelines do not generally consider boarder
income to be effective income; therefore, DU does not use this income in
qualifying the borrower. The loan will receive an ineligible
recommendation.

e Mortgage Credit Certificate (MCC) — The MCC amount must be
entered in the Government Information screen — not in the Income
screen. (If MCC is entered in the Income screen, DU returns an
ineligible recommendation and a message indicating that the MCC was
entered incorrectly.)

12
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Trailing Co-Borrower Income — This income is not generally consider
by VA to be effective income; therefore, DU does not use this income in
qualifying the borrower. The loan will receive an ineligible
recommendation.

Note: Per VA guidelines, you can “gross-up” non-taxable income for the
purpose of calculating the debt-to-income ratio. To do so, enter the total of the
income plus the grossed-up amount in the income data field. (On the other hand,
the grossed-up portion of the income may not be used in calculating the residual
income; therefore, the grossed-up portion must be included in the Total Taxes
field in the Government Information Screen. See Total Taxes field described on
page 23.)

Combined Housing Expenses:

Assets

Current — Enter the borrower’s and co-borrower’s current primary
housing expenses in the Current column. If there are multiple borrowers,
enter the current primary housing expense separately for each additional
borrower.

Proposed — DU calculates the amount in the First Mortgage (P&I) field
based on the loan amount and the note rate. Use the other fields in the
Proposed column to enter any other applicable proposed housing
expenses, including the principal and interest for other mortgages, as
well as hazard insurance, taxes, and homeowner’s association dues for
the subject property.

All liquid asset types will be counted in the available funds for a VA loan.
Documentation to support the source of these funds must comply with VA
guidelines. All of the liquid assets entered in the system must be verified
based on the documentation level outlined in the Underwriting Findings
report.

A brief description of VA’s guidelines for certain types of assets is provided
below:

Cash Deposit on Sale

Cash desposits on sales contracts are considered non-liquid assets, and
DU does not include the value in the amount of funds available for
closing or in the reserves calculation. If a credit for a cash deposit on
sales contract is entered in the Details of Transaction screen, the loan file
must contain evidence that the funds have already cleared the account
listed in the Assets screen. If this is not the case, the credit entered in the
Details of Transaction screen should be removed.

Cash on Hand

VA considers cash on hand an acceptable source of funds. DU will
include the amount of cash on hand in liquid assets.
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Real Estate Owned

Gift

If the borrower will receive — or has received — gift funds, enter the
amount as Gift in the Asset Type column. If the gift funds are already
included in the balance of another asset, subtract the amount of the gift
from that asset’s balance. The funds available for closing calculated by
the system will include the gift as if it were liquid funds. Messages
regarding documentation of the gift funds in accordance with current VA
guidelines will appear on the Underwriting Findings report.

Note: The system will include the gift funds when evaluating the
borrower’s reserves and available funds to close. VA guidelines do not
require reserves on one- or two-unit properties. A three- or four-unit
property that does not have sufficient reserves will receive an Ineligible
recommendation.

Gift of Equity

VA does not allow Gift of Equity; therefore, DU will return an ineligible
recommendation if an amount is entered in this field.

Net Equity

If you enter an amount in the Assets screen as Net Equity (from a
pending sale), the amount will override any net equity calculation that
appears in the REO screen. DU uses the Net Equity from the Assets
screen, not the REOQ, to calculate the borrower’s liquid assets.

Information on real estate that is owned by the borrower is essential to the
risk analysis of the loan and affects the validity of the underwriting
recommendation. Enter real estate information in the REO screen in the Full
1003.

Note: To access the REO screen from the Quick 1003, click the Go to Full
1003 REO link in the Liabilities screen in the Quick 1003.

Property Indicator
The following options are available:

— Current Residence: This option indicates that the property is the
current primary residence and is not the subject property for the
transaction.

— Subject of the Loan: Only primary residences are eligible for
submission, so this choice is generally not applicable to VA loans.

— Refi of Current Residence: This option indicates that the property is
both the borrower’s current primary residence and the subject property
for the transaction. Use this option for all refinance transactions.

— Not Applicable: For properties that do not meet any of the above
conditions, select Not Applicable or leave the Property Indicator field
blank. Because second homes and rental subject properties are not
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eligible for VA loans in DU, the Current/Subject Property field should
be left blank or marked as Not Applicable for these properties.

e Property Disposition
The Property Disposition field must contain one of the following options:

— Sold: This option indicates that the property has already been sold, the
closing has been completed, and any proceeds are already reflected in
asset balances. DU does not calculate net equity for Sold properties
and ignores any values in the risk analysis and ratio calculation.

Note: Do not omit mortgages on properties entered as Sold. Instead,
you should match these mortgages to the appropriate Sold property.
Monthly payments on mortgages that are matched to Sold properties will
not be included in the total expense ratio.

— Pending Sale: This option indicates that the property is under contract
and will be sold prior to the closing of the transaction being submitted
for underwriting.

— Rental: This option indicates that the property is a rental property
with associated net rental income or net rental loss.

— Retained: Use this option for the subject property on a refinance
transaction or for the primary residence of an allowable non-occupant co-
borrower.

Note on real estate that will be sold

If a listed property will be sold at or before closing, select Pending Sale in
the Property Disposition field. DU will use the following formula to estimate
the net equity:

(Market value entered x 90%) — outstanding mortgages

Net equity is considered a liquid asset. You must verify and clearly
document sales proceeds in the loan file according to current VA guidelines.

If additional proceeds will be received from the sale of real estate (for
example, if a borrower will receive a relocation package from an employer),
enter the total amount of proceeds that will be received and select Net
Equity as the asset type in the Assets screen.

Note: Even though DU calculates the estimated net equity from data in the
REO screen, if an amount for net equity is entered in the Assets screen, then
DU will use the amount in the Asset screen.

Liabilities
Before a loan can be submitted for an underwriting recommendation, a three-
in-file merged credit report must be requested and received for all borrowers
on the loan. You can automatically copy the liabilities from the credit report
directly to the loan application by using the auto-populate liabilities option in
the DO/DU user interface. You should determine whether your loan
origination system offer this option for use with DU. If your loan origination
system does not provide this option, or if you elect not to use the auto-
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populate liabilities option, you must manually enter all liabilities in the
Liabilities screen. Any debts that are not disclosed on the credit report must
be added to the liabilities prior to final submission of the loan.

The total expense ratio will be calculated from the liabilities on the
application, not the debts from the credit report.

Note: The lender is required to review the credit report and is accountable
for compliance with VA guidelines. Information on the credit report that has
not been recognized by DU may require the lender to downgrade the
underwriting recommendation.

Excluded installment debt

DU automatically excludes any installment debt that should not be
considered in the ratios because it has fewer than 10 months remaining and a
monthly payment of less than $100. If the loan application reflects any other
debts that should not be considered in the ratios per VA guidelines, you
should mark those debts as Omit. For details, see Omit liabilities, below.

Note: DU will issue an informational message for any excluded installment
debts.

e Omit

If the borrower has a liability that is exempt from being included in
qualifying the borrower, based on VA guidelines, the debt may be omitted.
Omitted debts are not counted in the ratios. The loan file should contain
documentation to support the omission, per VA guidelines.

To mark a debt as omitted, click the check box in the Omit column for the
debt you want to omit. If a debt has a balance but the monthly payment
amount is 0, the debt is automatically omitted by DU. Omitted liabilities
appear in a separate area on the Liabilities screen. A message on the
Underwriting Findings report identifies the liabilities that were omitted.

Note: You must follow all current VA guidelines regarding omission of
liabilities. For all loans that receive a Refer recommendation, lenders must
review all obligations, including those omitted by the system, to determine
that the short term obligations will not negatively affect the borrower’s
ability to make the mortgage payments in the early months after closing. DU
will issue an informational message for any excluded installment debts.

¢ Paid By Close

For all transactions, mark the debts to be paid off by closing in the Liabilities
screen. For a refinance transaction, you will also need to enter the sum of the
balances of all the debts to be paid off (including existing liens and other
debts) on Line D in the Details of Transaction screen. For details, see Line
D. Refinance (including debts to be paid off) on page 18. Any debts that the
borrowers will pay off must be documented and verified according to VA
guidelines.

If a debt will be paid by closing, click the check box in the Paid by Close
column for that debt. The debt is not included in the ratios or total

obligations. DU includes the balance amounts for all non-mortgage debts
that are marked as Paid by Close in the amount of funds required to close.
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New subordinate liens
You must determine outside the system whether the terms of the subordinate
financing are acceptable under VA guidelines.

For a new subordinate lien that will close at the same time as the first
mortgage, enter the actual loan balance in Line J, Subordinate Financing, in
the Details of Transaction screen. If the new subordinate lien is a HELOC,
use Line J to enter the amount drawn at the time of closing. If the borrower
will not draw down a portion of the HELOC at closing (that is, if the
outstanding balance at closing is $0.00), do not enter an amount in Line J.
For details, see Line J. Subordinate Financing on page 18.

Enter the principal and interest payment in the Proposed Housing Expense
column as Other Financing (P&I).

Resubordinated liens

This section applies to refinance transactions where there is an existing lien
(for example, a second mortgage) that will be resubordinated to the subject
mortgage.

Enter the borrower’s monthly payments in the Other Financing (P&I) field
under Proposed Combined Housing Expenses. Entering the monthly payment
there will help to ensure that the underwriting ratios are calculated correctly.
For details, see Combined Housing Expense: Proposed on page 11.

You will alse need to enter the monthly payment and the outstanding balance
in the Liabilities screen and match the resubordinated lien to the subject

property.

If the resubordinated lien is a HELOC, enter the total amount drawn (or to be
drawn at closing) in the Balance field. If the HELOC will have a zero
balance at the time of closing, enter 0 in the Balance field in the appropriate
row in the Liabilities screen.

Non-purchasing spouse in a community property state

If the property is located in a community property state, VA requires
consideration of the spouse’s credit (whether or not the spouse will be
personally liable on the note and whether or not the applicant and spouse
choose to have the spouse’s income considered).

If a married veteran wants to obtain the loan in his or her name only, the
veteran may do so without regard to the spouse’s credit only in a non-
community property state.

Additional Expenses

Additional expenses, such as alimony, child support, separate maintenance,
or job related expenses should be selected from the drop-down list in the
Additional Expenses section in the Liabilities screen. Follow VA guidelines
to determine which expenses must be included.
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Details of Transaction

Instructions for entering data in the Details of Transaction are provided
below:

Line A. Purchase Price
Enter the sales price in this field.

Line B. Alterations, Improvements, Repairs
If the borrower elects to pay for required repairs per the Certificate of
Reasonable Value, enter the amount of those repairs in this field.

Line C. Land
This field is not applicable for VA loans.

Line D. Refinance (including debts to be paid off)

If the loan is a refinance transaction, enter the combined balances of any
mortgage debts and any other non-mortgage debts that will be satisfied by
closing. This field should not include additional amounts such as late fees,
interest on the existing loans, and so on, that are necessary to satisfy the
mortgage debts. Those amounts should be entered in Line E.

Line E. Estimated Prepaid Items

Enter the total of the prepaids that the borrower will pay. For a refinance
transaction, the amount in Line E should include the late fees, interest, and so
on, that were not included in the loan balances entered in Line D. For
details, see Line D, Refinance including debts to be paid off above.

Line F. Estimated Closing Costs
Enter the total amount of allowable closing costs.

Line G. PMI, MIP, Funding Fee
Enter the entire dollar amount of the funding fee as required by VA
guidelines.

Line H. Discount
Enter the entire amount of discount points that the borrower will be charged
in the transaction.

Line J. Subordinate Financing

If a subordinate lien will be obtained in a purchase money transaction, enter
the amount of the lien in this field. Do not use this field for a refinance
transaction.

Line K. Closing Costs Paid by Seller

Enter the total amount of closing costs from Line F that will be paid by the
seller or by another party to the transaction. Do not include prepaid items or
sales concessions such as non-realty items.
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Line L. Total Other Credits

Line L is a summary field that shows the total of the credits that are entered
in the Other Credits section at the bottom of the Details of Transaction
screen.

Use the rows in the Other Credits section to enter the amount of the cash
deposit on the sales contract and any borrower-paid fees, but only if these
funds have already cleared the borrower’s depository account and were not
included in the depository accounts in the Assets screen. For details, see
Assets on page 13.

Line M. Loan Amount (excluding PMI, MIP, Funding Fee
Financed)

This field will prefill from the base loan amount entered in the Loan Amount
field in the Type of Mortgage and Terms of Loan screen. This field is not
editable. Changes to the base loan amount must be made in the Type of
Mortgage and Terms of Loan screen.

Line N. PMI, MIP, Funding Fee Financed
Enter the amount of funding fee that will be financed in the loan amount.

Line O. Loan Amount
The system adds Lines M and N, and displays the total in Line O.

Line P. Cash From/To Borrower

The system calculates this figure based on the entry in the previous lines in
the Details of Transaction screen. A positive value indicates the amount of
cash the borrower needs for closing. For a refinance transaction, a negative
value indicates the amount of cash back the borrower will receive at closing.

Declarations

Answer each question Yes or No as appropriate for each borrower. The
lender must ensure that VA guidelines have been met.

Note: You must answer Question L, “Do you intend to occupy the property
as your primary residence?” to submit the loan for an underwriting
recommendation. Although all other answers in this section will default to
No for a new loan, lenders must ensure that these questions are answered
correctly before submitting the loan to DU.

Question A. Judgments

If you answer Yes to this question for any borrower, a message will appear in
the Underwriting Findings report requiring documentation to support the
issues surrounding the judgment and evidence that it has been satisfied.

Question B. Bankruptcies

If you answer Yes to this question for any borrower, a message will appear in
the Underwriting Findings report requiring documentation to support the
issues surrounding the bankruptcy and evidence that it has been discharged. .
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Note: If the credit report indicates a recent bankruptcy or does not indicate
the discharge date, the loan will receive an Ineligible recommendation. For
more information, see Chapter 3, VA Underwriting Reports on page 25.

Question C. Foreclosures

If you answer Yes to this question for any borrower, a message will appear in
the Underwriting Findings report requiring documentation to support the
issues surrounding the foreclosure and evidence that it has been resolved.

Note: If the credit report indicates a recent foreclosure, the loan will receive
an Ineligible recommendation. For more information, see Chapter 3, VA
Underwriting Reports on page 25.

Question D. Party to lawsuit

If you answer Yes to this question for any borrower, a message will appear in
the Underwriting Findings report requiring documentation to support the
issues surrounding the lawsuit and to indicate when it will be resolved.

Question E. Significant delinquent debt

If you answer Yes to this question for any borrower, a message will appear in
the Underwriting Findings report requiring documentation to support the
issues surrounding the delinquent debt and evidence that it has been resolved.

Note: If the credit report indicates recent late mortgage payments, the loan
will receive an Ineligible recommendation. See Chapter 3, VA Underwriting
Reports, on page 25 for additional information.

Question F. Current federal delinquent debt

If you answer Yes to this question for any borrower, a message will appear in
the Underwriting Findings report requiring documentation to support the
issues surrounding the current federal delinquent debt.

Question G. Obligated to pay alimony or child support

If the borrower is obligated to pay alimony or child support, answer Yes and
enter the debt in the Liabilities screen. The appropriate message will be
issued; however, the lender should refer to VA guidelines to document this
obligation.

Question H. Down payment borrowed

If you answer Yes to this question for any borrower, a message will appear in
the Underwriting Findings report requiring documentation to support the
issues surrounding the borrowed down payment for the transaction.

Question I. Endorser on a note

If you answer Yes to this question for any borrower, a message will appear in
the Underwriting Findings report requiring documentation to support that the
contingent liability will not have any impact on the borrower’s ability to
repay the loan.
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Question J. Citizenship
Answer Yes or No as appropriate for all borrowers.

Question K. Permanent resident aliens
If you answered No to Question J, you must complete Question K.

Question L. Intent to occupy
Answer Yes or No as appropriate for all borrowers. VA loans that are
submitted to DU must be secured by a principal residence.

Question M. Previous ownership
Answer Yes or No as appropriate for all borrowers.

Information for Government Monitoring Purposes

You must complete this information per VA requirements; however, you do
not need to enter the information to receive an underwriting recommendation
through DU.

Note: To access the Information for Government Monitoring Purposes
section in the DO/DU user interface, scroll down to the bottom of the
Declarations screen. The Information for Government Monitoring Purposes
section is available in both the Quick 1003 and the Full 1003.

Additional Data screen

Property Appraised Value

If the Property Appraised Value field is blank, DU will return an
underwriting recommendation of Refer/Ineligible. When you enter a pre-
qualification loan into the system, use the anticipated sales price of the
property as the appraised value. Once you obtain the appraisal, update the
Appraised Value field in the Additional Data screen to reflect the correct
appraised value, then resubmit the loan.

As a reminder, you must follow all VA guidelines regarding obtaining and
underwriting the Certificate of Reasonable Value or Notice of Value for the
subject property.

First Year Buydown Rate

If the loan will have a buydown, enter the interest rate that will be in effect
for the first year of the loan. DU will use the note rate, not the first year
buydown rate, to qualify the borrower. A message will appear in the
Underwriting Findings report to confirm that the loan was underwritten at the
note rate. Refer to the VA Lender Handbook for information regarding
buydowns.
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Subject Property Type
Select one of the following options:

Detached,

Attached,

Condominium,

Planned Unit Development (PUD), or
Manufactured Home.

Refer to VA guidelines for information on allowable property types.

Note: The following options are not available in conjunction with VA loans:
High Rise Condo; Co-Operative; Detached Condo; and Manufactured Home:
Condo/PUD/Co-Op. Use the Condominium option for a high-rise
condominium.

VA Government Information screen

The following data fields in the Government Information screen are required
for all VA loans:

Agency Case Number
Enter the VA Agency Case Number for the loan.

Note: You do not need to enter an agency case number to receive an
underwriting recommendation from DU.

Co-Borrower Married to Borrower

Answer Yes to this question if the loan includes a co-borrower who is
married to the veteran borrower. If this field is not answered affirmatively
and the loan includes a co-borrower, the loan will receive an Ineligible
recommendation. Under certain circumstances, the VA will allow two
unmarried individuals to obtain a joint loan. Refer to the VA Lender
Handbook for guidance on processing and underwriting a joint loan outside
of DU.

Entitlement Amount

Enter the amount of the veteran’s entitlement as determined by the VA. The
amount of entitlement is on the Veteran’s Certificate of Eligibility (COE) and
shall not exceed $36,000.

Note: As described in VA Circular 26-04-12, the Veterans Benefits
Improvement Act of 2004 changed the maximum guaranty amount for
certain loans in excess of $144,000 to an amount equal to twenty five percent
of the conventional conforming loan limit for a single family residence. The
maximum original loan amounts are 50 percent higher for first mortgages on
properties in Alaska, Hawaii, Guam and the U.S. Virgin Islands. This higher
amount would also apply to VA loans in these areas.

For loan amounts in excess of $144,000, DU will add the additional
entitlement afforded the borrower based on the location of the property and
transaction type. Refer to Appendix A beginning on page 34 for additional
information.
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Monthly MCC

Enter any monthly tax credit that the borrower receives for mortgage interest
on the current residence from a Mortgage Credit Certificate (MCC) issued by
a federal, state, or local agency. DU adds the amount in this field to the
borrower’s income to calculate the residual income for borrower
qualification.

Note: Use the Monthly MCC field only for tax credits received because of
an MCC. All other housing allowances should be entered as other income in
the Monthly Income and Combined Housing Expenses screen. (For details,
see Description of Other Income on page 12.) An informational message in
the Underwriting Findings report will indicate the use of an MCC.

Maintenance

Enter the amount of monthly maintenance expense from your regional VA
charts. DU will include the monthly maintenance expense in the residual
income calculation.

Utilities (including heat)

Enter the amount of monthly utilities expense from the regional VA charts.
DU will include the monthly utilities expense in the residual income
calculation.

Note: These figures are subject to change based on the square footage of the
subject property, exterior materials (frame or brick), swimming pools, and air
conditioning.

Seller Concessions

Use the Seller Concessions field to enter the amount of seller concessions
that exceed the VA 4% limit (other than normal discount points and closing
costs) that will be paid by the seller of the property. Include all of the
following financial concessions:

e The VA funding fee;

e Prepaid taxes and insurance;

e [Extra discount points paid to provide permanent interest rate buydowns;
e Escrowed funds to provide temporary interest rate buydowns;

e The payoff of credit balances on behalf of the buyer; and

e Furniture, carpeting, decorator allowances, and giveaways or other sales
incentives from the sales contract.

Note: This list is not all-inclusive.
Total Taxes

In the Total Taxes field, enter the sum of all monthly federal, state, Social
Security, local payroll taxes for the borrower(s) and, if non-taxable income
was “grossed-up”, include the grossed-up portion. The amount of taxes must
be calculated outside the system from actual paystubs or from a current IRS
Publication “Circular E.”
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CAIVRS #

Enter the CAIVRS number that was assigned to each borrower, if it has been
obtained. A message stating, “Approval for this loan is subject to obtaining a
valid CAIVRS number” appears in the Underwriting Findings report for
every VA loan as a reminder to obtain a CAIVRS number.

Note: A valid CAIVRS number is not required for underwriting submission;
however, it is required for each borrower before you submit the loan to the
VA for guaranty.
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Chapter 3:
Underwriting Reports

DU creates two underwriting reports. This chapter describes these reports
and explains the analysis the system performs to create them.

The Fannie Mae Underwriting Findings (Underwriting Findings)
report summarizes the overall underwriting recommendation and lists the
steps necessary to complete the processing of the loan file. The
Underwriting Findings report is typically the first report viewed by an
underwriter or a loan officer after the loan is submitted to DU.

The Underwriting Analysis report contains key values used in the
underwriting analysis. The Underwriting Analysis report is not a
required VA form.

Each time an underwriting request is submitted, the information in these
reports is updated with information from the most recent submission. Each
of these reports can be viewed online or printed.

The following information appears at the top of each report:

Primary Borrower Name,

Co-Borrower Name,

Lender Case Number,

Casefile ID,

The date and time when the loan was submitted to underwriting,
The underwriting recommendation, and

The user ID of the user who submitted the loan to underwriting.
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Underwriting Findings report

The Underwriting Findings report is divided into four sections, and each
section contains a different type of message. The diagram below explains the
types of messages that appear in each section of the report.

Fannie Mae Underwriting Findings

This section contains messages pertaining to the risk assessment and the
underwriting recommendation for the loan. If the loan is referred or
ineligible, the specific referral or eligibility criteria appear in this section.

POTENTIAL RED FLAGS

Messages pertaining to potential red flags in the loan application will
appear in this section.

Note: Red flag messages identify certain inconsistent or contradictory loan
data for loans submitted to DU. While messages identify potential red flags,
the messages do not affect the underwriting recommendation. And,
although these messages can help lenders detect inconsistencies and
potentially fraudulent transactions, neither the presence nor absence of
these messages alters the lender’s responsibility to ensure accurate
information in all areas of the loan process. These messages represent a
value-added feature of DU and will not affect VA’s ability to guarantee a
loan.

VERIFICATION MESSAGES/APPROVAL CONDITIONS

The Verification Messages/Approval Conditions section lists follow-up
processing steps the lender must complete to comply with DU
requirements. Income and asset verification documentation waivers and
any credit verifications waivers appear here.

OBSERVATIONS

The Observations section contains information calculated by or used by the
system and is informational only.

Underwriting recommendations from DU

The following underwriting recommendations are available for VA loans that
are underwritten through DU.

Approve/Eligible

An underwriting recommendation of Approve/Eligible indicates that the loan
was considered to have acceptable credit characteristics and that the loan
meets VA loan program eligibility requirements. Lenders remain responsible
for compliance with all VA guidelines. The VA has accepted
Approve/Eligible recommendations in lieu of requiring a VA Automatic
underwriter to be responsible for the credit decision.

Lenders must comply with all of the Verification Messages/Approval
Conditions listed on the Underwriting Findings report and must document
the loan file accordingly. Lenders must review the credit report to confirm
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that the data that DU evaluated with respect to the borrower’s credit history
was accurate. If the borrowers had a bankruptcy or foreclosure within the
most recent 24 month period, or a mortgage delinquency within the most
recent 12 month period that was not reported on the credit report or that was
reported incorrectly, the underwriting recommendation should be
downgraded to an Approve/Ineligible and should be reviewed by a VA
Automatic underwriter to ensure that the loan meets VA requirements.

Approve/lneligible

Loans that receive an Approve/Ineligible recommendation meet VA credit
requirements but do not meet certain VA eligibility guidelines. Lenders
remain responsible for compliance with all VA guidelines. Lenders will
receive detailed messages that will explain why the loan did not meet
eligibility requirements. Loans that receive a recommendation of
Approve/Ineligible may still be eligible for VA guaranty. VA loans will
receive an Ineligible recommendation for all of the following reasons that
apply:

o Recent late mortgage payments, bankruptcies, or foreclosures;

e Borrower and co-borrower not married to each other;

o Loan amount exceeds the maximum allowed based on the borrower’s
VA entitlement and Ginnie Mae’s maximum loan requirement;

¢ Insufficient reserves on a three- or four-unit property; and
¢ Financed funding fee in excess of the total funding fee.

To ensure eligibility, a VA Automatic underwriter must analyze the
Underwriting Findings report for loans that receive an Approve/Ineligible
recommendation, and must determine that the reason for the ineligibility is
one that can be resolved in a manner that complies with VA underwriting
guidelines. The VA Automatic underwriter will need to document the
extenuating circumstances or other factors that were evaluated in making the
decision to approve the loan in the remarks section of VA Form 26-6393
Loan Analysis. The VA Automatic underwriter will not be required to re-
underwrite the entire loan, but must rather address each reason the loan
received an ineligible recommendation and explain why the loan is now
eligible for VA guaranty. Loans that receive a recommendation of
Approve/Ineligible will receive the benefit of all other Approve
documentation and credit waivers.

Lenders may also attempt to correct the issues that caused the loan to be
ineligible, and resubmit the loan in an attempt to obtain an Approve/Eligible
recommendation.

Refer/Eligible

An underwriting recommendation of Refer/Eligible indicates that the loan
application must be manually underwritten by a VA Automatic underwriter
in accordance with VA guidelines.
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Refer/Ineligible

An underwriting recommendation of Refer/Ineligible indicates that the loan
application must be manually underwritten by a VA Automatic underwriter
in accordance with VA guidelines. Further, the Ineligibility recommendation
indicates that the loan does not meet one or more of VA’s eligibility
requirements.

Note: If the loan receives a Refer recommendation because of data entry
errors, the lender should correct the information and resubmit the loan.

Ineligible transactions:
The following transactions will receive an Ineligible recommendation from
DU:

e investor loans,
e construction-to-permanent loans, and
e second homes.

Verification Messages/Approval Conditions

Approval conditions and messages related to the required documentation for
the loan appear in this section of the Underwriting Findings report. By using
DU for VA loans, lenders can take advantage of several credit waivers and
documentation variances. The level of credit waivers and documentation
depends on the overall risk assessment of the loan.

Some waivers are available only for selected loans that meet more selective
risk requirements. If the system does not grant specific credit variances or
documentation waivers, lenders will be required to meet all standard credit
and documentation requirements as described in the VA Lenders Handbook.

In addition to providing an Approve or Refer recommendation, DU
incorporates the following VA program eligibility rules and will provide
specific messages on the Underwriting Findings report as appropriate:

e maximum loan amount based on remaining entitlement,

e required residual income limitations,

e loan product and mortgage characteristics, and

e seller concession limits.

In addition to the messages that specify the documentation that is required,
the Verification Messages/Approval Conditions section provides a detailed
description of the debts, assets, and sources of income used in qualifying.
This information can help you reconcile the data in the loan application.

Documentation waivers

Depending on the DU recommendation, borrowers may be eligible for
certain documentation waivers. The chart below identifies certain waivers;
for a complete list, refer to VA Lenders Handbook, Chapter 4, Section 8.
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Available Waivers

Credit-related waivers e No verification of rent required.

e No explanation for discrepancies in

reported debt.
Income/employment- e Self-employed borrowers do not need to
related waivers produce a profit and loss (P&L) statement

or a balance sheet for the business.

e Employment may be verified with one
paystub and telephone confirmation (non
self-employed).

e No explanation is necessary for gaps in
employment less than 60 days.

Ratio-related waivers e No explanation for qualifying housing or
debt ratios exceeding VA guidelines.

e Expanded debt ratio limits are imposed
based on residual income and reserves.

Asset-related waivers e Verification by most recent monthly or
quarterly account statement.

e Verification by most recent two months or
quarterly statement.

Observations

The Observations section of the Underwriting Findings report provides,
among other information, the following data for a VA loan:

Residual income required,
Actual residual income,
Maximum loan amount, and
Agency Case Number.

Underwriting Analysis report

The Underwriting Analysis report summarizes the underwriting analysis that
was performed on the loan. The Underwriting Analysis report appears below
the Underwriting Findings report. To view the Underwriting Analysis report,
scroll down to the bottom of the report screen.

The top of the Underwriting Analysis report shows general information about
the loan, including property information and calculated values such as the
LTV and the CLTV.

The following sections of the report provide more detail.
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Income

On the left side of the report, the totals of all borrowers’ income amounts are
shown by income type. If there is positive net rental income from all rental
properties or positive cash flow on the subject property (for two- to four-unit
properties), this income will also appear in this section.

Qualifying Ratios and Expense Ratios

To the right of the income information, the Underwriting Analysis report lists
the ratios that DU calculated. The qualifying ratios are those on which the
ratio analysis is performed.

Proposed Monthly Payment

Near the bottom of the Underwriting Analysis report, the proposed monthly
payment information is detailed using the note rate. The detailed housing
payment information is taken from the Combined Housing Expense
Information section, except for the P & I, which is calculated by DU. The
Proposed Monthly Payment section also provides the following information:

e Any negative net rental payment,

e The sum of all payments the borrowers are making to creditors (except
for omitted liabilities), and

e The total current primary residence housing payments from all of the
loan applications that are associated with the loan.

Funds

Funds information appears at the bottom of the Underwriting Analysis report.

The following information is available:

¢ Required Funds — calculated from the Details of Transaction plus any
debt to be paid by closing that is not attributed to a property being sold.

e Available Funds — the sum of the liquid assets listed on the loan
application.

e Cash Back to the Borrower — calculated from the Details of
Transaction.

e Net Cash Back — cash back to the borrower minus net required funds.

o Reserves — includes excess available funds after required funds are
subtracted; excludes reserves attributed to cash back from a cash-out
refinance transaction.

e Month Reserves — reserves divided by the total monthly housing
payment.
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Errors in the credit report

For all loans (including those with Approve recommendations), the lender
must review the credit report to determine whether the evaluation was based
on accurate data. Significant errors in the borrower’s credit file could have
an effect on the risk analysis of the loan.

If there are significant errors (such as accounts that do not belong to the
borrower) or omissions in the credit report, the lender must obtain
documentation that supports the error. If the errors or omissions are
significant and/or derogatory in nature, the lender’s VA Automatic
underwriter should evaluate the borrower’s credit and capacity outside of DU
in conjunction with all other risk factors in the case.
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Appendix A: VA Maximum Loan Calculations

e VA maximum loan amount calculation: Regular Cash-Out Refinance

¢ VA maximum loan amount calculation: Purchase

e Ginnie Mae maximum loan amounts for VA loans
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VA maximum loan amount calculation for
Regular Cash-Out Refinance Transactions

DU performs the following calculations to determine the maximum loan amount for a regular
cash-out refinance transaction. Most values used in these calculations are taken from the Details
of Transaction screen in DU. Values that are taken from the Additional Data (AD) or VA
Government Information (GV) screens are indicated below.

In determining the maximum loan amount, DU will use the lesser of the two calculations shown
below.

Maximum loan amount based on appraised value calculation

Property Appraised Value (AD)

X 90%

+ VA Funding Fee

Note: VA guidelines allow the cost of any energy efficient items, up to a $6,000 maximum, to be
included in the maximum loan calculation. However, DU does not capture the cost of energy
efficient items; therefore, you may need to perform the maximum loan calculation outside of DU.

Maximum loan amount based on entitlement calculation

Entitlement Amount (GV)
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VA maximum loan amount calculation for
Interest Rate Reduction Refinance Loans (IRRRL)

As described in the VA Lenders Handbook, “An IRRRL is a VA-guaranteed loan made to
refinance an existing VA-guaranteed loan, generally at a lower interest rate than the existing VA
loan, and with lower principal and interest payments than the existing VA loan.”

Generally, no appraisal, credit information or underwriting is required on an IRRRL, and any
lender may close an IRRRL automatically; therefore, these loans are typically handled outside of
DU. Exceptions and specific requirements are explained in the Lenders Handbook, Chapter 6.

VA Form 26-8923, IRRRL Worksheet, should be used to calculate the maximum loan amount.
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VA maximum loan amount calculation for
Purchase Transactions

DU performs the following calculations to determine the maximum base loan amount for a
purchase transaction. Most values used in these calculations are taken from the Details of
Transaction screen in DU. Values that are taken from the Additional Data (AD) or VA
Government Information (GV) screens are indicated below.

The maximum VA base loan amount is the lesser of:
e The purchase price,
e The appraised value (AD), or

e The result of the appropriate entitlement calculation as defined below. (For details on how
the entitlement is calculated, see Entitlement calculation details on page 37.)

Calculation A
Calculation A applies only to properties that have a purchase price that is greater than $144,000.

Entitlement Amount (GV)

+ Maximum Guaranty (25% of the conforming loan limit for a single
family residence. The higher limits for properties in Guam, Hawaii,
Virgin Islands, and Alaska apply to VA loans.)

= Maximum Loan Amount

Calculation B

Calculation B is used for properties that have a purchase price that is less than or equal to
$144,000.

Entitlement Amount (GV)

= Maximum Loan Amount
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Calculation C
Calculation C is used only if the entitlement amount is less than $36,000.

For properties valued at greater than $144,000:

Lesser of Purchase Price or Appraised Value

x 75%
+ Entitlement Amount (GV)
+ Maximum Guaranty (25% of the conforming loan limit for a single

family residence. The higher limits for properties in Guam, Hawaii,
Virgin Islands, and Alaska apply to VA loans.)

For properties valued at less than or equal to $144,000:

Lesser of Purchase Price or Appraised Value

X 75%

+ Entitlement Amount (GV)

Entitlement calculation details
The entitlement calculation will be:
1) Calculation A for all loans with a purchase price greater than $144,000 and full entitlement.

2) Calculation B for all loans with a purchase price less than or equal to $144,000 and full
entitlement.

3) The greater of Calculations A or C with a purchase price greater than $144,000 and less than
full entitlement.

4) The greater of Calculations B or C with a price less than or equal to $144,000 and less than
full entitlement.
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Ginnie Mae maximum loan amount for VA loans

Ginnie Mae announcement 04-19 stated that Ginnie Mae increased the
maximum loan amount for loans guaranteed by the Department of Veteran
Affairs that are eligible for Ginnie Mae pools. Effective January 1, 2005, the
maximum VA loan eligible for pooling will increase from $333,700 to
$359,650, which is the maximum original loan amount for conventional
conforming mortgages. For properties located in the high-cost areas of
Alaska, Guam, Hawaii, and the Virgin Islands, the maximum loan amount is
increased to $539,475.

Based on Fannie Mae’s 2005 conforming loan limits, the increased guaranty
amount is $89,912 (25 percent of Fannie Mae’s limit of $359,650) or
$134,868 (25 percent of the limit of $539,475). The increased guaranty
amount effectively raises the maximum no-down payment VA-guaranteed
loan amount for 2005 from $240,000 to $359,650 and, for high-cost areas, to
$539,475.

In the future, as conforming loan limits increase, the maximum VA loan
amount eligible for pooling will increase accordingly. Ginnie Mae will
continue to require that the combination of the down payment and the
amount of available VA guaranty equals at least twenty five percent of the
lesser of the purchase price or Certificate of Reasonable Value (CRV).

Maximum loan amount calculations performed by DU

DU will calculate the maximum loan amount as described earlier in this
section beginning on page 34. This will help ensure that the loan amount
meets the Ginnie Mae pooling and minimum guaranty requirements. Loans
that exceed Ginnie Mae’s maximum loan limit will receive an Ineligible
recommendation.

Note: VA may permit a higher loan amount than what is allowed for Ginnie
Mae pooling purposes. For loan amounts in excess of the Ginnie Mae limit,
lenders must confirm outside of DU that the loan amount meets VA
guidelines.
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