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Chapter 9  Refinancing Loans
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How to Use this Chapter


 


Introduction�
This chapter was created to separate information on refinancing loans from information on other types of loans due to:


�SYMBOL 183 \f "Symbol" \s 10 \h�	The large volume of inquiries on refinancing loans


�SYMBOL 183 \f "Symbol" \s 10 \h�	The special conditions and procedures for refinancing loans.





This chapter contains previously unpublished IRRRL information regarding:


�SYMBOL 183 \f "Symbol" \s 10 \h�	Proposed IRRRLs where the obligors on the IRRRL would differ from those originally obligated on the VA loan to be refinanced


�SYMBOL 183 \f "Symbol" \s 10 \h�	Circumstances under which borrowers can receive cash proceeds


�SYMBOL 183 \f "Symbol" \s 10 \h�	Documentation required for a prior approval submission when the existing VA loan is three or more payments in arrears. 





Basic information on refinancing loans can be found in the Lender's Handbook in paragraphs 3.12, 3.13, 3.14, 4.04d, 4.07, 4.08 and 5.01.�
�
 


�
Section�
Heading�
�
Subjects in this Chapter�
9.01  Interest Rate Reduction Refinancing Loans (IRRRLs)�
�SYMBOL 183 \f "Symbol" \s 10 \h�	References


�SYMBOL 183 \f "Symbol" \s 10 \h�	Who Can an IRRRL be Made to?


�SYMBOL 183 \f "Symbol" \s 10 \h�	Explanation of Unapprovable Cases in Example Table


�SYMBOL 183 \f "Symbol" \s 10 \h�	Underwriting of IRRRLs When Obligors Have Changed


�SYMBOL 183 \f "Symbol" \s 10 \h�	When Can the Borrower Receive Cash at Closing? 


�SYMBOL 183 \f "Symbol" \s 10 \h�	IRRRL Procedures


�SYMBOL 183 \f "Symbol" \s 10 \h�	Prior Approval Procedures


�SYMBOL 183 \f "Symbol" \s 10 \h�	Amount of Guaranty and Entitlement Use


�SYMBOL 183 \f "Symbol" \s 10 \h�	Certificate of Eligibility


�SYMBOL 183 \f "Symbol" \s 10 \h�	Coding and Other Recordkeeping�
�
�
9.02  IRRRL Made to Refinance Loan 3 or More Payments Past Due�
�SYMBOL 183 \f "Symbol" \s 10 \h�	Prior Approval Submission


�SYMBOL 183 \f "Symbol" \s 10 \h�	Reject or Approve Loan


�
�
�
9.03  Cash-out Refinancing Loans�
�SYMBOL 183 \f "Symbol" \s 10 \h�	References


�SYMBOL 183 \f "Symbol" \s 10 \h�	Procedures and Loan Conditions�
�
�
9.04  Other Refinancing Loans�
�SYMBOL 183 \f "Symbol" \s 10 \h�	What are they?


�SYMBOL 183 \f "Symbol" \s 10 \h�	Procedures�
�
9-ii 


�
September 16, 1996	M26-1, Revised 





�seq chapter \h \r9�9.01  Interest Rate Reduction Refinancing Loans (IRRRLs)





References�
See paragraphs 3.13, 3.14, 4.04d and 4.08 of the Lender's Handbook for details on IRRRLs.�
�
  


Who Can an IRRRL be Made to?�
Generally, the party(ies) obligated on the original loan must be the same on the new loan (and the veteran must still own the property).


HOWEVER


Some VA policy decisions have been made on a case-by-case basis, particularly in the area of spouses because:


�SYMBOL 183 \f "Symbol" \s 10 \h�	Both the veteran and the Government benefit from a lower interest rate, and generally, a lower mortgage payment


�SYMBOL 183 \f "Symbol" \s 10 \h�	VA is not put in any worse position, because the guaranty on the new loan is essentially the same as the guaranty on the old loan.





Contact Central Office (264) before responding to inquiries on proposed IRRRLs involving changes in obligors unless the correct response is clear based on information and examples in this section.





The following table provides some examples:�
�
  


Parties Obligated on Old VA Loan�
Parties to be Obligated on new IRRRL�
Is IRRRL Possible?�
�
Unmarried veteran�
Veteran and new spouse�
Yes�
�
Veteran and spouse�
Divorced veteran alone�
Yes�
�
Veteran and spouse�
Veteran and different spouse�
Yes�
�
Veteran alone�
Different veteran who has substituted entitlement�



Yes�
�
Veteran and spouse�
Spouse alone (veteran died)�
Yes�
�
Veteran and spouse�
Spouse and his or her new spouse (veteran died)�
Yes�
�
Veteran and nonveteran joint loan obligors�
Veteran alone�
Yes


�
�
Unmarried veteran�
Spouse alone (veteran died)�
No�
�
Veteran and spouse�
Different spouse alone (veteran died)�
No�
�
Veteran and nonveteran joint loan obligors�
Nonveteran alone�
No�
�
Continued on next page
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9.01  Interest Rate Reduction Refinancing Loans (IRRRLs), Continued





Explanation of Unapprovable Cases in Example Table�
In the last three cases of the example table, the applicants cannot obtain an IRRRL because they do not include the veteran or a person who was the veteran's spouse at the time the original loan was made (and who was obligated on the loan along with the veteran).





In the case of the unmarried veteran obtaining the original loan


�SYMBOL 183 \f "Symbol" \s 10 \h�	The marriage and death of the veteran occurred after the loan was made


�SYMBOL 183 \f "Symbol" \s 10 \h�	The deceased veteran's spouse is not obligated on the original loan


THUS, an IRRRL is not possible.





In the case of the veteran and spouse obligated on the original loan


�SYMBOL 183 \f "Symbol" \s 10 \h�	The divorce, remarriage, then death of the veteran occurred after the loan was made


�SYMBOL 183 \f "Symbol" \s 10 \h�	The deceased veteran's new spouse is not obligated on the original loan


THUS, an IRRRL is not possible.





In the case of the veteran/nonveteran joint loan


�SYMBOL 183 \f "Symbol" \s 10 \h�	The veteran "sold out" to the nonveteran co-obligor after the loan was made


�SYMBOL 183 \f "Symbol" \s 10 \h�	The veteran no longer has any ownership interest in the property


THUS, an IRRRL is not possible.�
�



Underwriting of IRRRLs When Obligors Have Changed�
Although VA does not require any credit/income documentation or reunderwriting of IRRRLs when there has been a change in obligors, lenders may want to consider the following:


�SYMBOL 183 \f "Symbol" \s 10 \h�	Check mortgage payment record in lieu of obtaining a full credit report, unless required by investor


�SYMBOL 183 \f "Symbol" \s 10 \h�	For death or divorce cases, obtain a statement from the obligor(s) on the ability to make payments on the new loan without the co-obligor's income.


�SYMBOL 183 \f "Symbol" \s 10 \h�	Obtain a statement about the addition of a different spouse, change in number of dependents, etc., as applicable.





The lender should satisfy itself that the lower interest rate and minimum 25% guaranty compensate for no reunderwriting on the new loan when there has been a change in obligors�
�



Continued on next page
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9.01  Interest Rate Reduction Refinancing Loans (IRRRLs), Continued


 


When Can the Borrower Receive Cash at Closing? �
An IRRRL cannot be used to take equity out of the property or pay off debts, other than the VA loan being refinanced.  Therefore, the general rule is that the borrower cannot receive cash proceeds from the loan.  





There are situations which come about at closing, however, which may result in the borrower receiving cash.  Some examples of situations for which VA does not object to the borrower receiving cash are:


�SYMBOL 183 \f "Symbol" \s 10 \h�	Computational errors


�SYMBOL 183 \f "Symbol" \s 10 \h�	Changes in final pay-off figures


�SYMBOL 183 \f "Symbol" \s 10 \h�	Up-front fees paid for the appraisal and/or credit report that are later added into the loan


�SYMBOL 183 \f "Symbol" \s 10 \h�	Refund of the escrow balance on the old loan


�SYMBOL 168 \f "Symbol" \s 8 \h�	This often occurs when a party other than the present holder originates the loan.





While VA's policy is not to set a "ceiling" or a specific dollar limitation, if a situation involves a borrower receiving more than $500, consult Central Office (264) as to its acceptability.  Lenders and VA personnel should exercise common sense when assessing such situations and draw from basic program information to know the difference between an equity withdrawal and cash from unforeseen circumstances.





DO NOT request a refund of cash from the lender or borrower, unless the cash proceeds are clearly from equity withdrawal.   �ref  borrower"��
�



IRRRL Procedures�
Assign a new loan number.


�SYMBOL 183 \f "Symbol" \s 10 \h�	This is normally obtained up-front by the lender through the Automated Appraisal Assignment Process System (AAAPS), without requesting an appraisal.





Upon receiving the IRRRL loan submission, establish a loan file for the new loan.  


�SYMBOL 183 \f "Symbol" \s 10 \h�	Cross-reference to the old loan file so it can be recalled as needed for servicing and other purposes.�
�
  


Continued on next page
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9.01  Interest Rate Reduction Refinancing Loans (IRRRLs), Continued





Prior Approval Procedures�
For any IRRRL prior approval submission:


�SYMBOL 183 \f "Symbol" \s 10 \h�	Check the applicant's name against the LCS alphabetical index of active defaults.


�SYMBOL 183 \f "Symbol" \s 10 \h�	Obtain the old loan file if the loan is in default and delay processing until it is received.


�SYMBOL 168 \f "Symbol" \s 8 \h�	If the refinancing is approved, place copies of the original loan application, information concerning the default, VA Form 26-6850, Notice of Default, and VA servicing information in the new loan file�
�



Amount of Guaranty and Entitlement Use�
The LP-generated Loan Guaranty Certificate will reflect the appropriate guaranty amount based on input of the new and old loan numbers and the veteran's use of entitlement on the old loan.  





To manually calculate guaranty:


�SYMBOL 183 \f "Symbol" \s 10 \h�	Transfer the dollar amount of guaranty applicable to the old VA loan to the new loan.


�SYMBOL 183 \f "Symbol" \s 10 \h�	Calculate the new percent of guaranty based on the new loan amount using the transferred (old) dollar amount of guaranty.


�SYMBOL 183 \f "Symbol" \s 10 \h�	Limit the result to the appropriate maximum guaranty percentage.


�SYMBOL 168 \f "Symbol" \s 8 \h�	See paragraph 4.08c of the Lender's Handbook for details.


�SYMBOL 183 \f "Symbol" \s 10 \h�	If this calculation results in less than 25 percent guaranty, increase the new guaranty to the 25 percent minimum





Do not make any additional charge to the veteran's entitlement for the IRRRL.  Contact Central Office (264) before responding to an inquiry involving unusual circumstances�
�
    


Certificate of Eligibility�
Line out the old loan number and insert the new loan number immediately above.  Initial and date the change.





Include the information on the old loan, lined out, on any duplicate Certificate of Eligibility issued.





Use VA Form 26-8939, Refinancing Loan Notice, to return the COE to the veteran or spouse.�
�
 


Continued on next page
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9.01  Interest Rate Reduction Refinancing Loans (IRRRLs), Continued





Coding and Other Recordkeeping�
Enter information into LP in accordance with instructions contained in appendix C, the LP System Guide





Record work counts (and receive work measurement credits) for all commitments and evidences of guaranty issued, denied or withdrawn, in the same manner as for other guaranteed loans.





Include only rejected IRRRL prior approval applications on SQC (Statistical Quality Control) register 221.  Include issuances of evidence of guaranty on IRRRLs on SQC register 223.�
�
 


9.02  IRRRL Made to Refinance Loan 3 or More Payments Past Due


 


Prior Approval Submission�
Any IRRRL made to refinance a loan 3 or more payments past due must be submitted for prior approval.  





Obtain from the lender the information indicated in paragraph 4.08b of the Lender's Handbook as well as: 


�SYMBOL 183 \f "Symbol" \s 10 \h�	An explanation of the reasons for the default


�SYMBOL 183 \f "Symbol" \s 10 \h�	Evidence that the circumstances which caused the default have been corrected


�SYMBOL 183 \f "Symbol" \s 10 \h�	Verification of employment and/or other income�
�
  


Reject or Approve Loan�
Determine the veteran's willingness and ability to make the loan payments.


�SYMBOL 183 \f "Symbol" \s 10 \h�	The default on the prior loan is not a basis for withholding approval of the new loan in the absence of a clear indication that the veteran lacks the willingness or ability to make the loan payments.


HOWEVER


�SYMBOL 183 \f "Symbol" \s 10 \h�	Do not approve a loan that would be of no real benefit to the interests of the veteran or the Government.�
�
  


Continued on next page
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9.02  IRRRL Made to Refinance Loan 3 or More Payments Past Due, Continued


 


�styleref "Block Label"�Reject or Approve Loan� (continued)�
�
�



�
All late payments and late charges can be rolled into the new loan.


�SYMBOL 183 \f "Symbol" \s 10 \h�	If the amount of late payments and late charges is significant, the proposed monthly payment will be adversely impacted.


�SYMBOL 168 \f "Symbol" \s 8 \h�	Carefully analyze whether the IRRRL would benefit the veteran and not create unacceptable risk to the Government in light of the new monthly payment. 





If the loan is denied, communicate this to the veteran and lender using 


FL 26-599.


�SYMBOL 183 \f "Symbol" \s 10 \h�	Check the "Other" block and state the specific reason for denial.�
�



9.03  Cash-Out Refinancing Loans


References�
See paragraphs 3.12, 3.14 and 4.07 of the Lender's Handbook for details on cash-out refinancing loans. �
�
 


Procedures and Loan Conditions�
Prior approval processing, underwriting, issuance of guaranty, postaudit and full review procedures are essentially the same as for nonrefinancing loans guaranteed by VA.  Significant differences are that for cash-out refinances:


�SYMBOL 183 \f "Symbol" \s 10 \h�	The loan limit is 90% of the amount on the Certificate of Reasonable Value, plus the funding fee, plus the cost of any energy efficient improvements up to $6,000


�SYMBOL 183 \f "Symbol" \s 10 \h�	The maximum guaranty is $36,000 (not $50,750)


�SYMBOL 183 \f "Symbol" \s 10 \h�	The loan must pay off an existing lien(s)


�SYMBOL 168 \f "Symbol" \s 8 \h�	Itemization of the debts paid off by loan proceeds is required


�SYMBOL 183 \f "Symbol" \s 10 \h�	The veteran can receive cash proceeds from the loan for any purpose acceptable to the lender�
�
9-6  �
September 16, 1996	M26-1, Revised





9.04  Other Refinancing Loans





What are they?�
These consist of loans to refinance:


�SYMBOL 183 \f "Symbol" \s 10 \h�	Construction loans


�SYMBOL 183 \f "Symbol" \s 10 \h�	Installment land sales contracts


�SYMBOL 183 \f "Symbol" \s 10 \h�	Loans assumed by veterans at interest rates higher than that for the proposed refinance�
�
 


Procedures�
These loans are like cash-out refinances in all respects EXCEPT:


�SYMBOL 183 \f "Symbol" \s 10 \h�	The loan amount is not limited to 90%.  


�SYMBOL 183 \f "Symbol" \s 10 \h�	These loans may not exceed the lesser of 


�SYMBOL 168 \f "Symbol" \s 8 \h�	The VA reasonable value 


OR


�SYMBOL 168 \f "Symbol" \s 8 \h�	The sum of the outstanding balance of the loan to be refinanced plus allowable closing costs and discounts�
�
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