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Chapter 3

 Appraisal Requirements and Value Notices

Overview

	Introduction
	This chapter provides administrative details to supplement the policies and procedures in Chapters 11 and 13 of the Lender's Handbook.


	In this Chapter
	This chapter contains the following topics.
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3.01  Basis for VA Value Determinationsxe "Value Determinations, statutory references"
	Statutory Requirements
	The basic statutory requirements regarding VA value determinations are found in 38 U.S.C. 3731.


	Regulatory Requirements
	The basic regulatory requirements regarding VA value determinations are found in 38 CFR 36.4336(a)(2) and 38 CFR 36.4344.


	Policies and Procedures
	VA policies and procedures regarding VA value determinations are found in VA Pamphlet 26-7 (Lender’s Handbook) and in this manual. 


3.02  Reference Material

	Real Estate Market Dataxe "Value Determinations, use and maintenance of sales data"
	VA staff will maintain and use real estate sales data for comparative purposes to help ensure that properties are properly valued.


	Cost System(s)
	The Marshall and Swift commercial cost system is recommended when the cost approach to value is applicable for site-built construction.  The National Automobile Dealers Association (N.A.D.A.) Manufactured Housing Appraisal Guide (cost system) is recommended when the cost approach to value is applicable for manufactured homes. VA offices are responsible for subscription/transaction costs.




3.03  Property Types and Situations

	Property with Two to Four Living Unitsxe "Value Determinations, two to four living units" 
	VA requires the use of Fannie Mae Form 1025, Small Residential Income Property Appraisal Report.  VA does not require the use of Fannie Mae Form 216, Operating Income Statement.


	Property to be Alteredxe "Value Determinations, alterations and improvements"/

Improved/

Repaired 
	When extensive alterations, improvements or repairs are to be made, VA staff will: 

· See VA Lender’s Handbook Sections 10.05 & 11.12


	Partial Releasexe "Value Determinations, partial release of security" of Loan Security 
	VA staff will:

· See VA Lender’s Handbook Sections 10.05 & 11.12 

· Return all documentation with a memorandum or other form of notice of value to the VA entity that requested the value determination.


Continued on next page

3.03  Property Types and Situations, Continued

	Master Value Determinationsxe "Value Determinations, Master" 
	VA staff will enter the Master Certificate of Reasonable Value (MCRV) request in TAS for the requester.  The Assignment MCRV function in TAS is on the VA Processing/Loan Menu.

The request must provide a

· completed VA Form 26-1843b, Master Certificate of Reasonable Value Worksheet,

· builder program statement, and

· construction exhibits for each proposed model.

Items to be included in the builder program statement and required construction exhibits are listed in Section 10.10 of the Lender’s Handbook.

A Uniform Residential Appraisal Report (URAR) should be prepared for each model.

Value estimates for options must be based on market data.

Value estimates for options (on VA Form 26-1843a) will include:

· Identification (in item 2) of any exhibits showing offsite improvements taken into consideration in the appraisal, and

· The following statement if the property is to be enrolled in an insured 10-year protection plan and evidence of enrollment was not submitted with the appraisal request:

“Evidence of enrollment in an insured 10-year protection plan must be submitted with the guaranty request for each property."

Reference:  See Sections 10.10 and 11.11 of the Lender’s Handbook for details.


Continued on next page

3.03  Property Types and Situations, Continued
	Conversion of Department of Housing and Urban Development (HUD) Value Notices for VA Use

Acceptance of HUD Appraisals Where No Notice of Value Has Been Issued by HUD
	Conversion of HUD valuexe "HUD/FHA, Conversion of value notices" notices for VA use is very restricted.  If a HUD value notice can be converted for VA use, VA review of the valuation is necessary to ensure that it is:

· Valid for VAxe "HUD/FHA, VA-HUD Co-operation" purposes, and

· Accurate in light of known market conditions in the locale and any other appropriate factors.

Any problems encountered with a HUD valuation should be resolved with appropriate HUD/FHA (Federal Housing Administration)xe "HUD/FHA, VA-HUD Co-operation" personnel.

Each VA value notice based on a HUD valuation must contain the following endorsement:

"This value estimate is based on a value determination by the Department of Housing and Urban Developmentxe "HUD/FHA, VA-HUD Co-operation", dated ________, and in conjunction with HUD/FHA Case No. __________."

Reference:  See Section 10.11 in the Lender’s Handbook for details.

To eliminate duplicative efforts and unnecessary appraisal costs for veterans, VA staff may accept HUD appraisals where:

· The fee appraiser is:

· VA VA fee panel member, and

· not a staff employee of the lender

In such cases, the VA Notice of Value (NOV) will list applicable VA requirements and conditions.



	
	


Continued on next page

	Review of Escrow-Related Costs
	Loan Production may request a review of VA Form 26-1849, Escrow Agreementxe "Escrow agreements, review" for Postponed Exterior Onsite Improvements.  The purpose of that review by Construction and Valuation staff will be to determine if:

· The estimated cost shown on the Escrow Agreementxe "Escrow agreements, review" to complete the postponed work (in the event the builder fails to do so) is sufficient, and

· The additional amount proposed to be escrowed is sufficient.

Note:  The amount escrowed must be at least 1.5 times the estimated cost to complete the postponed work.

NOTE:  VA requires completion of all off-site improvements prior to loan guaranty.  For properties appraised prior to the off-site improvements being completed, VA Notice of Value must be conditioned for submission of evidence that the streets, sidewalks, drains, water, sewer, etc. have been completed and accepted for maintenance by the local authority (NOV Item #16).  If a lender, due to extenuating circumstance, is unable to obtain the required documentation, on a case-by-case basis, the VA Regional Loan Center of jurisdiction will review the particular situation involved and determine if an alternative procedure may be appropriate/acceptable.


3.03  Property Types and Situations, Continued
3.04  Liquidation Value Estimatesxe "Value Determinations, liquidations"
	Importance of Liquidation Values
	Values established for liquidation purposes can impact:

· VA’s financial interest in properties which are the security for VA-guaranteed loans, or VA-Portfolio loans,

· Continued lender participation in the Loan Guaranty program, and

· The interests of the veteran-obligor.


	20 Percent Loss In Value

xe "Field Reviews, liquidations-20 percent loss in value"
	A VA staff field review will be completed if the liquidation appraisal:

· Is made within 24 months of the original loan closing date, and

· Indicates a loss in value of 20 percent or more from the original value estimate.

The percentage of loss will be determined by comparing the current “as is” value plus any “contributory value” of repairs to either:

· The appraised value at origination,

· The REASONABLE VALUE (ORIG)” shown in the Loan Guaranty (LGY) Index System, or

· The “PURCHASE PRICE” shown in the LGY Index System, if reasonable value is not shown.


Continued on next page

3.04  Liquidation Value Estimatesxe "Value Determinations, liquidations", Continued

	20 Percent Loss In Valuexe "Field Reviews, liquidations-20 percent loss in value" (continued)
	The VA review will consider:

· Market condition changes since the origination appraisal,

· The condition of the dwelling at the time of origination,

· Any physical damage or other obsolescence which appears to have occurred after loan origination, and

· Any other significant differences.

The field review will be reported in The Appraisal System (TAS).

Although the field review should generally be completed prior to the final value determination, it can be:

· Delayed if the case file is documented to indicate that there appear to be no substantive errors in the appraisal reports, or

· Waived if the Loan Guaranty Officer concurs that:

There appear to be no substantive errors in the appraisal reports, and 

Either the property suffered damage as the result of a catastrophic event, or the loss is the result of a significant downturn in property values due to poor economic conditions.

Note:  Evidence of poor economic conditions significantly affecting property values must be documented (e.g., newspaper clippings noting a plant closing, market-wide economic data, etc.), and should be maintained in an appropriate reference file.


3.05  VA Staff Involvement in Value Changes

	Processing by VA Staff or Fee Appraiser
	Requirements for processing of Reconsideration of Value requests by VA staff or fee appraisers are based on the percentage of the requested increase in value.

Any reconsideration of valuexe "Value Determinations, reconsideration of value" request of 5 to 10 percent must be processed by either:

· VA staff, or

· The fee appraiser involved.

Note:  When the lender sends the request for reconsideration of valuexe "Value Determinations, reconsideration of value" to the fee appraiser, this requirement is automatically satisfied, unless VA staff sees a need for additional review.  Value increases above 5% may only be approved by VA staff.  

Reference: See Section 13.09 of the Lender’s Handbook for reconsideration of valuexe "Value Determinations, reconsideration of value" procedures. 


	Field Review by VA Staff
	A field review by VA staff is required if a request for increase in value:

· of 10 percent or more is submitted, or

· is submitted for a value that was previously increased.

Note:  The need for a field review is based on the percentage of the requested increase in value.


	Increases Based on VA Staff Field Review  


	If an increase in a VA value estimate is actually based on a field review made by VA staff:

· VA staff documentation must include a completed sales comparison analysis of the market data on which the increase is based.

Note:  The sales comparison analysis is to be in the format used in the Uniform Residential Appraisal Report.

Continued on next page




3.05  VA Staff Involvement in Value Changes, Continued

	Supervisory Concurrence
	VA supervisory concurrence is required if a reconsideration of value request reviewed by VA staff results in:

· an increase in value of 10 percent or more, or

· an increase of any percentage if the value was previously increased.


	Addressing Fee Appraiser Error
	Any fee appraiser error or omissions must be 

· reported to the fee appraiser, and

· documented in both the loan file and the fee appraiser’s performance file in FileNet.

Note:  A change in the value estimate by VA staff does not necessarily indicate a fee appraiser error.


	Counseling and/or Disciplinary Actions
	Appraisers will be counseled or disciplined, as appropriate, for errors considered Substantive Negative Work Findings as they relate to value and condition of the property.

See also, Chapter 6


	Delay or Waiverxe "Field Reviews, delay or waiver" of VA Staff Field Review
	VA offices may:

· Wait until after the valuation endorsement (Amended Notice of Value) is issued to perform required field reviews, if a review of the documentation for the increase indicates that it is justified, or

· Waive the field review requirement on a case-by-case basis, if the supervisor provides a valid written justification based on other than shortage of personnel or travel fund considerations. 


3.06  Release of Value-Related Material

	Appraisal Reports and Value Notices
	38 CFR 1.512xe "Value Determinations, availability to public" requires that appraisal reports and VA value notices be made available by VA for inspection or copying by any party on request, whether or not the party is involved in the transaction.

Such information is to be released according to 38 CFR 1.550 through 1.558, which in general describes procedures to be followed when releasing information to the public.


	Construction Exhibits
	38 U.S.C. 3705(b)xe "Construction Exhibits, availability to public" requires that construction exhibits (including VA-approved changes) be made available by VA for inspection or copying by any purchaser, homeowner, or warrantor.
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