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DOCUMENT OVERVIEW

Purpose The following document describes the responsibilities and requirements of the Carrington
Mortgage Services, LLC (CMS) Mortgage Lending Division Underwriter (Underwriter)
when reviewing and underwriting Veteran Administration (VA) mortgage loan applications.
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VA UNDERWRITING

Overview This document describes how to review and underwrite Veteran Administration (VA)
mortgage loan applications.

VA LOAN PROGRAMS AND COMPLIANCE

Overview This section describes the eligible loan programs and compliance requirements
necessary to obtain VA guaranty. CMS must ascertain whether the specific provisions
of the loan program are permissible under all applicable laws and regulations. CMS
must also take the necessary steps to verify the continued validity of the loan program
provisions under applicable laws and regulations, and must notify any investors in the
event it believes that any provisions might be restricted or impermissible under such
laws or regulations.

The requirements outlined in this section represent VA core requirements for manually
underwritten loans. The AUS decision and recommendations for reduced
documentation may be followed, unless otherwise noted in this document.
Requirements that vary from one loan program to another are described in the product
matrices. Waivers do not apply to state specific compliance restrictions.

VA PRIOR APPROVAL

Requirements VA prior approval is required in the following circumstances:
e Veterans in receipt of VA non-service connected pension
¢ Joint loans made to:
0 The veteran and one or more nonveterans (not spouse)*

0 The veteran and one or more veterans (not spouse) who will not be using
their entitlement*

*Permitted by exception only with management review due to additional
equity requirements

Joint loans made to two veterans, where both entitlements will be used, may be closed
automatically without prior approval.

A loan to a veteran and fiancé who intend to marry prior to loan closing and take title
as veteran and spouse will be treated as a loan to a veteran and spouse (conditioned
upon their marriage), and not a joint loan.

VETERANS ELIGIBILITY AND ENTITLEMENT

Overview This section describes the eligibility and entitlement requirements for the veteran to
utilize the home loan benefit. Eligibility is determined by VA and documented on the
Certificate of Eligibility (COE). Eligibility means the veteran meets the basic criteria of
appropriate length and character of service. Eligibility is the amount a veteran may
have available for a guaranty of a loan. An eligible veteran must still meet credit and
income standards to qualify for a VA-guaranteed loan. A COE is the only reliable Proof
of Eligibility for the lender (except in the case of an Interest Rate Reduction
Refinancing Loan IRRRL), which will be discussed in the section below.
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To establish eligibility CMS requires a copy of the COE for the veteran or service
member. This is obtained through the VA'’s Information Portal. Once logged into the
portal, select web LGY from applications, then select Eligibility and follow the prompts.
If the COE cannot be accessed the originator should select an electronic link to submit
an electronic application. This method allows the upload of supporting documentation
and to submit the application electronically to the Eligibility Center.

CMS may rely on the COE as proof the veteran is eligible for the home loan benefit.
Although eligible for the home loan benefit, veterans must still qualify based upon
income and credit before the loan approval is granted.

VA systems will not generate a VA case number for an IRRRL if there is no record of
an active loan. This means if a lender successfully obtains a case number for an
IRRRL, no further documentation of eligibility is required.

Entitlement is the amount available for use on a loan. The amount of available basic
entitlement is $36,000. This may be reduced if a veteran has used entitiement before
which has not been restored. The amount of basic entitlement will be displayed near
the center of the COE. For example it may say:

“THIS VETERAN'S BASIC ENTITLEMENT IS $ . TOTAL ENTITLEMENT
CHARGED TO PREVIOUS VA LOANS IS $

For certain loans in excess of $144,000, additional entitiement may be available. For
veterans with full entitlement, VA will guaranty 25% of the loan amount on purchase or
cash out refinance transactions, regardless of the Freddie Mac Conforming Loan Limit
for the subject’s county. For veterans with partial entitlement, the maximum
entitlement is 25 percent of the Conforming Loan Limit for the subject’s county.

Even though the veteran may have entitlement for certain loans greater than
$144,000, the COE will never reflect this potential “extra” entitlement. Instead, an
asterisk by the word “available” refers to a note, which explains the possibility of
additional entitlement.

If the veteran previously used entitlement, which has not been restored, available
entitlement is reduced by the amount used on the prior loan(s). CMS requires the
veteran to have combined entitlement and equity totaling 25% of the lesser of the
contract price or appraised value for purchase transactions, or 25% of the appraised
value for cash-out refinance transactions.

Vet-Vet Joint Loans

For loans above $144,000 to two veterans who are not married to each other (Vet-Vet
Joint Loans), and

e all Veterans have full entitlement: The maximum guaranty is 25% of the loan
amount without regard to the FHFA Loan Limit for the subject’s county.

e one or more Veteran has partial entitlement: The maximum guaranty is 25% of
the lesser of the loan amount or FHFA Loan Limit for the subject’s county.

Married Veterans using Dual Entitlement

For loans above $144,000 to two Veterans who are married to each other and using
dual entitlement, the maximum guaranty is 25% of the loan amount so long as one of
the Veterans has full entitlement. If both Veterans have partial entitlement, then the
maximum guaranty is 25% of the lesser of the loan amount or FHFA Loan Limit for the
subject’s county.
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Veterans Eligibility and Entitlement (continued)

VA Guaranty Veterans with Full Entitlement
Examples
Purchase Veteran has full entitlement, and is purchasing a home for

$650,000 in a county where the FHFA Loan Limit is $510,400.

The maximum guaranty available is $650,000 * 25% = $162,500.
No down payment is required.

Cash Out The subject property already has a VA loan with $80,000 of

Refinance entitlement tied to it. The Veteran is seeking a cash out refinance
loan on a property appraised at $650,000 in a county where the
FHFA Loan Limit is $510,400. There is no other previously used
unrestored entitlement.

Since the $80,000 of outstanding entitlement will be restored for
the purposes of the subject transaction, full entitlement will be
available to the veteran.

The maximum guaranty is $650,000 * 25% = $162,500. No equity
is required to meet the guaranty requirement, however the loan
amount is limited to the conforming loan limit when the LTV
exceeds 90%.

Concurrent The veteran’s departing residence has $80,000 of entitlement tied

Closings to it, and is being sold. The veteran is purchasing a home for
$650,000 in a county where the FHFA Loan Limit is $510,400.
There is no other previously used unrestored entitlement.

e Purchase transaction closes on the same day or after the sale
of the departing residence: The entitlement tied to the
departing residence may be restored and utilized towards the
subject transaction, so the veteran will have full entitlement to
guaranty the purchase transaction.

The maximum guaranty available is $650,000 * 25% =
$162,500. No down payment is required.

e Purchase transaction closes prior to the sale of the departing
residence by 1 day or more: The entitlement tied to the
departing residence may not be restored for the purpose of
calculating the available entitlement for the subject transaction.

The maximum guaranty available for the purchase transaction
is 25% of the FHFA Loan Limit less the amount of entitlement
tied to the departing residence: ($510,400 * 25%) - $80,000 =
$47,600. A down payment of $114,900 is required, which is the
difference between the required guaranty of $162,500 and the
available guaranty of $47,600.
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Veterans Eligibility and Entitlement (continued)

VA Guaranty Veterans with Partial Entitlement
Examples,
Purchase Veteran has $80,000 of entitlement not restored, and is purchasing
a home for $650,000 in a county where the FHFA Loan Limit is
$510,400.

The required guaranty is $650,000 * 25% = $162,500.

The maximum guaranty available is ($510,400 * 25%) - $80,000 =
$47,600. A down payment of $162,500 - $47,600 = $114,900 is

required.
Cash Out The Veteran has $80,000 of entitlement tied to the subject
Refinance property, which will be restored for the purposes of a cash out

refinance. The Veteran has $36,000 of entitlement previously
charged off that will not be restored.

The subject’s appraised value is $650,000 in a county where the
FHFA Loan Limit is $510,400, and the veteran is seeking the
maximum loan amount available for a cash out refinance.

The guaranty required is $650,000 * 25% = $162,500. The
maximum guaranty available is ($510,400 * 25%) - $36,000 =
$91,600. The required equity is the difference between the
required guaranty and the available guaranty $162,500 - $91,600 =
$70,900

The maximum available loan amount is $650,000 - $70,900 =
$579,100. The LTV $579,100 / $650,000 = 89.1% complies with
VA cash out lending restrictions.

Additional examples, including examples for Joint Loans and married Veterans using
dual entitlement are available at Exhibit A of Circular 26-19-30.
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Veterans Eligibility and Entitlement (continued)

Funding Fee The “FUNDING FEE” (FF) field appears near the top of the COE. The exemption
(FF) Field and status, either “EXEMPT,” “NON EXEMPT,” or “CONTACT RLC,” will appear to the
Conditions on right of this field:

E
co e EXEMPT status indicates a veteran is exempt from paying the FF.
e NON EXEMPT status indicates a veteran is not exempt from paying the FF.
e CONTACT RLC indicates a system-generated determination is not available.
Note: Regardless of the new FF status shown on the COE, the underwriter must be
sure to read any and all statements appearing in the “CONDITIONS” field, which
appears near the middle portion of the COE:
For COEs with “EXEMPT” status, the following “CONDITIONS” may appear:
¢ “Funding Fee — Veteran is exempt from Funding Fee due to receipt of service-
connected disability compensation of §__ monthly.”
¢ “Funding Fee — Veteran is exempt from Funding Fee due to receipt of service-
connected disability compensation. Monthly compensation rate has not been
determined to date.”
e “Funding Fee — Please fax a copy of VA Form 26-8937 to the VA Regional
Loan Center of jurisdiction.”
¢ “Funding Fee — Please have the lender contact VA Regional Loan Center for
loan processing. Please fax a copy of VA Form 26-8937 to the RLC of
jurisdiction.”
For COEs with a “NON EXEMPT” status, the following “CONDITIONS” may appear:
¢ “Funding Fee — Veteran is not exempt from Funding Fee.”
e “Funding Fee — Veteran is not exempt from Funding Fee due to receipt of non-
service-connected pension. LOAN APPLICATION WILL REQUIRE PRIOR
APPROVAL PROCESSING BY VA.”
For COEs with “CONTACT RLC” status, the following “CONDITION” will appear:
“Funding Fee — Please fax a copy of the 26-8937 to the RLC of jurisdiction.”
IRRRL The Funding Fee Exemption Status on IRRRLs is displayed in webLGY at the time the
Exemption Case Number is ordered.
Status

Exempt Status If “‘EXEMPT” status appears next to the “FUNDING FEE” field on the COE, this will be

and Verified considered acceptable verification of FF exemption. Additionally, on COEs with an

Income “‘EXEMPT” status, any service-connected disability income amount appearing in the
“CONDITION?” section of the COE will be viewed as verified income.
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Veterans Eligibility and Entitlement (continued)

Additional COE  Additional Conditions that the lender and veteran must comply with are listed on the
Conditions COE, under the Conditions heading. The following table provides the actions a lender
should take for each condition, if applicable:

Entitlement has been used for If the proposed loan involves a
manufactured home purposes. manufactured home, adhere to the
Remaining entitlement for additional entitlement limit indicated.

manufactured home use is: $ [amount].

Not eligible for any loan to purchase a If the proposed loan involves a
manufactured home unit until veteran manufactured home, ensure that the
disposes of unit purchased with veteran has disposed of the unit
manufactured home loan number VA indicated.

LIN [number].

Entitlement previously used for VA LIN This is information for the veteran. The
[number] has been restored without lender need not be concerned if this
disposal of the property, under provision | condition is applicable, as long as the
of 38 U.S.C. 3702b(4). Any future available entitlement shown on the COE
restoration requires disposal of all is sufficient for the lender’s purposes.

property obtained with a VA loan.

Applying for a CMS requires a copy of the COE on all VA loans. The COE may be obtained through
Certificate of the VA Portal.

Eligibility If a COE cannot be obtained immediately or if the COE is issued with reduced
entitlement and restoration is needed, CMS will require evidence of restoration of full
entitlement.

Note: Inability to obtain a COE in webLGY does not mean the veteran is ineligible,
only that the system does not have sufficient information to make an automatic
determination. The originator can upload documentation such as discharge papers or
evidence to support restoration and the electronic application to webLGY.
For mailed applications, follow the procedures below.
1 Complete the VA Form 26-1880
2 Attach all required documentation to the form
3 Submit the form and attachments to:
Atlanta Regional Loan Center
Attn: COE
P.O. Box 100034
Decatur, GA 30031
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Veterans Eligibility and Entitlement (continued)
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Unmarried surviving spouses of veterans who die on active duty or later from service-
connected causes may also be eligible for the home loan benefit. Also, a surviving
spouse of a veteran who dies on active duty or from service connected causes, may
still be eligible if remarried on or after age 57 and on or after December 16, 2003.
Eligibility may also be granted to the spouse of an active duty member who is listed as
missing in action (MIA) or a prisoner of war (POW) for at least 90 days. Eligibility under
this MIA/POW provision is limited to one-time use only.

Surviving spouses of veterans who died from non-service connected causes may also
be eligible if any of the following conditions are met: (1) the veteran was rated totally
disabled for 10 years or more immediately preceding death; or (2) was rated totally
disabled for not less than five years from date of discharge or release from active duty
to date of death, or (3) the veteran was a former prisoner of war who died after
September 30, 1999, and was rated totally disabled for not less than one year
immediately preceding death.

If applying for the first time, surviving spouses must complete VA Form 26-1817,
Request for Determination of Loan Guaranty Eligibility-Unmarried Surviving Spouses,
instead of VA Form 26-1880.

Surviving Spouse COEs are not issued via an automated COE. In order to obtain a
Surviving Spouse COE, upload the completed VA Form 26-1817 and supporting
documentation into webLGY, and complete the electronic application.

If the veteran’s COE has been lost, another COE may be applied for in the same
manner as described above.

DD Form 214, Certificate of Release or Discharge From Active Duty must be provided
under the following circumstances:

e Veterans discharged from active duty service within 2 years of the loan
application

e Discharged veterans with current employment of less than 12 months, where
the duties the applicant performed in the military are similar or directly related
to the duties of the present position

e An Automated Certificate of Eligibility isn’t available through the VA Portal and
CMS must process a manual COE application (Note: For members of the
Reserves and National Guard, a manual COE application should be
accompanied by a Points Statement and not a DD 214)

The veteran’s character of service is not required to be documented unless manual
processing of a COE application is required by VA, however any DD 214 provided
reflecting character of service must be reviewed to insure an other than dishonorable
discharge.
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Veterans Eligibility and Entitlement (continued)
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There is no one form used by the Reserves or National Guard that is similar to DD
Form 214.

Discharged members of the Army or Air National Guard may submit NGB Form 22,
Report of Separation and Record of Service, or a retirement points statement.

Typically, all members of the Reserves and/or Guard receive an annual retirement
points summary which indicates the level and length of participation. The applicant
should submit the latest such statement received along with evidence of honorable
service.

If veterans cannot locate proof of service, they can request military documents either

through http://www.ebenefits.va.gov/ or by completing SF-180, Request Pertaining to
Military Records. The completed form should be submitted to the appropriate address
shown. It should NOT be sent to VA.

Lenders and veterans should not delay requesting a COE pending receipt of requested
military documents. In most cases, VA internal systems will have sufficient information
to make the eligibility determination.

A veteran is eligible for VA home loan benefits if he or she served on active duty in the
Army, Navy, Air Force, Marine Corps, or Coast Guard after September 15, 1940, and
was discharged under conditions other than dishonorable after either:

e 90 days or more, any part of which occurred during wartime, or
e 181 continuous days or more (peacetime).
2-year requirement: A greater length of service is required for veterans who:
e enlisted (and service began) after September 7, 1980, o