Loan Guaranty Information Video

Overview of the VA Home Loan program

For veterans

Hello.  Welcome to VA’s Loan Guaranty Information Video - VA HOME LOANS & YOU. 

My name is Lance Motta and I’m a Loan Specialist at the Atlanta Regional Loan Center in Decatur, Georgia.  No matter where you’re from, if you’re thinking about pursuing the American dream of home ownership, and utilizing VA’s Home Loan Guaranty Program, then you’re viewing the right video.

In the next 15 minutes, I’m going to tell you (PP1) what a VA loan is.  I’m going to discuss loan limits, the all important issue of occupancy, and the types of homes you can purchase with a VA loan.  I’m going to (PP2) explain the advantages of VA financing.  I’m going to tell you what makes someone eligible for a VA loan;  and finally, I’m going to go  through the five steps in the home buying process, to get you into the house of your dreams, and those 5 steps are: (PP 3) Step 1 - Applying for your Certificate of Eligibility; Step 2 -  Selecting a lender and getting pre-qualified or pre-approved;  Step 3 – Finding your dream home and negotiating a contract;  Step 4 - The loan application process, which includes the appraisal;  and finally, Step 5 – Closing the loan, and what you can expect to pay at closing.  But, let’s start at the beginning by explaining what a VA loan is.

A VA home loan is a loan obtained from a lending institution:  bank, mortgage corporation, funding company, etc.  VA guarantees or backs up a percentage of the loan to the lender in the event that you stop making your payments and lose the house.  It’s a partial guaranty on a much greater loan amount. 

Confused?  Don’t be! Try not to be overly concerned with either the dollar amount or percentage of VA’s guaranty as this is really between the lender and VA.  The bottom line is, if you’ve never obtained a VA loan in the past, or, if you had a previous VA loan but sold the house and paid the loan in full, then you have what we call full entitlement.  This means that you can get the maximum loan that lenders are currently giving on VA mortgages, providing that you have the income and credit to qualify for the full loan amount.  The maximum loan that lenders are currently giving is (PP 4)  4 times the dollar amount of VA’s maximum possible guaranty of $60,000, or, $240,000.  Lenders are giving loans of more than $240,000 when a down payment is made. 

Now, you know what a VA loan is, and that the maximum loan that lenders generally give on VA mortgages is $240,000, but you’re probably wondering exactly what you can use a VA loan for, so I’ll address that issue.

The most basic tenet of a VA loan is (PP 5)  “owner occupancy.”  This means that you must occupy the house that you purchase with a VA guaranteed loan. An exception to this is that, if you’re on active duty in the military and cannot occupy the property because of your duty at a distant location, then the occupancy requirement is met if the house is occupied by your legal spouse.  But, remember, you cannot buy a vacation home or an investment property with a VA loan.

A VA loan may be used to (PP 6) purchase or construct a residence. You may use a VA loan to build a house on land that you already own or to simultaneously purchase land and build a house.  You may purchase a conventional house, or, a townhouse or condominium home.  You may purchase a manufactured unit and have it affixed to a permanent foundation.  You may refinance an existing VA mortgage or some other type of mortgage, to pull out equity, or, you may use a VA loan to refinance an existing VA loan for a lower interest rate.  There are some other types of VA loans as well, but since the focus of this presentation is on the purchase of a home, inquire at your local VA or with your lender, or visit one of our web sites,  to obtain details on the various types of VA loans available.  Important phone numbers and internet addresses will appear on the screen at the conclusion of this presentation.

Well, now that you know what you can do with a VA loan, the next logical question is “why a VA loan?”  The advantages of a VA loan to you are:  (PP 7)  In most cases, no down payment.  If you don’t have any money to put down, or, if you don’t wish to put any money down, it’s possible to obtain 100% financing, providing that you have the income and credit to qualify for the full loan amount.  I have a money saving tip for you:  there’s no Property Mortgage Insurance with VA loans.  It may be easier for you to qualify for a VA loan, since large amounts of cash are not needed at closing.  The interest rate and closing costs might be lower.  The interest rate and discount points are not set by VA.  You and the lender negotiate the interest rate, discount points and some other costs, so you should “shop around” and look for the best deal.  And VA loans are assumable.  The assumability feature is a great marketing tool when trying to sell a house during a time when interest rates are moving upward.  And, if you run into trouble making your payments, VA will try to help you work it out and save your home.

I’ve defined VA loans for you, told you that owner occupancy is the most basic tenet.  You know what you can do with a VA loan, and you’ve learned about the advantages of VA loans.  So, this leads us to an important question.  Are you eligible to participate in VA’s home loan program?

You may be eligible for a VA home loan if  (PP 8 - 1st ½ ) you are on active duty or served on active duty and were discharged under conditions other than dishonorable. The length of service requirement varies, depending on whether you served during wartime or peacetime.  For example, a World War II, Viet Nam Era, or Persian Gulf War veteran may be eligible with 90 days of service.  A greater length of service, 2 years, is required for veterans who enlisted after September 7th, 1980 and do not have any war time service.  If you’re a member of the Reserves or National Guard and are not otherwise eligible, you may be eligible upon completion of 6 years of service.  You are eligible for a VA loan if (PP 8 - 2nd ½) you’re the unmarried surviving spouse of a veteran who died as a result of service or service connected causes, or if you’re the spouse of someone who is missing in action or is a prisoner of war.  If you fall into one of these categories or, if for any reason you think that you might be eligible to participate in VA’s home loan program, determine whether or not you are eligible by applying  for a Certificate of Eligibility.

And that’s really the first step in the process of getting you into a house with a VA  loan.  (PP 9) Complete VA form 26-1880 “Request for a Certificate of Eligibility for VA Home Loan Benefits.”  If you’re applying for eligibility as an unmarried surviving spouse, you must complete form 26-1817 “Request for Determination of Loan Guaranty Eligibility - Unremarried Surviving Spouse.”  You may obtain an application at any VA office or you can down load the application from our web site.  Most lenders participating in VA’s home loan program have applications available.  Be sure and complete the application in full.  Please try to have proof of military service (normally a DD Form 214) attached.  However, if you have to send away to obtain a DD 214, go ahead and submit the 26-1880.  In some cases, there may be sufficient data in our internal records to make the eligibility determination.  While for most of you this will be your military separation papers form DD 214, you must read the reverse side of the application for detailed information on the proof of service documentation that you must include with your application based on the type of military service that you had.  Send the application and proof of service to one of VA’s Eligibility Centers.  If you live east of the Mississippi, send your application to:  (PP 10) VA Eligibility Center, PO Box 20729, Winston-Salem, NC 27120.  And their telephone number is (888) 244-6711  If you live west of the Mississippi, send your application to (PP11) VA Eligibility Center, PO Box 240097, Los Angeles, California 90024, and their telephone number is (888) 487-1970.  
You might also want to check with your lender before sending the 26-1880 off to an eligibility center.  By the time you view this we may have deployed an application called ACE (Automated Certificate of Eligibility).  This application will allow a lender that you are working with to obtain an eligibility determination over the Internet in a matter of seconds.  The application won’t make all determinations; however, if the data in our records is sufficient to both establish basic eligibility and check for prior loans, an online certificate will be generated.

So, you have your certificate of eligibility; now, step number 2 in the process:  (PP 12)  select a lender.  Ask to be pre-qualified or pre-approved. There are thousands of lenders across the country that participate in VA’s home loan program.  You may check the yellow pages, under mortgage, in the county that you’re interested in buying a house in, and in the surrounding counties.  Many lenders advertise that they do VA loans.  While VA cannot recommend a lender to you, you may visit our web site and obtain a list of lenders in your area that have given VA loans in the recent past.           

Sure, you could just start looking for a house, but wouldn’t it be nice to know first, whether or not it’s likely that you’re going to meet VA’s income and credit standards and qualify for a loan?  And what loan amount do you qualify for anyway?  You don’t want to spend time looking at 200,000 dollar homes when you only qualify for a loan in the low 100,000’s.  On the other hand, you might not want to limit yourself to homes in the low 100,000 dollar range, when you qualify for much more.  So, ask a lender to pre-qualify or pre-approve you.  There is usually no charge for this, other than the cost of a credit report, and usually there is no obligation to go through the lender.  Most lenders perform this service with the hope that, when you apply for a loan, you’ll use them.  The lender will be able to tell you, based on the information that you provide regarding your income and debts, and after reviewing your credit report, whether or not they think that you will meet VA’s income and credit standards, and will give you an idea of the maximum loan amount that you might be eligible for based on your income, and considering your debts.

Step number 3 in the process: (PP 13) find your dream home and negotiate a contract.  You’ll read newspaper adds, drive through neighborhoods, search for a house on the internet, and although you can purchase a house for sale by an owner, most of you will end up with a real estate professional helping you  find the house that’s right for you.  With the guidance of a real estate professional, you’ll negotiate a contract with the seller of the house.

Step number 4 is (PP 14) the formal loan application process.  You must present your certificate of eligibility to the lender. The lender will originate the loan, and order the appraisal, and for detailed information on VA appraisals, be sure and view our Loan Guaranty Information Video (insert name of appraisal video).  The mortgage lender (PP 15) verifies your income and assets and reviews your credit to see that all of your monthly obligations are being paid on time.  If all is well, and the appraised value of the property is enough to cover the loan needed, the lender, in most instances can close the loan under VA’s Automatic procedure.  This means that the lender doesn’t submit anything to VA until after closing.  The loan is automatically guaranteed by VA, and we audit a minimum of 10% of all loans to ensure lender compliance with VA’s guidelines and standards. 

(PP 16)  And, of course, closing the loan is step number 5 and now , I bet you want to know what it’s going to cost you to get into that house.  While VA limits the fees that you can pay to obtain a loan, generally, there will be costs to you at closing.

You can expect to pay something called the VA funding fee.  In order to help defray the cost of administering the VA home loan program, you must pay the funding fee at closing.  You may be exempt from paying the funding fee: (PP 17) if you receive VA disability compensation due to a service connected injury or illness;  if you would be in receipt of VA disability, but elected to receive military retirement pay instead;  or if you are the surviving spouse of someone who died while on active duty or as a result of a service connected injury or illness.  The amount of the funding fee varies depending on the type of service that you had, whether this is your first or subsequent use of the VA home loan program, and whether or not you are making a down payment.  Generally, if you’re eligible to participate in the program based on  (PP 18) previous or current active duty and are not making any down payment, the funding fee will be 2%.  If your eligible based on Reservist or National Guard duty, the fee will be 2 ¾%.  The fee for Subsequent use is 3%.  Consult your lender or VA for additional details regarding the funding fee.  One last word about the funding fee:  this is the one cost that can be added to your loan when you purchase a house.  That’s right;  if the appraised value is equal to the purchase price, you can obtain a loan for 100% of the price plus the VA funding fee!

The lender may charge you a flat charge, called  (PP 19) an Origination Fee, of not more than 1% of the loan amount.  The lender’s flat charge covers all of the lender’s costs which are not reimbursable as itemized fees and charges, such as:  loan application and processing fees, commitment fees, document preparation fees, tax service fee, escrow fee, and others.

You will also pay any reasonable and customary amounts for any or all (PP 20) the Itemized Fees and Charges allowed by VA.  Itemized fees and charges are items such as, but not limited to:  the cost of the appraisal, credit report, recording fees, title fees, funds needed to set up tax and insurance escrow accounts.

And finally, you can pay (pp 21) reasonable discount points, but remember you negotiate the terms and some costs with the lender so you must ask two or three lenders what the loan will cost you;  you must shop around and look for the best deal.  Typically the closing costs that you pay will be somewhere between 2 to 3% percent  of the loan amount.  For additional details, consult your lender or VA.

Well, you know what a VA loan is, that owner occupancy is the most basic tenet, and you have an idea of the types of homes that you can purchase with a VA loan.  You know that lenders generally give loans of up to $240,000 without a down payment. You’re aware of the advantages of VA financing.  You know a little bit about eligibility and, most importantly, how to determine and establish your eligibility.  You know that the lender orders the appraisal, and you have some idea about what you can expect to pay at closing.  And remember, the five basic steps in the home buying process:

  (PP 22)

Step 1:  Apply for your certificate of eligibility by completing the application form 26-1880.

Step 2:  Find a lender and get pre-qualified or pre-approved, so that you know what price range you can afford.

Step 3:  Find the house that you want to buy, and negotiate a contract, and your neighborhood real estate professional will be glad to help you out with that.

Step 4:  The formal loan application process with the lender, and the underwriting of   both the income and credit, and the appraisal.

And, finally, Step number 5.  The closing of the loan and what you can expect to pay.

This concludes our video presentation, VA Home Loans and You, and we hope that you’ve found it helpful.  For additional details, contact the Department of Veterans Affairs or your lender.  Good luck in your pursuit of the American Dream of home ownership.         

The following should appear on the screen:

Contact VA for additional information/forms at:

(800) 827-1000

www.homeloans.va.gov/lenders.htm     
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