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3.01 Definitions and Interpretations 

	Definitions 

and Interpretations
	The following definitions and interpretations will apply for quality control purposes, except where comments or instructions with respect to a particular question specify otherwise.

· Canceled.  A canceled case is one in which VA permanently stopped processing the appraisal request because the lender failed to furnish the appraiser or VA with required documents or information within a reasonable time after being warned of the consequences.  Canceled cases will not be quality reviewed.  Since prematurely canceled cases require the lender to order a new VA case number and can have a negative impact on customer satisfaction, no case should be canceled when a suspension of processing would be more appropriate.

· Days. "Days" means calendar days, including weekends and holidays unless “WORK” days are specified.

· Loan.  Loan means a guaranteed or portfolio loan for the purchase or construction of a home or acquisition of a manufactured home or loans to refinance existing liens of record.

· N/A (Not Applicable).  An "N/A" means that a particular question is not applicable to the case being reviewed. If no provision for an N/A answer is made, a "yes" or "no" answer is expected.

· Received.  With respect to communications coming into VA from other than VA staff organizational elements, "received" means the earliest time at which the communication came to VA's attention, regardless of the media used (telephone, telegram, letter, VA form, or other) and regardless of the VA organizational element at which the communication was first received (Administrative, Loan Guaranty, Regional Counsel, Finance, or other).  With respect to communications originating within a VA staff organizational element, "received" means received in the Loan Guaranty Division.




Continued on next page

3.01 Definitions and Interpretations, Continued

	Definitions 

and Interpretations
(continued)
	· Rejected or Denied.  A rejected or denied case is one on which VA made a negative determination based on review and/or analysis of the relevant documents, evidence and information.  Cases rejected or denied because of failure by the applicant or other interested party to furnish required documents, evidence, or information will not be quality reviewed.

· Suspended.  A suspended case is one in which VA temporarily stopped the processing of the appraisal request because the lender took longer than normal to furnish required documents or information.  Cases involving a suspension are subject to quality review if a Notice of Value is eventually issued. 

· Withdrawn.  A withdrawn case is one that was not completed because of the expressed wish of the applicant or requester to withdraw the submission.  Cases withdrawn will not be quality reviewed.


3.02 Case Development

	Case Development


	Case development should demonstrate that:

· The need for additional information is recognized promptly and requests are made without delay.

· Requests for additional information and/or material are only made when it is essential to the processing of the case.

· Requests for additional information and/or material are in the proper tone and easily understood by the recipient.

· Avoid “piecemeal” processing of requests for additional information.

· When additional information is received, it is promptly associated with the proper case.




3.03 Deviations

	Deviations
	When an office has a written authorization to deviate from required procedures, and the provisions of the deviation are contrary to requirements implied by the quality criteria, a quality question may be deemed not applicable even though no provision for an N/A answer is made in the question.  (See 4.01b.)




3.04 Reporting Problems

	Reporting Problems
	During second level quality reviews by Central Office, all deficiencies and discrepancies noted will be reported in writing (usually as a “comment” on VA Form 26-8448d, Quality Review Exception Sheet, Loan Guaranty), to the responsible RLC/EC for corrective action whether or not the particular quality criteria schedule contains questions specifically directed to the noted deficiencies.

Repetitive defects, whether caused by misunderstanding of policy or erroneous procedures, should be identified as easily correctable.  Each such defect noted, however, counts as a “NO” in computing defect rates.




3.05 Quality Schedules

	Quality Schedules


	When answering the questions for various schedules, the general issues to be considered are:  

· should the action have occurred;    

· did everything occur that should have;    

· were the best interests of the government and the veteran served by the outcome?  

The questions are very broad by design and as such include many elements which may have an impact on the answer to the questions.  The absence of any one of the many elements may indicate that the action should not have occurred.


1.12 Schedule 111 - Notices Of Value - Origination And Liquidation Appraisals

	Schedule 111
	Answer No only if deficiencies were not appropriately addressed by initial VA staff review.

	#
	QUESTION
	YES
	NO
	N/A

	1
	Were the fee appraiser’s conclusions relative to the final value determination consistent, sound, supportable, and logical in accordance with professional appraisal practices and techniques as required by VA instructions?
	
	
	

	2
	Was the appraisal report submission complete in accordance with VA instructions to include all required addenda?  (i.e. photos, maps, etc.)
	
	
	

	3
	If a liquidation appraisal, were all requirements on the liquidation addendum addressed?  (Answer N/A if not a liquidation)
	
	
	

	4
	If the reviewer amended any portion of the appraisal report, other than value, was there adequate justification attached to the appraisal or documented in The Appraisal System (TAS) to properly document the reasons?  (Answer N/A if there is no amended report)
	
	
	

	5
	Did the timeliness of the completion of the appraisal report meet VA standards or was the file documented concerning reasonable extenuating circumstances that prevented timely completion of the report?
	
	
	

	6
	Was the Notice of Value completed in accordance with established VA instructions?
	
	
	

	7
	Were the required repairs, if any, listed on the Notice of Value and were the listed repairs limited to those necessary to make the property conform to the VA MPR’s?  (Answer N/A if liquidation appraisal or if no repairs)
	
	
	

	8
	If the reviewer issued an amended NOV to change non-value items, is there adequate supporting documentation or notes in TAS to properly document the reason?  (Answer N/A if NOV not amended to change non-value items)
	
	
	


Continued on next page

3.06 Schedule 111 - Notices Of Value - Origination And Liquidation Appraisals, Continued
	Schedule 111, Continued 
	Note: Questions 9 & 10 are intended to verify that any revisions to the fee appraiser’s value estimate by the reviewer were clearly and fully justified in writing and the basis adequate and reasonable by professional appraisal standards.


	#
	Question
	YES
	NO
	N/A

	9
	Was the reviewer’s adjustment to value during the initial review adequately justified and confined within the allowable percentage for change and attached to the appraisal report or properly documented in TAS?  (Answer N/A if there was no adjustment during the initial review)
	
	
	

	10
	Was any adjustment in value as the result of the appeal warranted and supported by real estate market or other valid data considered adequate and reasonable by professional appraisal standards?  (Answer N/A if an appeal in value was not processed)
	
	
	

	11
	Was the initial review of the appraisal report completed within the VA timeliness standards or was the file documented concerning reasonable extenuating circumstances that prevented timely review?
	
	
	

	12
	Did the reviewer properly address all negative quality or timeliness findings?  (Answer N/A if no findings)
	
	
	

	13
	If required, was appropriate field review conducted on property?  If no field review was conducted was the file properly documented with the reasons why?  (Answer N/A if field review not required)
	
	
	


Continued on next page

3.06 Schedule 111 - Notices Of Value - Origination And Liquidation Appraisals, Continued

	3.06a Sampling Control Register (Schedule 111)
	The register for Schedule 111 shall contain a listing of all eligible cases, by appraisal type and case number, for the previous month.  Cases will be selected from those processed during the period under review from the following:

1. Individual existing and proposed NOVs issued,

2. Liquidation NOVs, and

3. LAPP NOVs post-audited

Stations will utilize The Appraisal System (TAS) reporting to generate a control register.  The register will contain a listing of all cases, as well as a listing of all post-audit LAPP NOVs.  

Selection of cases will be made from the lists, as prescribed in Chapter 2, paragraph 2.03.  The number of cases to be reviewed by appraisal type will be determined by the TAS report. 

For Second level SQC reviews for Schedule 111, CO requests that the entire file be sent, including printouts of all electronically stored materials.  This would also apply to files sent by Honolulu and 

San Juan to their respective RLCs for second level review.



3.07 Schedule 112 - Field Reviews

	Schedule 112
	The following questions relate to the field review process and recordation of findings in The Appraisal System (TAS).

Answer “No” only if deficiencies were not appropriately addressed by initial VA staff review.  



	#
	QUESTION
	YES
	NO
	N/A

	1
	Did the field review report indicate sufficient information was reviewed to support conclusions that the appraisal was adequately prepared or to support any negative findings?
	
	
	

	2
	If referred to the field reviewer for cause (reconsideration of value, loss in value, waiver of repairs, other reason for referral by supervisor), was the matter at issue properly addressed, including review of all information submitted for consideration? (Answer N/A if not referred for cause.)
	
	
	

	3
	Were the field reviewer’s observations concerning the quality of the appraisal adequately documented?
	
	
	

	4
	Was the reviewer’s recommendation under “disposition” proper?
	
	
	

	5
	If required, was supervisory concurrence obtained? (N/A if not required – below 5% increase)
	
	
	

	6
	Were all negative quality or timeliness findings properly addressed to the fee appraiser?  (Answer N/A if no findings)
	
	
	


	3.07b Sampling Control Register (Schedule 112)
	The register for Schedule 112 shall contain a listing of all eligible cases for the previous month.  Cases will be selected for review from field reviews processed during the period under review.

Stations will utilize TAS report “Field Review Listing” to generate a control register.  The register will contain a listing of all field reviews performed during the period under review.  Selection of cases will be made from the lists, as prescribed in Chapter 2, paragraph 2.03.

For Second level SQC reviews for Schedule 112, CO requests that the entire file be sent, including printouts of all electronically stored materials.  This would also apply to files sent by Honolulu and 

San Juan to their respective RLCs for second level review.



3.08 Schedule 161 - Processing Specially Adapted Housing and Special Housing Adaptations

	Schedule 161
	Answer No only if deficiencies were not appropriately addressed by initial VA staff review.

	#
	QUESTION
	YES
	NO
	N/A

	1
	Does the file contain properly executed VA Forms 26-4555, Veteran's Application in Acquiring Specially Adapted Housing or Special Home Adaptation Grant; 21-6796, Rating Decision; and FL 26-39 for 2101(a) cases or FL 26-39a or 26-39b for 2101(b) cases?  (M26-12, par. 2.01a)
	
	
	

	2
	Is there evidence that the veteran was advised in the initial interview of all required items and were the P&SA (Prosthetics & Sensory Aids) Chief, VSC (Veterans Service Center) Manager and VR&E (Vocational Rehabilitation and Employment) Chief or Technical Supervisor notified of the SAH agent's interview with the veteran? (M26-12, par. 2.07)  (If initial interview was conducted by another station, answer N/A.)
	
	
	

	3
	Was a staff field review made indicating the suitability of the proposed building site or feasibility of the existing structure?  (M26-12, par. 4.01a(13))
	
	
	

	4
	Did the plans contain necessary exhibits and appropriate features for proposed or existing construction (M26-12, pars. 3.03a and 4.01a(1) and M26-2, pars. 3.01a) and (b) and 3.02(c)(1) through (12)) and in all cases involving proposed construction, including extensive remodeling, were certifications of plans and specifications relating to VA Minimum Property Requirements provided as required?  (M26-2, par. 3.09(a) and (b))  (If 2101(b) case or if plans were not required, answer N/A.)
	
	
	

	5
	Were three acceptably completed bids and a performance bond obtained or was the file properly documented to show why not?  (M26-12, pars. 3.01a(5) and 4.01a(2) and (3))  (If 2101(a) case, Plan #4, or 2101(b) case, answer N/A.)
	
	
	


Continued on next page

3.08  Schedule 161 - Processing Specially Adapted Housing and Special Housing Adaptations, Continued

	Schedule 161, continued
	

	#
	QUESTION
	YES
	NO
	N/A

	6
	Prior to issuance of grant approval, was there an acceptable contract or proof of cost and were specific cost estimates for all adaptations prepared in accordance with CO directives?  (M26-12, pars. 3.01a(1)(2) and (8), 3.02a(4)(a) and (b)(5) and (6), 4.01a(7) and 4.01b(1), and M26-2, par. 6.01(c))  (If 2101(a) case, Plan 4 or 2101(b) case, answer N/A.)  Also see Note below.
	
	
	

	7
	If waivers of required adaptations were requested, were they properly processed?  (Waiver requests that cannot be resolved at the field office level, with or without the medical advice of a VA or private physician, must be forwarded to CO for review and final determination.)  (M26-12, pars. 3.03a(7), and 3.03b(2) and (3))  (If no waivers requested, answer N/A.)
	
	
	

	8
	Was there a statement or evidence in the file that the adaptation(s) had not been provided to the veteran under the HISA (Home Improvements and Structural Alterations) grant program?  (Title 38 U.S.C. 1717 (a)(2))  (M26-12, par. 4.01b(2)) 
	
	
	

	9
	Was the appropriate formula applied to determine the amount of the grant?  (M26-12, pars. 3.02a and b)
	
	
	

	10
	Was the veteran’s total anticipated housing expense compatible with the veteran’s income, credit and expenses and was proper supplementary financing obtained for the cost in excess of the veteran’s cash and the grant?  Were any financing related problems (e.g., property liens, veteran’s income and credit, lender’s loan commitment, etc.) appropriately resolved?  (M26-12, par. 3.01a(3),(7) and (9))  (If a 2101(a) case, Plan #4, or no supplemental financing was necessary under Plans #1, #2, or #3, or if 2101(b) case, answer N/A.)
	
	
	


Continued on next page

3.08  Schedule 161 - Processing Specially Adapted Housing and Special Housing Adaptations, Continued

	Schedule 161, continued
	

	#
	QUESTION
	YES
	NO
	N/A

	11
	Was VA Form 26-4555c, Veterans Supplemental Application for Assistance in Acquiring Specially Adapted Housing, or VA Form 26-4555d, Veterans Application for Assistance in Acquiring Special Housing Adaptations, properly completed?  (M26-12, par. 3.01a)
	
	
	

	12
	Was the grant application package approved by the Loan Guaranty Officer or designated Officer in Charge with delegated authority (decentralized stations) or sent to CO (centralized stations) within 7 work days upon receipt of all necessary exhibits?  (M26-12, par. 4.01)
	
	
	

	13
	If the veteran is deceased, was any claim for reimbursement of the veteran’s estate properly processed?  (M26-12, pars. 2.07b, 7.01 through 7.05)  (If no claim payable or veteran not deceased, answer N/A.)
	
	
	

	
	Note: In all cases involving the construction or remodeling of specially adapted housing, an individual estimate of cost must be prepared.  In lieu of a complete VA cost analysis, the Chief, C&V, or designee may approve a certification provided by the SAH agent or other qualified VA staff employee that he or she has reviewed cost estimates provided by the contractor/builder and finds them to be fair and reasonable or acceptable. This statement must be signed and dated.


	Sampling Control Register Schedule 161
	Title 38 U.S.C. 2101(a) and (b) cases will be listed on the register upon approval of the grant or if death occurs as follows:

· Decentralized SAH (Specially Adapted Housing) Processing Stations.  When the Loan Guaranty Officer, or designee, completes Section III of VA Form 26-4555c or VA Form 26-4555d.

· Centralized SAH Processing Stations.  When the grant package is ready for submission to Central Office for approval.

· Death Cases.  All death cases will be listed when death occurs, regardless of grant processing stage.


Continued on next page
3.08  Schedule 161 - Processing Specially Adapted Housing and Special Housing Adaptations, Continued

	Schedule 161, Time Element
	Answer T1, T2, and T3 for each case reviewed.  Enter the number of days from the date of…

T1 Loan Guaranty receipt of a rating decision (VAF 21-6796) indicating basic eligibility from the Adjudication Division and a completed application (VAF 26-4555) whichever is received later, until the date FL 26-39 or 26-39a or 26-39b was sent to the veteran.  Deduct time documented as not being under station control when the file is transferred from another station or not under Loan Guaranty control when either the rating decision or VA Form 26-4555 is not received from the Veterans Service Center (VSC).  (Std.: 95% in 10 work days).

T2 FL 26-39 or 26-39a or 26-39b was sent to the veteran to the date the folder was set up and a request for a “PH” or “AH” number was transmitted to.  Deduct time documented as not being under station control when the file is transferred from another station.  (Std.: 95% in 7 work days). 
T3 FL 26-39 or 26-39a or 26-39b was sent to the veteran to the date the initial interview with the veteran was completed.  Deduct all days documented as not being under station control (e.g., veteran was not available for interview due to hospitalization, vacation, unable to reach by phone, not otherwise ready to use grant or be interviewed, or file transferred from another station, etc.).  (Std.: 95% in 30 work days).


3.09 Schedule 162 - Special Housing Adaptations and Specially Adapted Housing - Final Accounting

	Schedule 162
	

	#
	QUESTION
	YES
	NO
	N/A

	1
	Was an escrow agreement prepared and established properly?  (M26-12,  pars. 5.02, 5.03, 5.04, and 5.05)  (If an escrow agreement was not required, answer N/A.)
	
	
	

	2
	Were reports of fee compliance inspections, re-inspections, if any, and inspections for stage payments of construction requiring progress payments made?  (M26-12, par. 4.04)  (If none were required, answer N/A.)
	
	
	

	3
	Were disbursements made in accordance with the escrow agreement; if not, was the agreement modified and the file documented?  If no escrow agreement was required, were all grant funds properly disbursed?  If the veteran is deceased, were all reimbursements to the veteran’s estate or other program participants authorized? (M26-12, pars. 4.03a, 5.03c through f, 5.05, and chapter 7)
	
	
	

	4
	Were title requirements met?  (M26-12, par. 4.03a) (If 2101b case, answer N/A.)
	
	
	

	5
	Does the file contain evidence that the veteran was advised and assisted in obtaining or declining mortgage life insurance? (M26-12, par. 9.06) (If no mortgage or veteran is 70 or older, answer N/A). Note: Evidence in this instance is either a copy of VA Form 29-8636, Part A, indicating request for acceptance of VMLI or a copy of Part B, VA Form 29-8636, indicating declination of VMLI.
	
	
	

	6
	Does the file contain evidence that the case number was properly entered into the BDN system using screen M15 upon assignment and updated after grant approval?  (M26-12, par. 2.04)  Note:  Evidence in this instance is either a printed copy of BDN Screen M15 showing data entry or a statement to file that BDN screen M15 has been updated.
	
	
	


Continued on next page

3.09 Schedule 162 - Special Housing Adaptations and Specially Adapted Housing - Final Accounting, Continued
	Schedule 162, Time Element
	Enter the number of days from the date of receipt of all necessary exhibits, or the date of payout of all funds, whichever is later, to the date the final accounting was submitted to Central Office.  (Std.: 95% in 30 work days).




	Sampling Control Register 

Schedule 162
	Title 38 U.S.C. 2101(a) and (b) cases will be listed on the register when sufficient evidence is received to prepare the final accounting.


3.10  Schedule 211 - Loans Processed

	Schedule 211
	· For each question, answer “NO” only if there were deficiencies remaining uncorrected after staff review.  Documentation of all corrective action must be in loan file. 

· Answer “N/A” for questions 2, 4, and 5 if a “NO” was answered in question 1 for the same reason. For example, if question 1 was answered “NO” because the loan was not for an eligible purpose, do not answer “NO” again in question 2; answer “N/A” instead.

	#
	QUESTION
	YES
	NO
	 N/A

	1
	If the loan was processed on the prior approval basis, was the underwriting decision correct? (Answer N/A if the case was not a prior approval.)
	
	
	

	2
	Was the loan for an eligible loan purpose?  (See above.)
	
	
	

	3
	Did the file contain evidence of proper funding fee or evidence borrower was exempt?  (See above.)
	
	
	

	4
	Was the amount of loan equal to or less than the maximum permissible and was the maturity within the limits of the law? (See above.)
	
	
	

	5
	If the information submitted by the lender indicates the borrower(s) failed to meet the requirements of the law (credit, income, loan purpose, occupancy, etc.) was the lender notified?  (Answer N/A if the borrower(s) met the requirements of the law or if the loan was processed on the prior approval basis.) (See above.)
	
	
	

	6
	Were fees and charges to the veteran proper? 
	
	
	

	7
	Did the file contain a CRV, NOV or MCRV?  (Answer N/A if new manufactured housing unit or IRRRL.)  (See above.)
	
	
	

	8
	Were all requirements of the CRV or LAPP NOV satisfied?  (Answer N/A if new manufactured housing unit or IRRRL.)
	
	
	


Continued on next page

3.10  Schedule 211 - Loans Processed, Continued

	Schedule 211, Time Element
	Enter the number of days from the date the request for guaranty was received to the date guaranty was issued.  Deduct all days not under VA control.  (Std.: 90% in 45 days).


	Sampling Control Register Schedule 211
	The register for schedule 211 will include all home loans guaranteed (both those processed on the prior approval and automatic basis and manufactured homes).  The register will consist of lists of guaranteed loans run at least weekly.  The report is COIN LP 04-03 Weekly Report of Guaranties Issued and is generated in the LP System.  The list will be annotated to show those cases selected for full review.  The selection of cases to be reviewed for accuracy and compliance (SQC) will be from the cases that have been full reviewed.  


	Electronic Data Interchange (EDI)
	Lenders will be submitting some loans using EDI.  This will result in an electronically generated evidence of guaranty.  For these loans, the Sampling Control Register will be the LP generated report entitled Cases Selected for Full Review.

For loans guaranteed via Electronic Data Interchange (EDI), apply the following rules for SQC case selection:

If the number of cases processed via EDI is greater than or equal to...


...Then select...

20 percent but less than 40 percent of all cases for the period


1 EDI case for SQC.

40 percent but less than 60 percent of all cases for the period


2 EDI cases for SQC.

60 percent but less than 80 percent of all cases for the period


3 EDI cases for SQC.

80 percent of all cases for the period


4 EDI cases for SQC.

Note: for cases processed via EDI, the register will be the report entitled Cases Selected for Full Review.  This report is generated by the user in the LP System..


3.11   Schedule 221 - Early Default Reviews (RPO 23)

	Schedule 221
	For each question, answer “No” only if there were deficiencies remaining uncorrected after staff review.  Documentation of all corrective action must be in loan file. 


	#
	QUESTION
	YES
	NO
	N/A

	1
	If the review revealed underwriting deficiencies, was appropriate action taken?  (Answer N/A if no underwriting deficiencies were noted.)
	
	
	

	2
	Was a copy of the RPO 23 and any letter citing significant underwriting deficiencies placed in the lender’s file? (See Notes 1 and 2 below.)
	
	
	

	3
	If the appraisal was processed under LAPP, was the file referred to the Construction and Valuation Section for their review?  (Answer N/A if not a LAPP case.)
	
	
	

	
	Notes: 
1.  Stations may, at their option, choose to maintain separate logs for RPO 23 and correspondence citing significant discrepancies or maintain it electronically, e.g., ELI or ELF systems or other locally developed system.  The key point is to be able to track the RPO 23 by lender and any related action taken.

2.  The RPO 23 retained in the loan docket should be annotated to note that a copy (or record), as well as any correspondence citing deficiencies, was placed in the lender’s file or whatever system the station is using.  If there were no deficiencies, the same procedures would apply except that the RPO 23 would be noted no deficiencies (for example NAN-no action necessary).


Continued on next page

3.11  Schedule 221 - Early Default Reviews (RPO 23), Continued
	Sampling Control Register Schedule 221
	1. Because there is not yet a satisfactory system generated report that can be used as a register, stations may choose to maintain a manual register.  Cases will be listed on the register at the time the RPO 23 is received.  Do not list IRRRL cases on the register.  The register will be labeled the third month following the date of the RPO 23, e.g., when an RPO 23 dated June is received, the case will be entered on a register labeled September.  The date of the RPO 23, rather than the date of its receipt, is controlling.  The register will be annotated to indicate which cases are selected for quality review.


2. If a case selected for review is incomplete, another case will be selected.  The incomplete case should be flagged and carried forward on subsequent registers until it is completed.  For example, the RPO 23 date is July and the case is entered on an October register.  The case is actually completed in December.  The case should be listed on the December register where it has the possibility of being selected for quality review.


	Alternative Registers  
	As an alternative method to maintaining a manual register, stations may consider any locally developed system that can generate a register and result in a random, representative selection of cases for review.  Stations developing and using any such systems should document their methodology and make it available for any future audit.


3.12 Schedule 231 – Certificates of Eligibility Processed by an Eligibility Center (EC)

	Schedule 231


	· Answer “YES” for question 1 if eligibility was inferred due to record of prior loan subsequent to active duty termination AND there is insufficient documentation to make a new determination (incomplete BDN and no DD214). 

· Answer “N/A” for questions 2 and 3 if there is no previous entitlement use.


	#
	QUESTION
	YES
	NO
	N/A

	1
	Was the determination of basic eligibility correct? (i.e. does documentation of length and character of service support the decision?)  
	
	
	

	2
	If entitlement was previously used, was the disposition of the request correct? (i.e., was available entitlement computed correctly)
	
	
	

	3
	If a restoration of eligibility was processed, is there evidence that ALPS was properly coded to reflect the restoration?
	
	
	


	Sampling Control Register Schedule 231
	The EC should provide a monthly list of VAF 26-1880’s reviewed for Schedule 231 compliance (as specified in Chapter 2). The list shall contain all VAF 26-1880’s reviewed for the previous month organized by veteran’s names and social security numbers.  Apply the following rules for SQC case selection:

· As much as possible, cases selected should represent a proportionate sampling of employees work.

· VAF 26-1880’s can be selected at random through the EC’s computer program. Yet a daily random sampling of outgoing mail is acceptable in lieu of an automated program.

· Cases selected should be equal to or greater than 7 per work day. 


	Schedule 231, Time Element 

T1
	Enter the number of days from the date the VAF 26-1880 was received to the date the determination was made.  Deduct all days not under VA control.  (Std.: 90% within 6 days).


3.13 Schedule 311 - Servicing a Guaranteed Loan

	#
	QUESTION
	YES
	NO
	N/A

	1
	Was the reason for the default ascertained, or was the electronic file adequately documented to explain why this was not required?
	
	
	

	2
	Was the decision regarding the intervention action taken supported?  (If no intervention action was taken, answer N/A and answer Question 3.)
	
	
	

	3
	If no intervention action was taken, was the file documented to show that the borrower had already made arrangements and no intervention by VA was needed, or that the borrower would not respond to VA efforts to provide assistance?  (If Question 2 was answered YES or NO, answer N/A.)
	
	
	


	NOTE:


	The electronic file will be reviewed to ensure that the LSR has provided proper and acceptable supplemental servicing for each loan and has properly documented the file to allow any reviewer to obtain a complete understanding of the decisions affecting the outcome of the case.  The reviewer cannot make assumptions with regard to the servicing.  The use of readily understood abbreviations is encouraged, but must be uniform within the servicing section.  For example, LSRs can’t use RFD (reason for default) and another acronym, e.g., DCB (Delinquency caused by) for similar notes.


Continued on next page

3.13 Schedule 311 - Servicing a Guaranteed Loan, Continued
	Background for Question One
	1. Was the reason for the default ascertained, or was the electronic file adequately documented to explain why this was not required?



	
	It is very important that the reason for the veteran-borrower’s delinquency be determined as early in the default as possible.  The reason for the default forms the basis for, and appropriateness of, future servicing activities and considerations of different alternatives to foreclosure.  The file should be documented with regard to the efforts made by the LSR to obtain this information  by direct contact with the borrower, and whether or not those attempts were successful. (For example; 8/4/98: called Mr. GI Joe (123/222-3333), RFD: laid off 4/13/98, or, 8/4/98: called vet (123/222-3333), left msg, sent svcg ltr.)

 The LSR may have a case for which the reason for the default was not ascertained by contact with the borrower, but the reviewer will not take exception.  For example, a YES can be given when the holder’s Notice of Default (NOD) or the LSR’s servicing efforts disclosed: the borrower was deceased, moved and left no address, had no telephone number, would not response to messages,  the borrower filed bankruptcy, etc.  However, the electronic file must be so documented.  The reviewer cannot make assumptions with regard to the servicing.  It should also be pointed out that some documentation requires additional information.  For example, a note that the borrower filed bankruptcy (while enough to preclude direct contact by the LSR) should also contain the bankruptcy type, case number, date filed, and the names of the debtors who filed.  Additional information should be added to the file as it is received.




Continued on next page

3.13  Schedule 311 - Servicing a Guaranteed Loan, Continued

	Background for Question Two
	1. Was the decision regarding the intervention action taken supported?



	
	Once the borrower’s reason for default is determined, the LSR must develop his or her motivation and ability to reinstate the loan.  The information gathered to develop this case will determine the most appropriate type of assistance and course of action which should be pursued by the LSR.  

All defaults will be documented to support the decision regarding the intervention action taken.  Any time an LSR is able to contact the borrower, information regarding his or her motivation (desire to keep the property and willingness to do what it takes) and financial ability to reinstate the loan must be documented.  The information gathered should be developed as fully as possible. VA Form 26-6808, Loan Service Report, may be used as a guide.  The file will document the borrower’s household monthly income and expenses, in order to develop a realistic repayment plan or for use in future development of a foreclosure alternative. There may also be circumstances when it is not necessary to obtain the income/expense data.  For example, a borrower may inform the LSR that he or she has a contract for the sale of the property and that it is scheduled to close in so many days. The LSR would verify the existence of a purchase offer and contact the holder to request forbearance.  The file must be fully documented, such as; 8/7/98: vet said sale of property to close in 30 days, copy faxed to servicer.  8/8/98 called ABC Mtg, verified they had contract,  arranged 30-day forbearance - coded intervention.




Continued on next page

1.12  Schedule 311 - Servicing a Guaranteed Loan,

          Continued

	Background for Question Three
	1. If no intervention action was taken, was the file documented to show that the borrower had already made arrangements and no intervention by VA was needed, or that the borrower would not respond to VA efforts to provide assistance?



	
	There will be occasions that no intervention action was coded.  To avoid an exception for this, the file must be well documented.  For example documentation may be; 7/4/98: rec’d NOD, left telephone message for borrower, sent servicing letter, 7/4/98: no response to servicing attempts - intervention/FC alternative cannot be determined.  Note that this type of documentation involved an initial attempt and a follow-up.  Another example would be a default that was obviously insoluble, such as; 7/12/98: property abandoned, unable to locate borrowers - intervention/FC alternative cannot be determined.  In the second case, the file would also document the attempts to locate the borrowers and that letters were sent to the property address with no results.  


	Sampling Control Register  Schedule 311
	Cases will be selected for review from the active defaults pending in the Loan Service and Claims System which were reported in default 60-90 days prior to the end of the month under review.  

A SAS (Statistical Analysis System) program to generate a monthly list of 5 randomly selected cases that meet the above criteria has been placed on the Austin Mainframe, where it may be copied by field stations.  The file name is LGYTST.LGY.SAS(SQC311MM).  The reviewer will select at least four of the five selected cases for the monthly quality review, for a total of at least 13 for the quarter.

The program will require minor modifications by each field station.  Detailed programming instructions have been provided separately to enable stations to:


Set up the SAS program


Copy SAS program ‘SQC311MM’ from ‘LGYTST.LGY.SAS’ to the local user’s working directory.


Modify the program as required.


Download the report.


3.14 Schedule 321 - Alternatives To Foreclosure/Termination of a Guaranteed Loan

	#
	QUESTION
	YES
	NO
	N/A

	1
	Was the determination that the default was insoluble proper and timely, and was a cutoff date established timely or, if not, was the loan record documented to show the reason?
	
	
	

	2
	If an alternative to foreclosure (refunding, compromise sale or deed in lieu of foreclosure) was approved, was the decision supported and was the cut-off date properly established?  (If no alternative approved, answer N/A.)
	
	
	

	3
	If a foreclosure sale was postponed, was the loan record documented to show the reason for the postponement and the cut-off date properly adjusted?  (If no sale postponed, answer N/A.)
	
	
	

	4
	Was the bid advice correct and provided to the holder to ensure that a sale was not missed due to a delay by VA or, in a Servicer Loss Mitigation Program (SLMP) case, was the Determination of Insolubility correct? 
	
	
	

	5
	Were all the charges included in the net claim payment eligible and were all amounts authorized for payment to the holder correct? (If no claim payable and none was paid, answer Yes.)
	
	
	

	6


	Were the decisions with respect to borrower(s) liability to VA correct?
	
	
	


	NOTE:


	The electronic file/loan file will be reviewed to ensure that the LSR has provided proper and acceptable supplemental servicing for each loan and has properly documented the file to allow any reviewer to obtain a complete understanding of the decisions affecting the outcome of the case.  The reviewer cannot make assumptions with regard to the servicing/termination of the loan.  The use of readily understood abbreviations is encouraged, but must be uniform within the servicing section.




Continued on next page

3.14 Schedule 321 - Alternatives To Foreclosure/Termination of a Guaranteed Loan, Continued
	Time 
	Foreclosure:  Answer T1 [  ]      SLMP:  Answer T2



	T1


	Enter the number of workdays from the date the Notice of Election to Convey was received on station to the date the acquisition payment was certified in the Loan Service and Claims (LS&C) system.  

(Std.: 90% within 2 workdays)  (If third party sale or holder retains, answer N/A.)



	T2
	Enter the number of workdays from receipt of a Determination of Insolubility (DOI) request to issuance of the DOI.  (Std.:  90% within 2 workdays)


	Background for Question One
	1. Was the determination that the default was insoluble proper and timely, and was a cutoff date established timely or, if not, was the loan record documented to show the reason?



	
	VA’s supplemental servicing is intended not only to assist a veteran in retaining ownership of his or her home, but also to obtain information which can be used to protect the interests of the Government.

VA must balance the extension of forbearance by servicers against the likelihood of loan reinstatement.  If the LSR’s review clearly shows that a borrower cannot afford to reinstate the loan, it is appropriate to protect the interests of the Government by notifying the servicer to initiate loan termination and establishing a cutoff date beyond which no additional charges will be allowed in a subsequent claim under loan guaranty.




Continued on next page

3.14  Schedule 321 - Alternatives To Foreclosure/Termination of a Guaranteed Loan, Continued
	Background for Question Two
	1. If an alternative to foreclosure (refunding, compromise sale or deed in lieu of foreclosure) was approved, was the decision supported and was the cut-off date properly established?



	
	If supplemental servicing has indicated that a borrower should be able to reinstate a loan, VA should encourage continued forbearance.  In some cases the borrower may be able to resume regular monthly payments, but cannot repay the delinquency within a time frame acceptable to the servicer.  After careful financial analysis and review of the requirements with the borrower, VA may decide to refund the loan and re-amortize the total due, possibly at a reduced interest rate to lower the monthly payments. 

When information indicates that a borrower has no realistic prospects for maintaining even reduced mortgage payments, VA will encourage a private sale of the home to avoid foreclosure.  The earlier this can be initiated, the higher the chances for a successful sale.  When a Servicer Loss Mitigation Program (SLMP) participant requests a Determination of Insolubility (DOI) from VA, a prompt determination can lead to early intervention and arrangement of a reinstatement alternative if the default is not truly insoluble.  If a compromise or deed in lieu of foreclosure is the best option for all parties, a quick reply from VA can offer comfort to a ready buyer who is uncertain about a compromise deal.


Continued on next page

3.14  Schedule 321 - Alternatives To Foreclosure/Termination of a Guaranteed Loan, Continued

	Background for Question Three
	1. If a foreclosure sale was postponed, was the loan record documented to show the reason for the postponement and the cut-off date properly adjusted?



	
	Foreclosure sales may be postponed because servicer failures have prevented them from holding timely sales, because VA delays have resulted in bidding instructions not being ready, or because the borrower filed bankruptcy to stop a sale.  For a sale delayed by the servicer, the cutoff date as of the first scheduled sale (or earlier date) will usually not be adjusted.  However, if the delay was beyond the control of the servicer, the cutoff will usually be adjusted to the next earliest date a sale could be held.




Continued on next page

3.14  Schedule 321 - Alternatives to Foreclosure/Termination of a Guaranteed Loan, Continued

	Background for Question Four 
	1. Was the bid advice correct and provided to the holder to ensure that a sale was not missed due to a delay by VA or in a Servicer Loss Mitigation Program (SLMP) case, was the Determination of Insolubility correct?



	
	VA is required by law to determine the net value of a property prior to foreclosure and to advise the holder whether or not an amount will be specified as a minimum amount to credit to the loan account.  VA Form 26-6713 is used to enter the total eligible indebtedness, current “net value” percentage, appropriate sale or cutoff date and net value of the property to VA in order to make a decision to specify an amount under 38 CFR 4320(a)(1) or not to specify an amount under 38 CFR 4320(a)(2).  VA only specifies an amount when it will reduce the amount of claim payable under the guaranty.  If VA specifies an amount, this gives the holder the right to sell the property to VA for that amount, provided the holder acquires the property at the foreclosure sale.  In many States the holder will bid the specified amount at sale, while in others only a token bid (e.g. $100) may be necessary to acquire the property (and the lower bid saves the holder and VA higher fees and costs).  Notwithstanding the amount of bid, the holder can still sell the property to VA for the specified amount, and the claim payable under the guaranty will be equal to the eligible indebtedness less the larger of (1) the amount specified, or (2) the proceeds of sale.

In SLMP cases, VA expects to pay a claim on either a compromise sale or a deed in lieu of foreclosure.  The guidelines of the program protect VA with respect to the minimum proceeds which must be credited to the loan account.  However, VA’s primary opportunity to protect the interests of the Government is when the holder requests a DOI.  At that point the LSR must review the SLMP package to verify that the default cannot be resolved other than through a compromise sale, deed in lieu of foreclosure, or loan termination.


Continued on next page

3.14  Schedule 321 - Alternatives To Foreclosure/Termination of a Guaranteed Loan, Continued

	Background for Question Five
	1. Were all the charges included in the net claim payment eligible and were all amounts authorized for payment to the holder correct?



	
	When answering this question there are a number of areas to consider; accuracy of the data contained in computer system, allowable fees and charges, escrow disbursements, credits to the indebtedness, processing fees, and maximum guaranty amount.  The allowable fees and charges should be based upon the guidelines established for the State in which the property is located.  The following are examples of items to be reviewed within these areas to determine if the amounts paid the holder were correct:

Accuracy of Systems Data
· Original loan amount

· Date of loan

· Date of first payment

· Interest rate

· Term of loan

· Principal and Interest payment amount

· Percent of Guaranty

· Mortgage Type (GPM, ARM, etc.)

· Default Date

· Interest Cutoff Date (36.4319(f), 4282(f), 4321, Settlement Date)

· Termination Date (foreclosure, deed recorded, repossession, settlement)

· Maximum Guaranty Payable

· Principal balance amortization comparison

· VA Loan Number

· Holder’s Name and Address

· Holder’s Loan Number


Continued on next page

3.14  Schedule 321 - Alternatives To Foreclosure/Termination of a Guaranteed Loan, Continued

	Background for Question Five, Continued
	Allowable Fees and Costs
· Attorney Fees

· Foreclosure fees and costs

· Bankruptcy fees and costs

· Liquidation Appraisal fee

· Property Inspections

· Property Preservation fees

· Processing Fee (SLMP Case)

· SLMP Bonus Fee

Escrow Disbursements
· Hazard Insurance

· Real Property and Levy Taxes

· Special Assessments

Credits to the Indebtedness
· Partial Waiver of Indebtedness “BUYDOWN” Funds

· Insurance Loss Proceeds

· The greater of the Proceeds of Sale or Specified Amount

· Amount Previously Paid under Prompt Payment of Acquisition

The review should incorporate checking the analysis to ensure that the claim payment did not exceed the maximum guaranty plus the allowable liquidation appraisal fee(s).  In addition, each case should be reviewed for possible claim adjustments for non-compliance with VA reporting requirements and in SLMP cases for failure to obtain a promissory note for 50% of the indebtedness when one is required.




Continued on next page

3.14  Schedule 321 - Alternatives To Foreclosure/Termination of a Guaranteed Loan, Continued

	Background for  Question  Six
	1. Were the decisions with respect to borrower(s) liability to VA correct?



	
	When answering question number six, keep in mind the balance between the right of the Government to establish a legally collectable debt and the 

possible release of obligors.  Borrowers may be released of liability:


for cooperation leading to reduction of VA’s claim liability; 


due to assumption of the liability by a qualified party;


by operation of bankruptcy law; or, 


to advance the benefit nature of the program as revised by creation of the Guaranty and Indemnity Fund.

A veteran is liable to VA for any claim paid on his or her behalf on a loan guaranteed under Title 38, USC, Chapter 37.  This claim payment constitutes a debt owed to the government by the veteran.  In some instances, VA has the right to collect this indebtedness under the common-law principle of indemnity.  However, in all cases any loss to the government must be repaid before the veteran’s entitlement can be restored.

The date of the loan and the loan type control the manner in which liability is assessed and the collection right is addressed during servicing, after loan termination, or compromise sale.  Making the determination with respect to a borrower’s liability to VA is a critical issue.  Therefore, a preliminary review to determine the borrower’s liability to VA must be completed as early as possible, usually when the default is deemed insoluble.  The borrower’s ownership status is also a consideration and the decision must include a determination as to who the owner of the property was at the time of loan termination or compromise sale settlement.  Guidance will vary if the owner was the original veteran borrower as opposed to a transferee borrower.


Continued on next page

3.14  Schedule 321 - Alternatives To Foreclosure/Termination of a Guaranteed Loan, Continued

	Background for  Question Six, Continued
	For a GIF (Guaranty and Indemnity Fund) loan (i.e., any loan, except for manufactured home loans, closed on or after January 1, 1990), a debt can be established only against a transferee owner (who did not qualify for pre-foreclosure debt waiver or other release) or an original veteran and/or spouse where there was a finding of fraud, misrepresentation, or bad faith in obtaining the loan or in connection with the loan default.

See appendix A, Background for Liability Issues, for a summary of relevant information on Loan Types, Date of Loan, Types of Liability Reviews, and General Guidelines.


	Sampling Control Register  Schedule 321
	Stations have the option of using either a manual or computerized register for Schedule 321.  If the station chooses to maintain a manual register, cases will be listed at the time the holder’s claim is vouchered for payment or, in “debt plus cost” cases bid in by a third party or in cases where there is no claim payable and the holder elects to retain, upon receipt of the holder’s notice that the sale has been held. At least 13 of these cases per quarter will be selected according to the random selection procedures stipulated in paragraph 2.03 of this manual.

A SAS (Statistical Analysis System) program to generate a monthly list of 5 randomly selected cases that meet the above criteria has been placed on the Austin Mainframe, where it may be copied by field stations.  The file name is LGYTST.LGY.SAS(SQC321).  At least four of the five selected cases will be reviewed for the monthly quality review, for a total of at least 13 for the quarter.

The program will require minor modifications by each field station.  Detailed programming instructions have been provided separately to enable stations to:


Set up the SAS program


Copy SAS program ‘SQC321’ from ‘LGYTST.LGY.SAS’ to the local user’s working directory


Modify the program as required


Download the report.
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