AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

Department of Veterans Affairs

§36.4343 Cooperative loans.

(a) Any loan, which is (1) related to
an enterprise in which more than 10 in-
dividuals will participate; or (2) to be
made for the purchase or construction
of residential units in any housing de-
velopment, cooperative or otherwise,
the title to which development or to
the individual units therein is not to be
held directly by the veteran-partici-
pants, or which contemplates the own-
ership or maintenance of more than
three units or of their major appur-
tenances in common, to be eligible for
guaranty or insurance shall require
prior approval of the Under Secretary
for Benefits, or the Director, Loan
Guaranty Service, who may issue such
approval upon such conditions and lim-
itations deemed appropriate, not incon-
sistent with the provisions of 38 U.S.C.
chapter 37 and the regulations con-
cerning guaranty or insurance of loans
to veterans.

(b) The issuance of such approval
with respect to a residential develop-
ment under paragraph (a)(2) of this sec-
tion also shall be subject to such condi-
tions and stipulation as in the judg-
ment of the approving officer are pos-
sible and proper to (1) afford reasonable
and feasible protection to the rights of
the Government as guarantor or in-
surer, and as subrogee, and to each vet-
eran-participant against loss of his or
her respective equity consequent upon
the failure of other participants to dis-
charge their obligations; (2) provide for
a reasonable and workable plan for the
operation and management of the
project; (3) limit the personal liability
of each veteran-participant to those
sums allocable on a proper ratable
basis to the purchase, cost, and main-
tenance of his or her individual unit or
participating interest; (4) limit com-
mercial features to those reasonably
calculated to promote the economic
soundness of the project and the living
convenience of the participants, retain-
ing the essential character of a residen-
tial project.

(c) No such project, development, or
enterprise may be approved which in-
volves an initial grouping of more than
500 veterans, or a cost of more than
five million dollars, unless it is conclu-
sively shown to the satisfaction of the
approving officer that a greater num-
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ber of veterans or dollar amount will
assure substantial advantages to the
veteran-participants which could not
be achieved in a smaller project.

(d) When approved as in this section
provided, and upon performance of the
conditions indicated in the prior ap-
proval, proper guaranty certificate or
certificates may be issued in connec-
tion with the loan or loans to be guar-
anteed on behalf of eligible veterans
participating in the project, develop-
ment or enterprise not to exceed in
total amount the sum of the guaranties
applied for by the individual partici-
pants and for which guaranty each par-
ticipant is then eligible.

(e) In lieu of guaranty as authorized
in paragraph (d) of this section, insur-
ance shall be available on application
by the lender and all veterans con-
cerned. In such case the insurance
credit shall be limited to 15 percent of
the obligation of the veteran applicant
(subject to available eligibility) and
the total insurance credit in respect to
the veterans’ loans involved in the
project shall not exceed 15 percent of
the aggregate of the principal sums of
the individual indebtedness incurred by
the veterans participating in the
project for the purpose of acquiring
their respective interests therein.

[13 FR 7280, Nov. 27, 1948, as amended at 20
FR 9180, Dec. 10, 1955; 24 FR 2656, Apr. 7, 1959;
40 FR 34593, Aug. 18, 1975; 46 FR 43673, Aug.
31, 1981; 61 FR 28058, June 4, 1996]

§36.4344 Lender Appraisal Processing
Program.

(a) Delegation of authority to lenders to
review appraisals and determine reason-
able value. (1) To be eligible for delega-
tion of authority to review VA apprais-
als and determine the reasonable value
of properties to be purchased with VA
guaranteed loans, a lender must (i)
have automatic processing authority
under 38 U.S.C. 3702(d), and (ii) employ
one or more staff appraisal reviewers
acceptable to the Secretary.

(2) To qualify as a lender’s staff ap-
praisal reviewer an applicant must be a
full-time member of the lender’s per-
manent staff and may not be employed
by, or perform services for, any other
mortgagee. The individual must not
engage in any private pursuits in which
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there will be, or appear to be, any con-
flict of interest between those pursuits
and his/her duties, responsibilities, and
performance as a Lender Appraisal
Processing Program (LAPP) staff ap-
praisal reviewer. Three years of experi-
ence is necessary to qualify as a lend-
er’s staff appraisal reviewer. That expe-
rience must demonstrate a knowledge
of, and the ability to apply industry-
accepted principles, methods, practices
and techniques of appraising, and the
ability to competently determine the
value of property within a prescribed
geographical area. The individual must
demonstrate the ability to review the
work of others and to recognize devi-
ations from accepted appraisal prin-
ciples, practices, and techniques, errors
in computations, and unjustifiable and
unsupportable conclusions.

(3) Lenders that meet the require-
ments of 38 U.S.C. 3702(d), and have a
staff appraisal reviewer determined ac-
ceptable by VA, will be authorized to
review appraisals and make reasonable
value determinations on properties
that will be security for VA guaranteed
loans. The lender’s authorization will
be subject to a one-year probationary
period. Additionally, lenders must sat-
isfy initial and subsequent VA office
case review requirements prior to being
allowed to determine reasonable value
without VA involvement. The initial
office case review requirement must be
satisfied in the VA regional office in
whose jurisdiction the lender’s staff ap-
praisal reviewer is located before the
LAPP authority may be utilized by
that lender in any other VA office’s ju-
risdiction. To satisfy the initial office
case review requirement, the first five
cases of each lender staff appraisal re-
viewer involving properties in the re-
gional office location where the staff
appraisal reviewer is located will be
processed by him or her up to the point
where he or she has made a reasonable
value determination and fully drafted,
but not issued, the lender’s notification
of reasonable value letter to the vet-
eran. At that point, and prior to loan
closing, each of the five cases will be
submitted to the local VA office. After
a staff review of each case, VA will
issue a Certificate of Reasonable
Value, which the lender may use in
closing the loan automatically if it
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meets all other requirements of the
VA. If these five cases are found to be
acceptable by VA, the lender’s staff ap-
praisal reviewer will be allowed to
fully process subsequent appraisals for
properties located in that VA office’s
jurisdiction without prior submission
to VA and issuance by VA of a Certifi-
cate of Reasonable Value. Lenders
must also satisfy a subsequent VA of-
fice case review requirement in each
additional VA office location in which
they desire to extend and utilize this
authority. Under this requirement, the
lender must have first satisfied the ini-
tial office case review requirement and
then must submit to the additional VA
office(s) the first case each staff ap-
praisal reviewer processes in the juris-
diction of that office. As provided
under the initial office case review re-
quirement, VA office personnel will
issue a Certificate of Reasonable value
for this case and subsequently deter-
mine the acceptability of the lender’s
staff appraisal reviewer’s processing. If
VA finds this first case to be accept-
able, the lender’s staff appraisal re-
viewer will be allowed to fully process
subsequent cases in that additional VA
office’s jurisdiction without prior sub-
mission to VA. The initial and subse-
quent office case review requirements
may be expanded by VA if acceptable
performance has not been dem-
onstrated. After satisfaction of the ini-
tial and subsequent office case review
requirements, routine reviews of LAPP
cases will be made by VA staff based
upon quality control procedures estab-
lished by the Under Secretary for Bene-
fits. Such review will be made on a ran-
dom sampling or performance related
basis. During the probationary period a
high percentage of reviews will be
made by VA staff.

(4) The following certification by the
lender’s nominated staff appraisal re-
viewer must be provided with the lend-
er’s application for delegation of LAPP
authority:

I hereby acknowledge and represent that
by signing the Uniform Residential Ap-
praisal Report (URAR), FHLMC (Federal
Home Loan Mortgage Corporation) Form 70/
FNMA (Federal Notice Mortgage Associa-
tion) Form 1004, I am certifying, in all cases,
that I have personally reviewed the appraisal
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report. In doing so I have considered and uti-
lized recognized professional appraisal tech-
niques, have found the appraisal report to
have been prepared in compliance with appli-
cable VA requirements, and concur with the
recommendations of the fee appraiser, who
was assigned by VA to the case. Further-
more, in those cases where clarifications or
corrections have been requested from the VA
fee appraiser there has been no pressure or
influence exerted on that appraiser to re-
move or change information that might be
considered detrimental to the subject prop-
erty, or VA’s interests, or to reach a pre-
determined value for that property. Signature
of Staff Appraisal Reviewer.

(5) Other certifications required from
the lender will be specified with par-
ticularity in the separate instructions
issued by the Secretary, as noted in
§36.4344(b).

(b) Instructions for LAPP Procedures.
The Secretary will publish separate in-
structions for processing appraisals
under the Lenders Appraisal Proc-
essing Program. Compliance with these
regulations and the separate instruc-
tions issued by the Secretary is deemed
by VA to be the minimum exercise of
due diligence in processing LAPP
cases. Due diligence is considered by
VA to represent that care, as is to be
properly expected from, and ordinarily
exercised by, reasonable and prudent
lenders who would be dependent on the
property as security to protect its in-
vestment.

(c) VA minimum property requirements.
Lenders are responsible for deter-
mining that the property meets VA
minimum property requirements. The
separate instructions issued by the
Secretary will set forth the lender’s
ability to adjust, remove, or alter the
fee appraiser’s or fee compliance in-
spector’s recommendations concerning
VA minimum property requirements.
Condominiums, planned-unit develop-
ments and leasehold estates must have
been determined acceptable by VA. A
condominium or planned-unit develop-
ment which is acceptable to the De-
partment of Housing and Urban Devel-
opment or the Department of Agri-
culture may also be acceptable to VA.

(d) Adjustment of value recommenda-
tions. The amount of authority to
upwardly adjust the fee appraiser’s es-
timated market value during the lend-
er staff appraisal reviewer’s initial re-
view of the appraisal report or to sub-
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sequently process an appeal of the
lender’s established reasonable value
will be specified in the separate in-
structions issued by VA as noted in
§36.4344(b). The amount specified must
not in any way be considered an admin-
istrative adjustment figure which may
be applied indiscriminately and with-
out valid basis or justification with the
sole purpose of reaching an amount
necessary to complete the sale or mort-
gage transaction.

(1) Adjustment during initial review.
Any adjustment during the staff ap-
praisal reviewer’s initial review of the
appraisal report must be fully and
clearly justified in writing on the ap-
praisal report form or, if necessary, on
an addendum. The basis for the adjust-
ment must be adequate and reasonable
by professional appraisal standards. If
real estate market or other valid data
was utilized in arriving at the decision
to make the adjustment, such data
must be attached to the appraisal re-
port. All adjustments, comments, cor-
rections, justifications, etc., to the ap-
praisal report must be made in a con-
trasting color, be clearly legible, and
signed and dated by the staff appraisal
reviewer.

(2) Processing appeals. The authority
provided under 38 U.S.C. 3731(d) which
permits a lender to obtain a VA fee
panel appraiser’s report which VA is
obligated to consider in an appeal of
the established reasonable value shall
not apply to cases processed under the
authority provided by this section. All
appeals of VA fee appraisers’ estimated
market values or lenders’ reasonable
value determinations above the
amount specified in the separate in-
structions issued by VA must be sub-
mitted, along with the lender’s rec-
ommendations, if any, to VA for proc-
essing and final determination. Unless
otherwise authorized in the separate
instructions lenders must also submit
appeals, regardless of the amount, to
VA in all cases where the staff ap-
praisal reviewer has made an adjust-
ment during their initial review of the
appraisal report to the fee appraiser’s
market value estimate. The fee ap-
praiser’s estimated market value or
lender’s reasonable value determina-
tion may be increased only when such
increase is clearly warranted and fully
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supported by real estate market or
other valid data considered adequate
and reasonable by professional ap-
praisal standards and the lender’s staff
appraisal reviewer clearly and fully
justifies the reasoning and basis for the
increase in writing on the appraisal re-
port form or an addendum. The staff
appraisal reviewer must date and sign
the written justification and must cite
within it the data used in arriving at
the decision to make the increase. All
such data shall be attached to the ap-
praisal report form and any addendum.

(e) Notification. It will be the respon-
sibility of the lender to notify the vet-
eran borrower in writing of the deter-
mination of reasonable value and re-
lated conditions specific to the prop-
erty and to provide the veteran with a
copy of the appraisal report. Any delay
in processing the notification of value
must be documented. Any delay of
more than five work days between the
date of the lender’s receipt of the fee
appraiser’s report and date of the noti-
fication of value to the veteran, with-
out reasonable and documented extenu-
ating circumstances, will not be ac-
ceptable. A copy of the lender notifica-
tion letter to the veteran and the ap-
praisal report must be forwarded to the
VA office of jurisdiction at the same
time the veteran is notified. In addi-
tion, the original appraisal report, re-
lated appraisal documentation, and a
copy of the reasonable value deter-
mination notification to the veteran
must be submitted to the VA with the
request for loan guaranty.

(f) Indemnification. When the Sec-
retary has incurred a loss as a result of
a payment of claim under guaranty and
in which the Secretary determines an
increase made by the lender under
§36.4344(d) or (f) was unwarranted, or
arbitrary and capricious, the lender
shall indemnify the Secretary to the
extent the Secretary determines such
loss was caused, or increased, by the
increase in value.

(g) Affiliations. A lender affiliated
with a real estate firm builder, land de-
veloper or escrow agent as a subsidiary
division, investment or any other enti-
ty in which it has a financial interest
or which it owns may not use this au-
thority for any cases involving the af-
filiate unless the lender demonstrates
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to the Secretary’s satisfaction that the
lender and its affiliate(s) are essen-
tially separate entities that operate
independently of each other, free of all
cross-influences (e.g., a formal cor-
porate agreement exists which specifi-
cally sets forth this fact).

(h) Quality Control Plans. The lender
must have an effective self-policing or
quality control system to ensure the
adequacy and quality of their LAPP
staff appraisal reviewer’s processing
and, that its activities do not deviate
from high standards of integrity. The
quality control system must include
frequent, periodic audits that specifi-
cally address the appraisal review ac-
tivity. These audits may be performed
by an independent party, or by the
lender’s independent internal audit di-
vision which reports directly to the
firm’s chief executive officer. The lend-
er must agree to furnish findings and
information under this system to VA
on demand. While the quality control
personnel need not be appraisers, they
should have basic familiarity with ap-
praisal theory and techniques and the
ability to prescribe appropriate correc-
tive action(s) in the appraisal review
process when discrepancies or problems
are identified. The basic elements of
the system will be described in sepa-
rate instructions issued by the Sec-
retary. Copies of the lender’s quality
control plan or self-policing system ev-
idencing appraisal related matters
must be provided to the VA office of ju-
risdiction with the lender’s application
for LAPP authority.

(i) Fees. The Secretary may require
mortgagees to pay an application fee
and/or annual fees, including additional
fees for each branch office authorized
to process cases under the authority
delegated under this section, in such
amounts and at such times as the Sec-
retary may require.

(j) Withdrawal of lender authority. The
authority for a lender to determine
reasonable value may be withdrawn by
the Loan Guaranty Officer when proper
cause exists. A lender’s authority to
make reasonable value determinations
shall be withdrawn when the lender no
longer meets the basic requirements
for delegating the authority, or when it
can be shown that the lender’s reason-
able value determinations have not
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been made in accordance with VA regu-
lations, requirements, guidelines, in-
structions or applicable laws, or when
there is adequate evidence to support
reasonable belief by VA that a par-
ticular unacceptable act, practice, or
performance by the lender or the lend-
er’s staff has occurred. Such acts, prac-
tices or performance include, but are
not limited to: Demonstrated technical
incompetence (i.e., conduct which dem-
onstrates an insufficient knowledge of
industry accepted appraisal principles,
techniques and practices; or the lack of
technical competence to review ap-
praisal reports and make value deter-
minations in accordance with those re-
quirements); substantive or repetitive
errors (i.e., any error(s) of a nature
that would materially or significantly
affect the determination of reasonable
value or condition of the property; or a
number or series of errors that, consid-
ered individually, may not signifi-
cantly impact the determination of
reasonable value or property condition,
but which when considered in the ag-
gregate would establish that appraisal
reviews or LAPP case processing are
being performed in a careless or neg-
ligent manner), or continued instances
of disregard for VA requirements after
they have been called to the lender’s
attention.

(1) Withdrawal of authority by the
Loan Guaranty Officer may be either
for an indefinite or a specified period of
time. For any withdrawal longer than
90 days a reapplication for lender au-
thority to process appraisals under
these regulations will be required.
Written notice will be provided at least
30 days in advance of withdrawal unless
the Government’s interests are exposed
to immediate risk from the lender’s ac-
tivities in which case the withdrawal
will be effected immediately. The no-
tice will clearly and specifically set
forth the basis and grounds for the ac-
tion. There is no right to a formal
hearing to contest the withdrawal of
LAPP processing privileges. However,
if within 15 days after receiving notice
the lender requests an opportunity to
contest the withdrawal, the lender may
submit, in person, in writing, or
through a representative, information
and argument to the Loan Guaranty
Officer in opposition to the withdrawal.
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The Loan Guaranty Officer will make a
recommendation to the Regional Office
Director who shall make the deter-
mination as to whether the action
should be sustained, modified or re-
scinded. The lender will be informed in
writing of the decision.

(2) The lender has the right to appeal
the Regional Office Director’s decision
to the Under Secretary for Benefits. In
the event of such an appeal, the Under
Secretary for Benefits will review all
relevant material concerning the mat-
ter and make a determination that
shall constitute final agency action. If
the lender’s submission of opposition
raises a genuine dispute over facts ma-
terial to the withdrawal of LAPP au-
thority, the lender will be afforded an
opportunity to appear with a rep-
resentative, submit documentary evi-
dence, present witnesses and confront
any witness the Veterans Benefits Ad-
ministration presents. The Under Sec-
retary for Benefits will appoint a hear-
ing officer or panel to conduct the
hearing. When such additional pro-
ceedings are necessary, the Under Sec-
retary for Benefits shall base the deter-
mination on the facts as found, to-
gether with any information and argu-
ment submitted by the lender.

(3) In actions based upon a conviction
or civil judgment, or in which there is
no genuine dispute over material facts,
the Under Secretary for Benefits shall
make a decision on the basis of all the
information in the administrative
record, including any submission made
by the lender.

(4) Withdrawal of the LAPP author-
ity will require that VA make subse-
quent determinations of reasonable
value for the lender. Consequently, VA
staff will review each appraisal report
and issue a Certificate of Reasonable
Value which can then be used by the
lender to close loans on either the prior
VA approval or automatic basis.

(5) Withdrawal by VA of the lender’s
LAPP authority does not prevent VA
from also withdrawing automatic proc-
essing authority or taking debarment
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or suspension action based upon the
same conduct by the lender.

(Authority: 38 U.S.C. 3731)

(Approved by the Office of Management and
Budget under control number 2900-0513)

[65 FR 21019, May 22, 1990]

§36.4344a Servicer appraisal
essing program (SAPP).

(a) Delegation of authority to
servicers to review liquidation apprais-
als and determine reasonable value.
Based on the reasonable value, the
servicer will be able to determine net
value.

(1) To be eligible for delegation of au-
thority to review VA liquidation ap-
praisals and determine the reasonable
value for liquidation purposes on prop-
erties secured by VA guaranteed or in-
sured loans, a lender must—

(i) Have automatic processing au-
thority under 38 U.S.C. 3702(d), and

(ii) Employ one or more Staff Ap-
praisal Reviewers (SAR) acceptable to
the Secretary.

(2) To qualify as a servicer’s staff ap-
praisal reviewer an applicant must be a
full-time member of the servicer’s per-
manent staff and may not be employed
by, or perform services for, any other
mortgagee. The individual must not
engage in any private pursuits in which
there will be, or appear to be, any con-
flict of interest between those pursuits
and his/her duties, responsibilities, and
performance as a SAPP staff appraisal
reviewer. Three years of appraisal re-
lated experience is necessary to qualify
as a servicer’s staff appraisal reviewer.
That experience must demonstrate
knowledge of, and the ability to apply
industry-accepted principles, methods,
practices and techniques of appraising,
and the ability to competently deter-
mine the value of property. The indi-
vidual must demonstrate the ability to
review the work of others and to recog-
nize deviations from accepted appraisal
principle, practices, and techniques,
error in computations, and unjustifi-
able and unsupportable conclusions.

(3) Servicers that have a staff ap-
praisal reviewer determined acceptable
to VA, will be authorized to review liqg-
uidation appraisals and make reason-
able value determinations for liquida-
tion purposes on properties that are

proc-
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the security for VA guaranteed or in-
sured loans. Additionally, servicers
must satisfy initial VA office case re-
view requirements prior to being al-
lowed to determine reasonable value
without VA involvement. The initial
office case review requirement must be
satisfied in the VA regional loan center
in whose jurisdiction the servicer’s
staff appraisal reviewer is located be-
fore the SAPP authority may be uti-
lized by that servicer in any other VA
office’s jurisdiction. To satisfy the ini-
tial office case review requirement, the
first five cases of each servicer staff ap-
praisal reviewer involving properties in
the regional office location where the
staff appraisal reviewer is located will
be processed by him or her up to the
point where he or she has made a rea-
sonable value determination and fully
drafted, but not issued, the servicer’s
notice of value. At that point, and
prior to loan termination, each of the
five cases will be submitted to the VA
regional loan center having jurisdic-
tion over the property. After a staff re-
view of each case, VA will issue a no-
tice of value which the servicer may
use to compute the net value of the
property for liquidation purposes. If
these five cases are found to be accept-
able by VA, the servicer’s staff ap-
praisal reviewer will be allowed to
fully process subsequent appraisals for
properties regardless of jurisdictional
location without prior submission to
VA and issuance by VA of a notice of
value. Where the servicer’s reviewer
cannot readily meet the jurisdictional
review requirement, the SAR applicant
may request that VA expand the geo-
graphic area of consideration. VA will
accommodate such requests if prac-
ticable. The initial office case review
requirement may be expanded by VA if
acceptable performance has not been
demonstrated. After satisfaction of the
initial office case review requirement,
routine reviews of SAPP cases will be
made by VA staff based upon quality
control procedures established by the
Under Secretary for Benefits. Such re-
view will be made on a random sam-
pling or performance related basis.

(4) Certifications required from the
servicer will be specified with particu-
larity in the separate instructions
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