
1 ' 

. :' 

> 

_, 

.'. 

,'I"" 

~ . 
. I .' 

RE-~ENGINEERING STUDY 

OF LOAN GUARANTY . 


VETERAlNS BENEFITS ADMINISTRATION 

" '.. ,. . 

. , 

. . SEPTE:MBER 8, 1992 
, 



; , 

I. I.BACI(GROUND.' 

A. Scope of this Studv 

On May 1 t ,1992, the Chief Benefits Director met with a task force composed of field and 
Central Office persqnnel from Loan Guaranty, with representation also from the Assistant CBD 
for Information Resources Management(20M) and the Assistant CBD for Plarining (20P). (See 
Attachment E.) He gave us' a charge: rethink. or "re-engineer, ,i the Loan Oua~anty program, 
from top to bottom, from start to finish. Given the fact that this program is mandated by 
Congress as a housing benefit for veterans, we were challenged to' recommend ways in which, the 
program might be restructured to provide better, more econorni~al service to our veteran 
customers. . 

The task force was not charged 'with proposing fundamental changes in the program (Le. 
no new legislative initiatives), nor were increased resources promised; We were, however, 

'chalh;~nged to take a fresh' look at the program in the light of the new technologies which are 

becoming available. The following pages represent the findings and recommendations of the 

team members on how the Loan Guaranty program can be restruc~red and redesigned (re­

. engineered) to provide better service' to veterans in the most cost-effective manner possible. 

B. CbaUell&:es Facin&: Loan Guaranty 

While the Department ofVeter~ns Affairs takes great pride in the integrity and efficiency 
of its Loan Guaranty program, the passage of time and our desire to improve service to our 
veteran customen) mandate that we periodically examine our operations to determine if we are 
providing the most. complete, compassionate and efficient seryice possible to our veteran , 
constituency. ; 

The general goal of Loan Guaranty, i.e. to provide the housing benefitto qualified 

veterans, has been further specified as follows: 


Outreach: To encourage veteran~ and their spouses, ~etribe~s of the housing industry, and. 
members of the lending industry to participate in the program. .. . 

Cr~dit Assistance: To provide timely credit assistance to eligible and qualified veterans 
who are acquiring, 'altering, selling, or refinancing their homes. 

Grants: To provide timely specially adapted housingbrrants to all eligible veterans who are 
. ,acquiring specially adapted housing or' are altering their permanent residences. . 

Valuation: To appraise properties in a timely and accurate manner in order to establish the 
. reasonable values for the purpose:s of financing proposed or existing homes, financing' 
. alteratiqns of homes, refinancing existing homes, or liquidating securities for loans. 

. . ' . , 
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Habitable Horries: To ensure thatveterans and their families acquire safe, sound, and , 
sanitary hOlTleswhich are free' from hazards affecting livability. ­

I' ' 

Loan Servici'1J.g: To assist mortga~o'rs in retaining their homes by providing timely 
primary servicing for V A portfoli6 loans or supplemental servicing for guaranteed or 
insured loans in order to'cure the maximum number of delinquent loans while minimizing 
the governme,nt's liabilities. I ­

" , ! 

Claims: To minimize losses to concerned parties when loan defaults are insoluble, by 
using the most economical and expeditious me~ns of tenninating loans. 

Cost Recovert: To obtain through 'the timely sale of acquired properties the maximum 
recovery of costs incurred by the vA and associated with the acquired properties. 

As perceived bythi:S task force there are several areas which require action to provide 

opportunities to bring our operations into line with contemporary business practices in the 

industry or to remedy persistent problems with service delivery, such as inability to provi'de, 

consistently timely, quality service. These areas of challenge are divided into three main areas 

of discussion. Those! are (1) opportunities for improvement of the work-processes themselves; 

(2) an examInation of the p'otential f.')r improvemetH in the geographic locations ofthe 

workforce, and (3) a discussion of the Hnes of authority which would best serve veterans by 

improvement of the delivery of Loan Guaranty benefits: 


VA's 'experience with the real estate finance industry has resulted in an understanding of 
industry expectations, of our products and ;serviCes.. It is important to provide accurate and . , ' 
efficient delivery of our products and se~ices. Participants must becortfident that they have 
easy access to our services with little i'redtape." Infonnation and training on the loan program 
are criticai to the ability of some participants' to meet program guidelines. We also see a ne~d'to' , 
develop and maintain compatibility with emerging technologies whiCh our participant customers 
will be employing in their operations; 

, Despite the initiation five years ago Qf a very proactive program to modernize the APP 
resources supporting t,he Loan Guaranty program, we continue to trail the industry we must work 
with in this vital area, ' VA must improve the availability of automated assistance to workers in 
the field and make possible speedy, reliable, electronic communications with the lending, 
industry if we are to continue to be a viable factor in the home loan market. Because VA ' 

\. 11 _' • 

represents less than 10% of the home mortgage market, we cannot impose our technology on the 
industry, but must bring ourselves into correspondence with ,the direction of technological 
change as it occurs. 

The geographic distribution of our workforce is a reflection of our historical beginnings 
and the market as it existed in the late 1940s. The present decentralization of all aspects of thf: 
Loan Guaranty operation does not reflect,the realities of the present market or the composition 
of the private sector which directly provides most of the housing benefits to' veterans. The 
present situation appears to produce frequent inconsistencies in our dealings with veterans and 
program participants. Those inconsistencies tend to reduce acceptance of our product in the 
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market and thus lower the number of veterans served. Additionally, the present workforce 
configuration appears to make both economies ofscale and proper internal control procedures 
virtually impossible at some ofthe smaller regionai'offices.: . 

Finally, this is an opportunity to examine the present organizational lines of authority with, 
an eye to improv'ement of service delivery. Any such examination and discussion must center 
upon the ability of the Veterans Benefits Administration in general, and the Loan Guaranty 
Service in particular, to react to the conditions of the home loan mortgage market In order to 
improve service to veterans and program participants. The areas in which V A appears to be 
weak at this rime are providing a Wlified position at times of j)OIicy and procedural change and 
redistributing resources in times of rapid market fluctuations. ' 

C. For Nearly 50 Years 

The home loan p~ogram was originally conceived in 1944 as part of the Nation~s response. 
'to the economic problerrts facing returning service men and women at the close of World War II. 
Millions of these men and women had spent years at war, with no opportunity to accumulate the 
cash or credit which would enable them to become homeowners. The provisions of the law have 
been modified numerous times over the nearly 50 years since then, but the basic intent remains 
the same: veterans who have met the criteria of military service established by law are offered 

. -assistance in purcha~ing a home,with the VA guadmtygenerally substituting for a mortgage. 
·downpayment. Traditional underwriting criteria are modified somewhat to fit the uniqq.e needs 

: ofreturning veterans, and speCial steps are taken to enable financially troubled veterans to retain 
homeownership. . 

. . . . ' 

Cumulatively through March, 1992, the VA guaranty has enabled private lenders to extend 
approximately $374 bil1ionin mortgage loans .to over 13.3 million veterans to purchase or 
constnict homes. Figures'l and 2 depict·the trends over. the last dozen years in numbers of loans 
closed, defaults reported, claims filed, and properties on hand. 
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The extrem{~ volatility of loan origination workload is evident on a national scale, and is 

related inverselyurmortgage interest rates (Figure 3). Defaults, foreclosures, and prop'erty 
acquisitions have been equally volatile, although on a regional, rather than a national, basis .. In 
the past decade, for example, our country has experienced a series of local recessions: first the 

, . ,"Rust Beltlt in the Midwest, then the "Oil Patch" in the Southwest, then New England. 

FIGURE 3. AVERAGE ANNUAL INTEREST RATES & NUMBER OF 

GJ LOANS CLOSED, 1970-90 
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D. How Loan Guaranty Operates 

The veteran's primary housing benefit is the GT hom~ I,oan program, which provides partial 
guaranty on loans made by private lenders to veterans for purchasing'homes, condominiums or 
manufactured housing units. The program operates by substituting the guaranty of the Federal 
government for the)nvestment protection afforded under conventional mortgages, which require 
a down payment and/or private mortgage insurance. Over 80% of the purchase loans guaranteed 
by VA have no down payments. 

VA relies heavily on private individuals or firmsi!n providing this benefit. Generally: 
veterans locate a home they wish to purchase through contacts \\~th real estate agents who are 
very familiar with the GI home loan program. Real estate agents usually help veterans find a 
mortgage lender who will process the loan. Tn most cases V A has limited or no contact with the 
veterans in processing these loan applica~ons. 

. '.' ~ . . . . 

Operating in 46 RegionalOffices; Loan Guaranty services are provided within four 
functional areas: ConstDlction and Valuati~n, Loan Processing, Loan Ser,vice and Claims, and 
Property Management. hi 1991 ,approximately 36 pe~~ent of program FTEE were devoted to 
the appraisal and loan processing function., The remaining 64 percent of Loan Guaranty 

, employees have been involved in the serviCing of delinquent loans', foreclosures ai1~ property 

management.· " " 


1. Construction and Vaiuation 

When a veterari decides to buy a home, the veteran or hislher .lender will request an 

appraisal of the property to be purchased: . 


V A will assign an independent professional fee appraiser to conduct a formal appraisal of 
the property which will secure the loan. Most appraisal reports are subsequently reviewed by 
VA staff for acceptability. Based on the appraisal report and data in VA files, a Certificate of 
Reasonable Value tCRV) is issued, which sets a limit on the maximum loan VA will guarantee. 
The CRY also provides vital information to the veteran regarding the value of the property in 
relation to the list price. Because timeliness is critical in real estate transactions, VA has 
established a target time standard of 20 days after the initial request for the issuance of the CRY. 

Under an alternative process, the Lender Appraisal Processing Program (LAPP), VA also 
assigns the fee appraiser. However, the fee appraiser's completed report is forward to the lender, 
not VA, for review by the lender's VA approved staff appraisal reviewer (SAR). The lender's' 
SAR performs the same basic process as a V A staff appraiser; however, in setting the maximum . 

, loan amount the lender issues its oWn notification of value to the veteran and not a CRY. The 
, 'LAPP lender can then close the loan on the automatic basis. The principal benefit of LAPP is to 

speed the time to loan closing for veterans, 

. ,i 
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2. Loan Processing , 

, Concurrently, the lender will assist the veteran in obtaining a Certificate of Eligibility from 
VA, if one was nor previously obtained; and de~elop the case, i.e., obtain verifications of ' 
employment, deposits; credit history, etc. In approximately 88 percent Of the cases, lenders will 
close GIloans on an automatic basis, i.e., without prior approval of VA. In these cases, the 
closed loan package with appropriate documentation is submitted to VA whidi:reviewsthe case" 
and issues a !::,:ruaranty certificate to the lender. For the other 12 percent of the cases, lenders 
submit the loan application to VA for prior approvaL VA reviews the case and issues a 
commitment to guarantee the loan when it is closed. After closing, the lender submits a loan 
package to VA to obtain .the guaranty certificate. The LPsystem automatically generates 
Certificates 'orGuaranty and commitment letters, as well as workload activity rep~)rts._ 

When VA issues the guaranty certificate, the veteran is mailed a pamphlet whichexpJains 
his or her obligations to the lender and VA, and provides guidance regarding mainten'ance of the 
property, what to do if financial difficulties occur, and how to ,arrange the subsequent sale of the 
property. As long as the veteran makes regular mortgage payments to the lender, this will be the ' 
extent of service provided in most cases, :although additional contacts with veterans occur when ' 
they call or write VA with questions ~bout their loan or to request release from liability, incident 
to the sale of the home, ' 

I ",'13. Loan Service and Claims' 

VA is notified by lenders that veterans are delinquent on their guaranteed loans when the' 

third consecutive payment is missed.' Lenders inform VA of the reason for the default and what 

servicing actions have been taken by the lender. VA then codes the default into the Liquidation 

and Claims System (LCS), which automatically generates servicing letters to the borrower 


, emphasizing the serious nature of-the si~tion and encouraging the borrower to contact VA. ' 
Thelenderlservicer continues to have primary responsibility for servicing the default. VAat'so' 
attempts to make personal contact (usually, by telephone) with the borrower. These personal 
contacts are the most effective means of finding cures for defaults. In appropriate cases, VA 
may intercede on the borrower's behalf and obtain a forbearance, agreement or arrange a , 
reasonable repayment schedule. Also, VA may contact local agencies that provide assistance in ' 
finding jobs for borrowers or aid with their daily subsistence needs, or help in making mortgage 
payments." , '" 

If no arrangements for reinstate:rnent are made the lenderl servicer sends V A a Notice of 
Intention to Foreclose:.. V A regulations preclude the initiation of foreclosure for an additional 30. 
days to allow V A more time to find a solution to the veteran's problem. VA servicing continues' 
even after foreclosure has begun, to explore every possibility to assist the borrower. These 
include refunding (purchasing the loan from the lender), accepting a deed-in-lieu offoreclosure, 
and encouraging a private sale ofthe property even at less than the amount owed on the VA, 
loan. The goal of the Loan Service and Claims function is to help veterans to retain their homes 

, , 

and avoid finanpial loss and to protect the government's interests by minimizing claim payments" 
and property acquisitions. ' 

.• ' ! 
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4.. Property Ma~agement 

In the ev'ent that forec;losure cannot be prevented, . VA will pay a claim under the guaranty 
and, in approximately 90%,of cases, acquire and ultimately resell the property securing the loan. 
VA's property management function provides the principal source of funding for the Loan 
Guaranty Program through sale of acquired properties on both a cash and vendee loan (VA 
financed) basis. ') . 

The primary purpose of the: VA Property Management program is the sale of acquired 
properties at prices which will result in the maximum recovery of the Government's investme~t 

, in these properties. VA utilizes the services of local brokers in the management and sale of 
properties which are owned or are to be acquired by VA. When a property is conveyed to VA, it 
is assigned to a management broker for custodial care. Management brokers are responsib.le for 
making perio<i:ic inspections of properties and recommending to V A the need for repairs and 
other expenditirres .. 

When a property .is assigned to a'Il1a11agement broker, he/she makes an initi.il inspecti~n 'of 
the property and prepares a report which indicates the condition of the property arid the property 
value based on comparable properties in th'e neighborhood. VA staff will then complete an 
analysis of the property based on the management broker's information, in-file data, previous 
appraisals, and other staff inspections. A determination is then made as to whether a repair 
program will betmdertaken. If the dedsiop is made to repair the property, repair specifications 
are prepared and bids are solicited. The management broker is responsible for supervising 
repairs while they are in progress and certifying to VA that they have been satisfactorily 
completed. Once the repairs are completed, the property is ready to be listed for sale. 

Independent sales brokers negotiate the sale of properties listed by V A. When offers are 

submitted with acceptable terms and conditions, and in conformance with the listings, they are 

held for an interval following the date of public appearance of the sales listing. A preliminary 

credit analysis is then made and those offers requiring VA financing which are clearly 

unacceptable from a crl!dit standpoint are rejected. Thl!' others are retained for further 

consideration when the credit reports, employment verifications, <:lnd other supporting 

infonnation are received. Upon receipt of all required information, Loan Guaranty personnel 


, complete a formal underwriting analysis. Ifmore than one offer is being corisidered, a . 
comparison of these offers is made, and the ~ne fo~d to be in the best interest of the VA, based 
on established criteria, is accepted. ,After approval and execution by VA, the purchaser and sales 

'broker are given appropriate notification. V A.prepares the instruments required for closing the . 
sale. Once the sale is closed and the necessary doc~ents are recorded, all "required papers are 
returned to VA. Currently, VA finances about 70 percent of acquired property sales, with the 
rest sold for cash or financed by non-VA sources. " 

,'", 
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5. Specially Adapted Housing 

VA also provides housingbenefits:to disabl~d veterans inth~ form of specially adapted 
housing (SAH) grants, direct loans and loan guaranties. HOl!sing grants are made to 
permanently and totally disabled veterans to assist in acquiring new or existing housing units 
which are adapted ,to meet the needs of tpese' veterans, e.g.; wider doorways and ramps to, 
accommodate wheel chairs., The grant may not exceed one:.halfof the purchase price of the 
dweJJing up to a maximu,m of $38,000. Grants up to a maximum of $6,500 are also available 'to 
vctera'ns with service connected blindness or the loss or loss-of-use ofboth upper extremities. 
Normally, veterans obtain VA guaranteed loans to 'purchase homes in connection ,with SAH 
grants. However, if veterans are unable to find guaranteed loan financing, VA will make direct' 
loans up to a maximum 0[$33,000 to supplement the grant. ' 

Personal service to the,disabled veteran begins when the Adjudication Division riotifi~s the 
Loan Guaranty Division that a disabled v~teran has been determi~ed to'be eligible for an SAH 
grant. Loan Guaranty, then' forwards an a'pplica'tion to, the veteran with a notification of hislher 
basic eligibility for b,enefits. When the veteran returns the application, Loan Guaranty personnel 

,arrange for a personal interview, usually at the veteran's residence,. During this interview, V A 
discusses the veteran's housing plans or desires and the entire SAH process is explairied in detaiL 
Tf the veteran elects to go ahead with a home purchase or an adaptation of an existing property, a 
Specially Adapted Housing agent-from the Loan Guaranty Division assists the veteran through 
each step, i.e., selection of property, contract negotiations With builders or cohtractors,review of 
plans and specifications, compliance inspections, escrow of funds and final disbursement. 'The 
SAH grant program often requires several hundred man-hours over a3-6 month period to', 
complete a single case. ' ' 

E. Who Does lthe Work? 

The work of administering the LoanGuaranty program, which is a unique partnership of 
government and private lending institutions, is conducted by approximately 2,000 Loan 
Guaranty personnel in 46 regional offices. A detailed breakout of Loan Guaranty FTEE is found 
on page B-3 of this report. As of May, 1992, field personnel were allocated as follows. ,Note 
that the Office of the Chief in some c~ses ipcludes indirect labor for all functions. 

Office ofthe Chief, 213.7 FTEE 

Construction & Valuation 310.5 FTEE 

Loan Processing, 338.6 FTEE 


, Loan Service & Claims, ' 680.1 FTEE 

Property Management '401.4 FTEE 
Files , 58,8 FTEE 

Total 2,6,03.1 FTEE 

The Central Office Loan Guaranty Service functions in a staff role to the Chief Benefits' 
Director, recommending policy and providing program oversight. Training for regional" offic~ 
personnel is pro\'ided in a number of ways:, on the job training. a centralized technician training 
program, aPM training courses, a few accounting courses made available free by the Treasury 

, . 
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Department's Financial Management Service. and locally available ,courses in real estafe, , 

finance, a,nd "appraisal principles. " 


F. Where is the Acti~n? 

Because the housing benefit is more likely to be exercised by relatively young veterans; 
and is strongly affected by local economic conditions, the Loan.Guarantyworkload is not 
distributed strictly along 'the lines' of veteran population .. Loan origination. worklo~d v·aries. 
dramatically with fluctuations iri the mortgage interest rate, while defaults and claims are ' ' 
influenced primarily by the local economy .. Attachment ,A ranks ,the stations by order of volume 
of loan originations in FY 1991, by order ofdefaults reported in FY 1991, and by size of the 
Loan Guaranty division. . 

G. Loan Guaranty is Unique in VA. 
• • ,-. # 

Unli~e other Services within VsA," it isinJPossible to predict Loan"GuarantY'~o.rklo~ds 

with any' precision. The,real estate. market is' tied to the local economies of thousands of 

comInunities. Market interest..rates fluctuate based upon scores of unforeseeable variables .. 

Plant or base closings, layoffs, or the peaks and valleys of the cyclical real estate market are 

virtually impossible to anticipate on a na~ional level. 


. Because the governmentprovidesa guaranty to ,private lenders (ratherthanmakirig the 
loans directly), Loan GUaranty has a unique relationship with the private sector. In this case, the 
VA housing benefit is actually provided by the"private sector, with support from the ' 
government. All otber V A benefits, from vocational rehabilitation to pension checks, are 

. provided directly by VA to the veterans. This means that VA depends on its program 
participants to take initiative in providing thisbenefit; this action will be taken, of course, only 
if the lenders can receive a reasonable profit for their efforts.' Anything which works against'the 
·interestsofthe lenders will. make them less willing to provide the benefit; anything which 
makes it easier or mor:e profitable will encourage them to make GI home loans available to 
veterans. It is the challenge of Loan Guaranty to balance th'e interests' of the veteran, the 
government, and private sector participants In S4ch a way that f10ne will be ham'led and all will . 
benefit. ' ,. 

Because of this voluntary, involvement of the private secto~, VA needs to constantly "sell" ' 
the program not only to vetenms, 'but also toleriders and to real estate brokers, who are the . 
single most in fluential group affecting the ,~hoice of mortgage financing. Efforts to change the 
way we do business must be carefully coordinated with the requirements of our program 
participants, since V A's market share is too small (less than 1 O%),to require the market to adjust. 
to us. We must work toward industry standar~s for ready acceptability. 

At the same time, it is sometimes the per~eption of Loan Guaranty personnel both in the 
field and in Central Office that the program needs to be constantly "sold" within VA as well. 
Loan Guaranty personnel foryears have feIt that they were considered "outsiders" by the rest of 
the agency, ,"'ho often were less than 'sympathetic to the. unique requirements of the program.' 

.9 




II. 	ANALYSIS OF FACTORS AFFECTING THE 

LOAN GUARANTY"PROGRAM 


A. Factors Ext'~rnal to VA 

I. ' Economic Conditions 

To a large extent, future changes in tQe workload of the Loan Guaranty program will be 
driven by forces'extemaJ to VA, primarily external economic factors. To the extennhat' 
mortgage interest ratesvafy, a greater or lesser number of eligible veterans will be able to afford 
a home mortgage in a given year. In turn, the interest rate and current economic conditions will 
also affect the rate of foreclosure of existing mortgages. In times of economic downturn, higher.' 
rates of bankruptcies,job losses, unemplo~ent, and property depreciation will result in fewer 
loan originations and a greater rate, of foreclosures. 

Locai econ9micconditions also playa Ilarge role in the potential ,workload of the Loan 
Guaranty program. Even with similar national mortgage interest rates, local economic· 
conditions and investm{mt and banking practices can result in varying rates of loan originations 
and foreclosures from area to area.' While these effects may tend to cancel. each other out or .. ' 
lessen somewhat at the l1ationallevel; fluctuations ip workload may be dramatic at the local or' .' 
regionalleve!. For example, the severe recession'in the energy industry in the southwestern 

. United States during the mid and late 1980's resulted in heavy foreclosures of GI loans in that 
region. 

While it is difficult to predict future economic trends, the announcement of closings of 
automobile plants in the Midwest and continued competition from Japan and the newly-united ' 
European nations, indicate that structural changes in the U.S. economy will continue, with local, 
regional, and perhaps national implications for VA's Loan Guaranty program. 

As shown in Figure 3, the, fluctuations i~ the number of GI loans closed from year-to-year 
are related to changes in mortgage interest rates. In general;these two trends are a mirror image 
of one another:, as interest rates go up, the number of GI loans closed goes down. Bowevc;:r, the 
overall number of loans dosed has. declined over the period as well. An average of 315,000 
loans were closed during the 1970 to '1980 period, in contrasttoan annual average of233,OOO 
loans during the 1981 to 1991 period. 

2: Veteran Population Trend~ . 

While interest rates and local economic conditions are important factors, the future 
workload of the Loan Guaranty program will also be affected by changes in (1) the veteran 
population, (2) eligibility standards, and (3) the degree to which veterans choose a VA mortgage 
over other options (usage rate). As shown in Figure 4, the veteran population aged under 35 
(those most likely to buy a home under the VA loan program) was also declining during this ' 
period. This is due to the aging of the Vietnam and Post-Vietnam veterans; and the' reduction in 
the size of the standing military. ' 
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The size of the veteran population ·eligible to elect a V A mortgage is affected by the' 
number of active-duty military' personnel (potential new veterans). The Department of Defense 
has announced a planned 21 per:cent reduction in the active duty military forces, and an 18 
percent reduction in the total selected reserve forces from 1990 to 1997. Over the drawdown 
period, the increased number of separations from the military (relative to recruits) could result in 
an increase in the number of VA loans. However, with a smaller standing military, the' number 

.of persons eligible for VA loans will remain at a lower level than in the past, resulting in fewer 
potential applicants over time. 

~~ Eligibility 

Eligibility standards can also, affect the number ofpersons who cru, potentially apply for a 
VAloan. The service requirements have changed over the years, ranging from 90 days of active 
duty during wartimes to up to 24 months during times of peace. The advent of thePersian Gulf 
WarJAugust 2, 1990 to present) brought another change to the service requiremerits. However," 
this change had little overall effect on the number of veterans eligible for home loan benefits . 
since many of the active duty personnel would have become eligible for home loans anyway. 
Onl y a small number of reservists and NationalGuard members who nad no prior military 
service became eligible forthe Loan Guaranty program as a result of being called up for Persian 
Gulf War service, 

4. Usa~e Rate 

The usage rate of V A.loans will also affect the future workload of the V A Loan Guaranty 
program. The 1990 Census d'~lta indicated that approxim:ltely 7.7 percent of all mortgages on 
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owner-ocdupied units were V A loans. V A's market, share ov,er the last decade has averaged 

somewhat less than ten percent of allmortgages. 


Clearly not all veterans use 'the VA loan pro!,Tfam. According i-a data from the 1987 
Survey of Veterans. 34.3 percent of veterans responded that they had used the V A Loan Program 
during their lifetime. Of those veterans with mortgages, 31.8 percent used VA to fi,nance or 
re:finance their home. 5.0 used FHA, 0.5 percent used FmHA, and 55.6 used convent,ona]or 
other financing. Of the tot~lI veteran population, 14.3 percent reported, current use of a V A 
mortgage to finance or refinance their home. ' 

The main reason given for not using a VA home loan was ,,~o need for a VA home.Ioan" 
(20.5 percent), followed by "other financing preferred" (17.8 percent), "did not know I was 

, eligible" (8.9 percent ), and "too long to process VA loan" (8.5 percent). Clearly, several factors 
come into playas a veteran considers ~hether to purchase a home through the V A home loan 
program. 

5. Relative' Value of V A Loans, 

As the VA Loan Guaranty program was estabIlshed as aveteran benefitpro~~, several 
advantages accrue through participation. Short-term benefits include reduction of up-front cash 
requirements to p'uxchase a home, as'no downpaymentis required for a VA loan, and closing 
costs are reduced as all points are paid, by the seller rather th~ the veteran. By reducing up­
front cash requirements; the VA loan program enables those veterans who do not have the initial 
cash needed for FHA or conventional financing to purchase a home with a VA loan .. In addition, 
V A credit standards emphasize use of residual income guidelines as indicators of loan 
acceptability rathe:r than strict reliance on debt-to-income ratios such as those used for FHA and 
conventional loans. This allows a greater degree of flexibility to be employed when qualifying a ' 
veteran for a VA loan. 

The relative value of VA loans to,other loa~s is adynamic situation. The interest rate for 

V A loans is generaliy set at about one/half percent below conventional loans., However,·the 


, VA's rates fluctuate somewhat less rapidly than market rates, so that-for certain periods, the 
actual difference maybemoreodess. In addition, in 1989 PL 101-237 Title III, the Veterans' 
Home Loan Indemnity and Restructuring Act of 1989, established a loan fee of 1.25 percent for 
the veteran making no down payment, with some exceptions. To the extent that funding fees, 
increase, the relative value ofVA loans compared to other loans willdecline. Changes in:the 
relative value of VA loans will also occur a!= a resuh of changes,in other loan programs. As an 
example, V.A loans became more attractive when FHA raised closing costs t6 remain self-
sustaining. ' 

Deciding wh!ether to choose aVA loan is not based entirely on strict fin;mcial accounting 
issues. First, as mentioned above. the veteran must know about the program and determine that. 
he or she is eligible:. The potential customer: (the veteran) must alsotake into account real' or 
perceived. delays in loan 'processing, and evaluate advice given by the seller or'real estate agent 
regarding the relative merits of a VA loan. ' 
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~. .6. Program Funding 

, Uniike commercial loan progrjms, the V A home 10lin program was not mandated to be 

financially self sustaining. Having its roots in the original GI Bill, pro!:,rram expenses were 

funded from 1944 to 1961 through annual appropriations. In 1961 the Loan ,Guaranty Revolving 

Fund was established. Through this fund, receipts" which had originally been returned to the 

U.S. Treasury, were now deposited into the fund and,were made available for ongoing 

expendinires. Theloan program had transfers or appropriations to offset program expenses for 

the first 21 -of the 23 years of its existence. 


However, forthe period FY 1968 to 1977" the loan program operated without transfers 
frqm the Direct Loan Revolving Fund or appropriations. This relatively favorable revolving 
fund performance was a reflection of theJollowing economic conditions: a relatively stable' 
economy, a maximum GI mortgage interest 'rateof7-9,percent, loy.' foreclosure and 
unemployment rates~ ana appreciating real estate values averaging 10.9 percent annually. ' 

, ' , 

In the late 1970's worsening economic conditions, reflected in loan interest rates of up to 
12 percent (with a peak of 17.5% reached briefly in 1981), increased unemployment, and a sharp 
recession in 1980-82, resulted in increased VA foreclosures. From FY 1962 to FY 1983 over' 
$1.0 billion were transferred from thepirect Loan Guara!lty Rev91ving Fund as expenditures, 
exceeded receipts. Since the'end'ofFY 1983 almost $).1 billion in'extemal financing (transfers 

• r 

and appropriations) ~ave been 'necessary to support the Loan :Guaranty Revolving fund. The 
Direct Loan Program was'suspended in 1981, and thus could no longer support the Loan : 
Guaranty Program. ' ' 

Recent legislation has 'had the effect of restructunng the funding and appropriation process ' 
for the Loan Guaranty program. As part of the Veterans Home Loan Indemnity and 
Restructuring Act 0£1989, a new Guaranty and Indemnity FUnd was established for loans closed 
on or after January 1,1990. The veteran pays a loan fee into this fund; the government also ' 
contributes to the fund for each GI loan. Other provisions were added that generally tightened 
the (elmS of VA':) loan program. The Credit Reform Act; whi~h w~ntmto effect in FY 1992', 
ensures that the total lifetime costs for the set ofloans made"dupnga given year (under a certain' 
set of economic conditions) are estimated and appropriated in the year of origination, rather than 

, in the out years." , , ' 

Given the scrutiny of the' Loan Guaranty program over the p~st few years by Congress and 
OMB, there isuridoubtedly <"(better understanding ofthe economic imderpin!1ings of the 
program. ,New accounting and budgeting procedures such as those incorpbr'ated in the Credit, 
Reform Act should do a great deal to prevent,the sudden unexpected appropriations needed for 
the Loan Guaranty Program over the past 12 years. However, given the likely future economic 
constraints of the Federal Government, .continued sc~tiny of the LG program can be expected. 

, '.I ~ 
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B. Factors Internal to V A 

Aside from external conditions, several initiatives within the Department of Veterans 
, Affairs will have an impact on the Loan Guaranty probrram in the ,future. These include 
, initiativesc>n ADP Modernization, Corporate Information Management (CIM), Performance 
, lndicators and Total Quality Management (TQM). The initiative which most directly affects the 
, issues before this task force is the VB;A. ADP Modernization effort. ' 

VBA is curTently implementing a major initiative to computerize the information' 
proc'essing environment used to deliver VBA benefits. This program, which began in 1985, was 
designed to replace existing systems with a modernized computing environment that takes 
advantage of ne,:\" technologies, including image processing, modern programming tOQlssuch as 
fourth generation languages', and expert systems. These systems will help VBA accomplish its 
mission of deliveling benefits and se~ices to veterans faster and mQreefficiently. 

'Specifically in terms ofthe Loan'Guaranty program, the electronic exchange of 

information could allow better monitoring of the loan guarantee/mortgage industry, and allow 

access to data frotn HUD, Fannie Mae, Girinie Mae, and the National Association of Realtors. 

Hopefully, this would facilitate the creation of LG policies and procedures which are more 

consistent with the! industry and thereby gain participation of lend'ers,making VA loans more 

available and appe:aling to veterans. ' 


C. Custom,erNeedsand Expectations' 

1. Veterans' 

The primary customer of the Loan Guaranty program is the individual veteran. In 1990, in " 
'an attempt to determine veterans' satisfaction with current s'ervices,the Veterans Services 
Division (VSD) funded a Consumer Satisfaction Survey. The Loan Guaranty portion of the 
survey was based on the results of teJepnone interviews with 40 I veterans who applied for or 
received VA home loans during FY 1988. The actll;al interviewing took place in May 1990. A 
varietYoftopics was covered in an attempt to get an indication~ofthe overall level of satisfactior;t 
of veterans with th.= services they received. ' 
. . ;,\ , 

In general,the respondents were pleased with their dealings with the VA. Nine of ten 
respondents were satisfied with the service they received when they applied for a Certificate of 
Eligibility. Of those who contacted V Adirectly about their home loan (33 percent), 95 percent 
said they were treated courteously, 94 percent said they understood completely the information, 
the VA gave them, and 92 percent ~ere satisfied with the information they received. ' 

Of those veterans who dealt directly with a bank or insti~tion, 97 percent were treate9 
courteously, 96 percent understood the information they gave about the VA loan, and 94 percent 
were satisfied with lthe information recei~ed. In terms of the amount oftime it tOQkto process , 
the veteran's loan application, 23 percentthoughtit took longer than expected; 53 percent 
reported it took the time they thought it would, and 25 percent said it took a shorter amount of 
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\' 	 time than anticipated. Among those who admitted being late in making payments to V A(13' 

percent), 67 percent were satisfied with V A's assistance, after being contacted by VA. . 


One of the limitations of this kind of survey is that the measurement of "satisfaction" is. not 
detailed enough in many cases to suggest program modifications needed to meet program goals .. 
Another survey is. to be conducted for VBA's Office of Planning (the Customer Based Measures 

. Survey) which wili measure how well the' provider meets the customers' expectations for service .. 

2. The Real Estate Finance Industry 

, 	 ..' 

The corporate customers with whom we do business are essential to Loan Guaranty. Due 

to the many functions that the financing and servicing. of loans and management of property 

require, Loan Guaranty Service utilizes the resources and expertise of many VA and non-VA 


. entities to help the program work. In the real estate finance industry, our most important 

customer is the mortgage lender. This group includes the banks, mortgage companies, savings· 

and loan associations, credit unions and other financial institutions which make the loans we 

guarantee. Without their participation there is no V A Loan Guaranty program. The real estate 

agent and broker are also prime players in the program. Their rol~Hs critical in that they are" 

often the initial contact the veteran has with V A financing. Retaining their support in advising 

the home buyerand seller to elect V A financing ov~r other home financing options is a goal for 

which we strive. 	 . ' . 

The real estate appraiser furnishes the property valuations u~ed by VA in several ways. 

Appraisers and inspectors help to assure that the security for the loan adequately.protectsthe 

Government's interest. The role of the home builder in our program is significant. By building 

homes which' are affordable for many veterans and offering V A financing for their products, the 

buil4er contributes to the vitality of the program. The title company and attorney play integral 

roles by identifying and helping to clear the legal hurdles ofr.e~l estate transactions and by 

conducting loan settlement. Attorneys are also involved in several other ways including 

'bankruptcy and foreclosure proceedings involving VA loans. 	 ' 

The loan holder and loan s~rvice'r help the veteran resolve loan repayment problems which 
,J may be encountered by helping mortgagors identify problems, -arranging repaymentplans to cure 

. delinquencies and suggesting alternatives to foreclosure when loan defaults are insoluble. A ' 
substantial role is filled by secondary mortgage market entities such as the Government National 
Mortgage Association (GNMA) whichprovides an investment pool for mortgage loans and a 
conduit ,of capital for VA lenders. The participation of the insurance companies which insure 
homes and home mortgages and the taxing entities which assess real property and collect taxes 
are also elements of the program. . . 

VA provides several products and services for the real estate industry. The services 
usually provided as the fir'st steps in L,oanGuaranty operations are our appraisal review and· 

. I 

property inspection functions in which we review and approve the work of independent 
appraisers and.inspectors who parricipatein the program. For about 10% of guaranteed loans 
VA also provides the loan undenvriting necessary to establish that a borrower qual ifies for'the 
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intended 1dan. When a closed loan is reported to VA, our issuance of the Loan Guaranty 

Certificate assures the loan holder and investor that VA protection exists for the loan, .,' 


,', . ' . 

When needed, V A assists holders and servicers by assisting in loan s~rVicing matters such 
as loan assumptions and partial releases of security and by intervening in loan default situations 
to effect cures. Other foreclosure.avoi,dapce m~asures employed by V A include accepting deeds 
in lieu of foreclosure, refunding loans and making compromise claim-payments. Inthe 
unfortunate event that a foreclosure o~burs, V A makes claim payments to the loan holder and, in 
many cases, acquires the prop~rty which ~as security for the loan, relieving the holder of the 
.chores of managing and disposing o.f the property itself. 

Upon acquiring a property, our services to the industry continue. We make required tax 
and insurance payments, provide work'for the contractors who manage, repair and market our 
properties and, in many cases, provide financing for the buyers of our acquired homes. From 
time to time V A also conducts loan sales in which interested parties may invest in mortgages 
held by VA. . . 

3. Loan Guaranty's Customers Within VA 

Iris als.o recognized that "customers" of Loan Guaranty Service exist within V A. 'The 
Veterans Services Divisions regularly answer general Loim Guaranty questions for veterans in 
face-to.:.face and te:lephone interviews. They also assist with walk-in eligibility determinations at 
most regional offices. Adjudication personnel adjudicate the more complex eligibility claims. 
[nvolvement 'by th,= Finance Division is required for paying' Loan Guaranty obligations such as 
guaranty claims and escrows, establish'jng debts resulting from guaranteed loans, considering 

. debt waiver and ,compromise cases, receiving and refunding VA funding fees and processing 
inquiries on VA be:nefit-related indebtedness. OtherLoan Guaranty support services are 

. provided by VA ernplQyeesin mailroo~ activities, forms and publications control, tr:avel 
arrangements and personI171 services7 

. On local and national 'levels, Information Resource Management provides ADP systems 
development and maintenance services.' V AGeneral and District Counsels furnish legal advice 
and assistance. The Office of Inspector General serves in the areas of program surveillance and 
fraud, waste and abuse avoidance. Even Loan Guaranty Service employees may be seen as 
customers. Their concerns ofjob stability, pt:'omotionpotential, job satisfaction and work 
environmetitare issues to be addressed by th'eService in the interest in maintaining a talented, 
motivated work ,force. 

4. Other Customers 

Aside from the needs ofthe real,estat~ industry, internal. VA customers, and ,veterans,themselves, 
other entities are partially respo'nsible for informing or counseling veterans regarding their loan 
benefits. These groups include the ,Veterans Service Organizations, state and county veteran 
representatives, and the military services . 

. , . 
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. III. OPERATIONAL RE~ENGINEERING 

OPPORTUNITIES 


, , . .~', 

In this section> we concentrate on~e.engineering opporl~nities which addres$ the 

processes by which VA provides the housing benefit to veterans. Later, we will discuss the 

geographical location andorganizationalline 0/authority aspects ofbenefits deiivery. 


A. Loan Processina: 

1. Elia:ibility Det~rrninatioris 

a. Current Environment and Procedures 

The·function of determining eligibility for loan benefits is currently labor and paperWork, 

intensive. Eligibility applications are processed at Central Office, all regional offices and some' 

satellite offices. Applications may be mailed to the office or handled on a w~lk-in basis. 

Employees involved in the function include those in Loan Guaranty,.Veterans Services and 

Adjudication Divisions. There are two application forms and several other forms and form · . 

letters used in the process: Special security paper is used for the eligibility certificate as it is a 

controlled document. , ', . 

. . 

Applicants are required to attach proof ofmilitary service to their applications and, in 

cases involving restorationofpreviolisly used entitlement, must provide evidence ofloan payoff 

and sale of a prior'V A home. Review of military service docUments can be complex, due in' part 

to the number of versions ofservice documents that have existed over the years and'a lack of 

uniformity in narrative descriptions' of separation 'reasons. Procedures require check;ing the 

Beneficiaryld!mtifieation and Records Locator System (BIRLS) when.applicants do not provide 

satisfactory evidence of military service. Complicated cases' and surviving spouse requests are ' 

referred to C&P Semce Jor adjudication: 'Employees are also required to check VA microfiche 

records on every case for indications of prior use of loan entitlement. (Use of these records will 

be largely replaced in the ~ear .future when the first pnase of the automated Loan Guaranty Index 

is implemented providing the capability to index veterans' names and service numbers 

electronically.) In FY~.1991 over 345,000 inWal determinations of basic eligibility were 

performed, 70,000 requests for restoration of entitlement were' processed and over 12,600' 

determinations of eligibility for FHA certificates of veteran status were made. . ' 


b. Opportunities for Improvement 

.' ,. . 
The existence of veteran and V A loan databases and today's computer technology provide 

the opportunity ofre-engineering,the-e1igibility detei-mination' procedures. Through the 
interfacing of Department of Defense service member files, BIRLS files and the LGY Index, it 

'is estimated that sufficient..information: to make eligibility and entitlement determinatIons on 
over 90% of all requests will be available electronically. With this information in a central data. 
base. employees would enter veteran names and/or service numbers and see on-screen whether 
the applicant is eligible and how much entitlement is available. Some of this information could 

;, . 
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also be made available to lenders via' electronic call-ins. The system could provide evidence of 
eligibility for thc~ lender's 'andlor VA use. Use of the paper certificate of eligibility eQuId be 

'eliminated or substantially reduced, and the number of eligibility clerks 'vastly reduced,' 
, ' 

c, Recommendation 

Loan Guaranty should continue to move toward an automated system of eligibility 

detenninations. 


2. Undenvritin2 

a. ,Current Environment and Procedures 

Loari Guaranty Service,in conjunction with, YBA IRM is now completing the 
implementation of a: new automated system for assisting regional offices in the credit, 
underwriting and guaranty review funptions of the Loan Processing activity .. ,This new, 
decentnilized sy'st.em automates the present paper based functions, provides automation tools at 

, the forty-six regional offices, and provides for automated data transfer to centralized data bases 
for managementl·eporting. For the fi~st time, VA.employees have the ability to track the 
progress of individual loans without having to physically access loan folders. Whether 
managing the con:-espondence associated with these activities or eliminating the paper code 
sheets used previously, this system both simplifies the work process, and makes available an 
audit trail not present before.' . , ' 

b. Om)ortunities for Improvement 

This'new system provides considerable answers to some of the persistent problems 
encountered in the: past and many of the needsofthe present. Ii does not, however, provide 
answers for all the problems and opportunities presented by the present and future mortgage loan 
bu'siness environments. The next major issue to be faced in loan originations, is the necessity for 
maintenanc¢ of paper files. VA, like oth¢r mortgage loan guarantors and insurers, requires the 
submission of numerous paper documet:lts and issues evidence :of its guarantee of a loan on a ' 
paper document. These paper documents are issued and maintii,ned largely to establish legal 
rights to recourse in the evenlof Joss. As the legal barriers to substitution of electronic images 
for those paper documents are removed, the industry will move away from them. ' VA will be 
well served by moving with the market,in this area and being as open and supportive as poss'ible 
to such changes, ' " 

c. Recommendation 

Loan.Guaranty Service should co~tinue to improve the existingLoan Processing system 
and should attempt to reflect the industry's movement to a Jess paper-bound process, ,In order to 
remain part of the competitive mainstream, VA should add its voice to those supporting the . 
development of EDI (Electronic Data Interchange) standards for the exchange of loan 
origination information, Loan Guaranty-Service personnel should participate in the EDr 

' 
' 
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·.standards formulati,on process where. appropriate. ' While v A's pre~ent market position ·is such 
that it cannot lead the.market in this area, it should move as 'close to the leading edge as possible. 

3. Release of LiabiJitv 

a. Current Situation 

The VA processing of Release of Liability and Substitution of Entitlement is governed by 
Title 38 USC, section 3713 and 3714. The process is handled differently depending qn the date' 
of loan commitment and type of holder. Federal law prescribes who' may process requests for 
Release of Liability (ROL). ' 

) 

Loans with commitments made before March 1, 1988 are reviewed by the local regional 
office. For loans made under the automatic procedures with commitments,made after 3-1-88, 

. the veteran is relieved of all liability to the Secretary if the holder determines the loan is current; 
thepurchaser of the property is obligated by contract to purchase the property and to assume full 
liability for the repayment of balance of the loan and has assume5i by contract, all obligations of 
the veteran under the terms of the instruments creating and servicing the loan; and the purchaser 
qualifies from a credit standpoint to the'same extent as 'if the transferee were a veteran eligible 
for the purchase of a guaranteed or insured loan ih an amount equal to the unpaid balance of the 
obligation. If the holder of the loan is not an approvedlender as described in Title 38, section 
3702, the ,Secretary is considered to be the holder of the loan and must apply the same,review'. 
criteria as above. ' 

b. Opportupities for Improvements 

, Veterans have complained about the timelin'ess of the holders in processing ROLs. The' 
holders have not adjusted to the workload and are not processing releases according to VA 
regulations. Veterans have also complained that the holders haye been unresponsive to. their 
requests for· information. However, the law requires' that holders process loans made after 3/1/88 

, and the Secretary is required to allow the holders to process these, cases., VA must process all 
case's prior to 3/1/88 and allow the holder to process the cases aft(!r 3/1/88. Thus, the share of 
cases VA must"process is a decreasing percentage.?,f all these requests. 

Assuming sufficicmt volume of these cases at any work site, the entire process can be 
,computerized. This would give employees the ability to track the process of the release requests. 
Such automation, based on the Loan Processing model, would provide automated as~istance in 

, all phases of the Release ,of Liability process: credit'review, correspondence, database updates, 
and so forth. ' 

c. Recommendation ' 

Lenders should be educated to ensure proper processing of ROLs, and the Monitoring Unit 
should ensure compliance by lenders. Ifnecessary, the fee stru~ture should be reevaluated. 

" , 
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B. .Loan Servicinc 

I. Current Situation 

Loan servicing consists of all actions perfonned by V A from the time a VA loan is made 
until the loan is paid in full or until it is tenninated andaccaunts are settled with the loan holder. 
Additionally, there is post-foreclosure .serVice provided to veterans relating to debt establishment 
and debt waiver activity. A l1')ore complete description of GJ Loan Servicing is found as 
Attachment c.' '. . 

The present Loan Service and Claims process is highly labor intensive, paper bound and 
characterized by demands for high .levels"of data entry; much of it redundant. A Loan Service 
Representative (LSR) in the present environment has virtually no automated assistance in 
considering the various courses of acti9n which would assist a delinquent veteran in resolving 
the mortgage loan default episode. . 

2. Oppprtunities for Improvement 

Loan servicing could become more effective and efficient by re-engineering the work 
processes to take advantage of new tecHnologies and concepts: caHingmachines (auto-dialers), 

. calling !lcross time zones, rotating job 3,'ssignments, and irregufar tours of duty/working at horne. 
. -, ' 

. The following options are designed to increase VA's outreac;hto delinquent yeteran­
borrowers so that more veterans are assisted in retaining homeownership, thereby reducing 
program costs by f.ewer loan terminations. These options are complimentary to Loan Guaranty's 
long tenn effort to modernize its ADP systems.' . 

a. Automatic Calling Machines a~d other Loan Servicing Technologies 

Various technologies exist which 'could enhance the ability of the LSR to make contact 
with delinquent borrowers and also provide for better management' of delinquent acc<;mnts. For 
example, names of delinquent borrowers and their accompariying telephone numbers are 
electronically loaded inthe calling machine prior to the beginning of the Loan Service 
Representatives' tour of duty. The work assignment is to make a specific number of calls daily 
and provide appropriate guidance oradvice based on the borrowers' circumstances. Calls are 

. automatically dialed and the LSR perfor~ns serviCing when the phone is answered.' 

Such a system provides full docull1entation of the employee's daily performance. Each 

servicing action is electronically recorded. Computer assisted ,financial counsel ing worksheets, 

as well as other electronic worksheets, a~e on-line to help the LSR reach decisions about the. 

types of assistance VA may be able to provide. VA's current computer system (LCS) ·is being 

redesigned and envisions such enhancements. 


Other technologies permit calling out and leaving pre-recorded messages when it is not 

possible to make contact with the delinquent bOITo\ver. The Telephone Consumer Protection 

Act of 1991, effective December 20, 199f , prohibits leaving pre-recorded telephone messages 
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without the consent of the called party. The Mortgage Banking Associati9n is seeking an FCC 
ruling that exempts mortgage servicing calls from this prohibition. ' 

Whenused in conjunction with other servicing tools, these technologies maximize the 
amount of servicing outreach that can be accomplished daily. 

, .' 

b. Calling Across Time Z~nes 

A VACO studyhasindic~ted that the ~ost effe~tiv~ time to' service loans is late afternoon, 
evenings and weekends. Servicing phone calls made during regular business hours in the Pacific 

, Time Zone can be targeted for late afternoon and evenings for Eastern, Central and Mountain 
Zones. This al~ernative is cost-effective since the increased phone bills would likely be less than 
overtime, night differential and keeping VA facilities open after regular business hours for 
stations in other than Pacific Time Zones. 

" ' ) 

c. Rotating Job Duties 

For GI loans there are over 20 unique work processes, all with different volumes and, ' , 
priorities. (See AttachmeI1t C.) Typically LSRs are assigned to perform most or all of these 
duties. In situations featuring larger loan servicing operations these dutiescan'be reassigned into 
workable units to ach~eve economies ofscale. LSRs canproduceIargerquantities ofworkwhen 
performing one or a few dtities, rather than all duties. Periodically, job assignments can be, 
rotated so that LSRs develop and maintain full skills an&this can have the effect of minimizing 
job burnout. " , '. ' ' ' ' 

d. Irregular Tours of DutylWork at Home 

V ACO studies and field testing.have confirmed the common knowledge among servic~rs 
that aftell100ns,. evenings and weekends are the best times to reach borrowers at home to discuss 
ways to assistthe homeowner.. The greater efficiency of evet)ing and Saturday servicing comes 
from the increased likelihood of finding borrowers at home during these times, since the 

, majority of home' purchasers now depend on two incomes td qualify and are away from home 
during normal VA business hours. . 

At'least one s~tion is performing irregular tours of duty, combined wi,th working at ho~~. 

.Loan Service Representatives, on,a rotational basis, work a Tuesday through Saturday schedule 

and use GSA FTS credit cards to place ca1Js. Management controls are in place and include a 

telephone log of calls compared against tel~hone billings. Over' one-third of calls made on 

Saturday result in successful contacts and addition"J messages are left on answering machines 

prompting homeowners· to call' the station during the week.' This compares favorably to the 

usual weekday contact rate in that ,station ofless than ten percent. 


, ' 

Servicing from home also has the public benefit of reducing the LSRs contribution to rush 

hour transportation and air pollution while saving the LSR one day's commuting cost per week . 


. ' . . , 

, , 
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3.R~commendation \' 

., . The Loan GuararityService should pursue each of the suggested improvements as 

vigorously as possible, It is understood that all these suggestions will work.best in an 


. environment which will provide opportunities fOJ: economies of scale.' ' 


C. Liquidation Mana2ement .i 

. 1. Current Situation 

u'quidation Management really hegins when a LSR decides that a GI loan default is 
insoluble and there is no reasonable belief that efforts to bring the loan CUlTent would be 
successful. At that point, the LSR must determine t~e most efficient and expeditious waY' to 
terminate the loan. ' . 

In the present operational environment, LSRs have little automation assistance to help 
them make or exe:cute decisions. Addi~onally, the,present paper-bound system results in, 

· inconsistent information to make and carry out informed decisions. 

2. OpportUnities for Improvement . 

Once the decisi'on is reached that:a loan is insoluble, theLSR will normally review the 
alternatives to foreclosure, which might be available based on the servicing infonnation obtained 

· from the homeow.oer. These alternatives include deed in .lieu of foreclosures, compromise . 
agreements, and the refunding of the loan account from the hoJder if the circumstances' indicate 
that a future ability to resume noImaI mopthly paymentS may exist. Improvements can be made 
to the deliberations of these options and their execution as described below .. 

a. Develop Expert Systems 

The LSR cUITently has no automated tools to help develop aiternativesto foreclosure: Our 
· concern is not just to identify the best alternative to VA financ~aHy. The circumstances of each 
case will still dictate which alternative would be best for the government and the veteran; the 
judgment of an experienced LSR cannot be automated. Our intent is, and has been, to develop 
expert systems whIch would take varying pieces of data and then calculate the results to quickly 

· provide the LSR with the information n,eeded to make the best possible decision .. ' 

Many tangib:le factors' such as employment, degree of debt, income, health, etc. must be 
considered by the LSR when constructing "what if' scenarios. A user friendly automated system 
would significantly improve ari LSRs ability to speed up the decision making process and 
provide accurate figUres. This information 'would also provide the documentation needed which 
would help justify ::he reasons for the decision being made. The best automated· system, 
however, cannot replace the judgment and intuition of an experienced LSR. This judgment is . 
needed to evaluate the intangible factors, such as attitude, determination to retain ownership, etc. 
which are critical to a successful cure. 
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For example, on a sale by compromise agreement, the system could ~alculate how the 

proposed sales price and subsequent claim payment would compare to a claim payment if a 


, foreclosure sale were pursued instead. On apotential loan to be refunded,tne system could 

calculate the veteran's new P&I payment at the present note rate and other allowable interest 


, rates while also using financiar information to complete an initial analysis to be used to help 
determine a veteran's ability to repay the loan at the newly calculated rate. On a potential . 
voluntary deed, the system couldquickly calculate the cost to VA ofthe deed versus a potential. 
claim payment on a forecl()sure. ' 

The automated assistance would not only improve the LSRs ability to make rapid 

decisions, but would also provide increased time to the LSR to concentrate on direct contacts 

with veterans. The system could also provide a source for instant information to be used i,n 

conjunction with th~ liquidation process if no alternatives to foreclosure are available. 


. . 
b. LiquidationIForeclosure of Loans 

Should there be'no viablealternatives'to foreclosure available and the loan 'isins~luble, 
liquidation of the loan is ~equired. Once again, automation of this process would greatly 
improve our efficiency and ability to quickly provide bidding instructions to loan holders and 
their attorneys: For example; the system could be developed so that when the foreclosure' 
appraisal is requested by the holder, a status of the loan account is also automatically forwarded 
for completion and return by the servicer. Upon receipt by VA, this information would be input· 

, into the systC!m along with the value information from the appraisal. The establishment of a sale 
date i the system could automatically calculate the pertinent data, generate all necessarylette~s, 


,and forward the bidding instructions immediately to both the loan holder and his attorney by 

,facsimile copy of other innovative means'using electronic communications capabilities.' . 


, , . Any system should be sufficiently ~ophisticated to recognize many various scenarios ' 
I . , 

which can impact V A's instructions to holders, such as V A delay or forbearance with regard to 

no specified amount cases: This system would' greatly enhance the LSRs performance in both 

the current regional office serup asweH as irt any other proposed configuration. 


3. Considerations ' 

Factors which must be considered would predominately be ADP related topics such aS,the 

abili~ to integrate or develop 'these proposals in conjunction with existing and proposed 

systems. " 


, Levels of review throughout the liquidation procedure would also have to be considered. 

For,example, currently, proposed bidding instructions require review by Property Management 

and Construction & Valuation representatives. As' visualized elsewhere in this report, these . 

functional sections would not be available within the regionalized Loan Processing and 

S~ervicing Centers. . " 
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4. Recommendation 

Loan Guaranty Servi'ce and VBA IRM should pursu~ the rl~veJopment and impfementation 
of expert systems as rapidly. as possible and ensure that those improvements Gontain the features 
described in this report.' . 

D. Claims Manaflement 

1. Current Situation 

. V A guaranteed loans have been ~ade by private lenders such a~ banks, savings and loan 

associations, credit unions and mortgage companies. The prompt and accurate payment of 

c1aii:ns u~der the V A Loan Guaranty is the single most important item in causing lenders to . 

continue to participate in our program. The Government's agreement to pay a claim to loan 

holders in the event of-a.default in loanpayments is in effect for the life pf the loan .. 


Claims under guaranty are paid when GIloans are terminated (through foreclosure or 
voluntary conveyance), when VA repurchases certain "vendee" loans from loan servicers, and 
when VA, the borrower, and the holder. reach a compromise settlement. The law also allows VA 
the option to assist veteraI'] borrowers in retaining homeownershipby purchasing the delinquent 
loan and becoming the loan holder. This necessitates paying an amount for acquisition of the 
loan which is an action similar to the claims payment procedure. . 

OUf current process for managing claim payments is extremely complicated and time 
consuming. The many circumstances and regulations which govern the amounts that are 
reimbursable to loan holders creates a tremendous burden on our claims analysts to accurately 
consider, calculate, verifY and approve a holder's claim. Tracking, follow-up, suspension, and 
rejection of claims are done manually by clerical staff at our regional offices. 

2: Opportunities for Improvement 

Our process would benefit greatlyfrom completing ana extending our present automation 
plans. An automated process could contain tables for related advances and expenses which a 
loan holder might pay-in a given jurisdiction. The system could verify these payments against 
the tables as proper" for the correct. amount (less than or equal to a maximum), and timely 
(related to the foreclosureicutoff date). Ifthe payment is not timely, the system could also 
prorate the claim amount. A new system should also be versatile enough to calculate (amortize) 
the remaining principal balance of a loan when periodic prepayments to principal are made by 
the borrower .or 10ail holder. Currently, we rimstmanually prepare the analysis. A holder's 
buydown of interest due or total indebtedness is another complication to the claims process that 
should be made a part of the new system.' It is also possible that more than one claim could be 
paid on a single account (supplemental claim). We currently lack a "supplemental claim 
ana.lysis." MoreO\;er, much effort and ti11}e are expended to prepare and rekase letters, forms, 
vouchers, and memoranda. An automated system could prepare and print these documents for 
our regional office staff. '.' . 
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3. Recommendation 

Loan GuarantyService sho,uld pursueth~ implementation ofplan~ed ADP improvements 
• as rapidly as possible and ensure that those improvements contain the features described in this 

'. ~ . 

report. 

E. Overall Recommendations 

The present ADP Modernization effort as it applies to these areas of the Loan Guaranty 
operations should be continued arid accelerated where possible. ' 

The Loan Guaranty Service shouid work'\\;'ith both VBA IRM ~d the home mortgage 
industry t6 ensure that we are on the leading ~dg~ oftechnological advances adopted within this 
industry.' ' , " , 

Where possible, increased efficiencies which can be obtained from such personnel changes 
as rotating assignments, alternative tours of duty and work at home arrangements should be 

" explored. 
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IV. 	GEOGR~PHICLOCATION OF THE 

WORK]~ORCE 


In this section, we focus oil opportunities to re-engineer liow the organization works a~ a 
function of:eoeraphic location; rather than how the process works. By rethinkl~g the " 
necessity for particular geographic arrangements, improved service to our veteran customers 
may be attainable. ' 

\ 

A. Maintain'the Status Quo? 

One option available to VBA isthalLoan G~aranty operations remain located at the 
same forty-six regional offICes as they are now, and continue to operate has they have in the,
past.' 	 ',' " , 

1. 'Description 

What follows is a briefdescription of the present operating environment in which Loan ' 
Guaranty finds itself cu:rrentl:y at the regional, offices. The discussion includes the administrative 
organization of the regional office, the suppo'rt services available to Loan Guaranty and a brief 

, contextual overview of the functions accomplished by Loan Guaranty. , 	 ' 

a. Regional Office Organization: 

.The typical VA regional office is hiera,;chical in nature with aDirector as the chief 
operating officer. His or her immediate staff and several operational and support organizations 
called "Divisions" report directly to the Director. Loan Guaranty is one ofthose divisions 
reporting,to the Director. One notable exception to this reporting scheme is the office of District, 
Counsel. The role of thc! District Counsel is essentially to be the attorney for the regional office. ' 

. However. they report directly to the Office of General Counsel in VA Central Office. 

Loan Guaranty is often seen as a separate, somewhat tinique"operation in the regional ' 
office. That perception 'has some basis in fact. The main functions of Adjudication, Veterans 
Services, and Vocational Rehabilitation and Counseling are designed to ensure the direct 
delivery 6fbenefits to veterans. Loan Guaranty is'a spedali zed discipline which operates to 
provide an environment conducive to prompting outside organizations'to provide the housing 
and loans needed by veterans.' 

b. Support Service~ 

One of the features of the present regional office alignment is that all functional areas such 
as Loan Guaranty and Adjudication are served,by common support services. These services 
consist of' Finance, Administrative Services, P~rsonnel and Information Resources Management. , ' 
Loan Guaranty must compete with the other divisions for these scarce resources. 
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c. Loan Guaranty Division Or~anizati~m 

Loan Guaranty services are provided within four functional areas called sections: 
Construction and Valuation, Loan Processing, Loan Service and Claims, and Property 
Management. Each Loan Guaranty'Division operates a Specially Adapted Housing program, 
which helps severely disabled veterans obtain housing suited to their needs. The four functional 
areas and their duties and responsibilities are described in some detail in Section I of this report. 
The following paragraphs discuss how thepresent organizational alignment and set of' 
geographic locations contributes to or detracts from the ,carrying out of those duties and 
responsibilities. ' 

, (I) Construction and Valuation 

The duties and responsibilities assigned to the C&V fuilc~ional area are tied closely to the 
local realestate market(s) within which the regional office operates .. [t is generally conceded 
that appraisal work is at least as much an art as it is a science. As such, there is no substitute for 
knowledge of the local ~arket and, for VBA having a physical presence in areas with high 
concentrations of appraisal work. Regional offices have entered into a number of arrangements 
to ensure that physical presence when their active markets are at some distance from the regional 
office. As congressional and executive branch interest in the 'costs of the program have 
increased, the emphasis on the' oversight functions of C&V have become more apparent and 
important. 

(2) Loan Processing 
\ . 

The duties and responsibilities Of the LP area have evolved overthe past few years to be 
largely the review oflender~provided documentation. The movement from actively 
underwriting almost all VA loan applications under the prior approval methodology to mostly 
reviewing automatic lender guaranty requests has been swift and dramatic. Thi's change in the 
type of work the- LP area accomplishes has lessened but certainly has not eliminated the 
necessity for an intimate familiarity with the local market. ,Improved communications 
capabilities such as FAX machines have decreased th~ time necessary to perfect documentation 
so that the needed Loan Guaranty Certificates may be issued more quickly. The automated' Loan 
Proc~ssing system (LP.) has provided the capability to quickly process loans, generate pertinent 
40cuments and corresp{)ndence and code the actions taken. It has a loan status.inquiryfunction 
which eliminates the necessity for physical loan file retrieval and it provides several loan 
production reports,. Installation of LP at an regional offices is scheduled for completion by 
'August 1992. The LP system is one of the first parts of a larger effort to automate an of the loan 
guaranty activities. An automated system for managing lender information.is also under 
development; The Expanded Lender Information system (ELI) will provide a nationwide 
electronic file of information on the personnel and operations of participating lending' 

_institutions. The LP system is readily adaptable to consolidation of loan processing activities as 
, ' , 

will b,e the EU sysk'n1.' 
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(3) Loan Service and Claims 

The servicing of portfolio loans and the supplemental serVicing of Gf loans may be viewed 
as largely a process of communications. In the case of portfolio loans, the dialogue is between 
the borrower and the VA. In the case .of Gr loans, the V A often serves as intermediary between 
the veteran-borrower and the commercial lender. Liquidation management may be viewed as a 
process of communication between the servicerlholder and V A, while claims management is 
largely a document review and approval process. Demographic and technological changes have 
caused many modifications to the program. The returning World War II veteran was relatively , 
likely to settle in his or her old home town. If that veteran encountered trouble making the 
monthly house payments, the local lender was likely to visit the house and/or arrange for a 
personal appointment to resolve the issue. The post Vietnam era veteran is considerably more 
likely to have settled in a new area of the country and is used to dealing with a mortgage lender 
who may be several states removed from the property. The present veteran'is much more likely 
to complete his or her business with both the servicerlholder and VA via telephone and letter 
than by personal interview .. Communications between V A and the servicerlholders is rapidly 
evolving from a process requiring a separate piece of paper for' each step in the serVicing" 
liquidation and cla.ims process to a computer to computer environment. Due to technological' 
improvements, the: location of the indivjdual providing the service has iittle impact on the quality 
of service rendered.' " , " ' . 

(4) Propert)'~anagement 
,I' 

The marketing and disposition of.~eal estate is always a very highly localized activity. 
While technological advances make efficiencies possible in the administrative processes 
associated with the PM area, the actual market strategy and sales tactics are highly dependent 
upon the conditions and customs of the local market. Additionally, P~ provides an oversight 
function which is very important in Ii~ting or eliminating losses from fraud and abuse. VA's . 
own experience, as shown in a number of OrG audits over the years, has been that infrequent or 
non-existent staff oversight. over inventory properties and/or contract-basis property managers 
increases the program's vulnerability to ,waste, fraud and abuse resulting from extended property 
holding time and/QJr funds being expended for work not accomplished or not accomplished in 
accordance with contractual requirements. ' 

2. Reasons for ~aintaining the-Status Quo 

The reasons for ma~ntaining the stafi1 <; quo fall into two categories: the ,costs of making a . 
, change, and the benefits of maintaining the local touch. 

One argument for. maintaining the status quo is that the organization would avoid t~e 
disruption and confusion involved in a change in the location ofthe work sites. Leaving the 
operating divisions in their current physical locations avoids the significant cpsts associated with 
relocating employees to new locations and hiri,ng employees at the new site(s). It also avoids the 
negative impact on productivity normally associated with changes in the work environm~nt. . ., 
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This "no change" option would also presen'e the present corporate memory and' knowledge 
of the ,local market. The present configuration of forty-six locations pro"ides blTeater' 
opportunity for face-to-face contacts between V A employees 'and veterans and other program 
participants than would a more centralized location scheme. The present situation provides Loan' 
Guaranty Service with more information to respond to the demands of customs and conditions in 
the local real estate markets. Additionally, this highly decentralized mode rriakes it easier to 
accommodate politically sensitive local matters." 

3. Reasons for Changing the Status Quo 

The argumen( for changing the starusquo centers~n efficiency and consistency of ' 

op~rations and on i~ternalacceptanceand support of the program by the local area. . 


VA organizational alignment ~d structure has not kept up with the changes in the 

'mortgage finance indu~try.,duringthe years theprograin has been in operation. When,the Loan 

Guaranty program was implemented in the 1940's, the home loan market was dominated by , 

small, self-contained lending units, primarily savings and loans institutions. These local lenders 
typi<;:ally made, serviced and held l<?ans from their inception to their termination. When a . . 
customer obtained a GI loan, he or she could be fairly confident,that the payments would b~. " 
made to the same firm midI the loan was paid in full. Loans w~re rarely sold. When they were 
sold, the numbers were small and the sales were based on the loan instruments themselves. 

Today, the market is dominated by large, regional loan originators supported' by a 
multitude of local loan origination offices, nationallmtn servicing operations, loan sales in the 
billions of d()lIars arranged on the basis 9f security instruments far removed from the underlying 
loans themselves and national, governmentai and quasi-governmental entities for holding loans. 
A'veteran obtaining a Qnoan ·today',is likely to make payments to a series of mortgage' 
companies over the life of the loan. 

The present Loan G~arantyorganiz~tional structure provides economies of scale in only 
the largest of our urban settings. : This means that the average size of the Loan Guaranty 
operation at a me~ium-or small-si;z:ed office precludes any great degree of specialization.· This 
in tum requires a more difficult training regimen since the new employee must be trained . 
quickly over a,greater span of duties. With the relatively large number of smaJl otfices, the 
required infrastructure of finance, administrative and personnel support is' costly to provide . 

. Nationally, the result of the present organizational alignment has too .often been the 
dissemination of inconsistent information to veterans and other program participants from 
regional office to regional office .. Despite increased communications capabilities over the past 
few years,it has proven difficult to provide guidance to Loan Guaranty operations in regional 
offices to ensure consistent national standards of oper~ltion. This has been particularly apparent 
when dealing with larger lenders, servicers and holders.operating in multi-V ARQ jurisdictions. 
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4. Conclusions 

The present,organization of forty-six regional offices is a legacy of our beginnings. The 
clear-cut differences, between the four operational elements of the Loan Guaranty operation 
make obvious that some operations are more tied to local f'I1arkets than others. Construction and 
Valuation and Property Management clearly require a local presence in order to adjust to the 
imperatives of the marketplace and to ensure adequate oversight to protect the interest of both ' 
our veteran customers and the government. There is no such strong indication that the document 
review and counseling functions of Loan Prpcessing and Loan Service and Claims need to be 
localized. In fact, those document review and counseling functions would benefit from a degree 
of relocation whi.::h would result iri some economies of scale and facilitate consistent policy 
communication. Maintaining the status quo for all aspects of Loan Guaranty operations allows 
for correction of the identified problems to a more limited extent: 

'5. Recommendation 

Even ifother fu~ctions are centralized or regionalized, Construction and Valuation and 
Property Man~gement qperations should remain at as many regional offices as feasible. The 
Loan Processing and Loan Servicing and Claims operations are prime candidates for 'relocating, 

, into a centralized scheme of one or more processing centers. Changes such as those described 
later in this report should be made with the Loan Processing and Loan Service and Claims . 
portions of the pwgram. 

" ' 

B. Consolidation Into, Fewer Qffices ' 

A second organizational and geographical option available to VBA would be to 
consolidate thepr4'!sent Loan Guaranty, regional office organizations into a' smailer number of 
regional offices. The following discus#on ofthis option considers the history of 
consolidations, thi! pros and cons ofth'e issue and conclusions reached. It should be 
emphasized that this section ofthe paper is considering the consolidation ofentire Loan 
Guaranty divisions with each other. Consolidation ofsome, hufnot all, ofthe functions ofa 
present Loan Guaranty divisionis discl!ssed elsewhere. 

1. History " 

This is;an option which has been reviewed:many times over 'the years. There have been no 
fewer than nineteen different studies of consolidation and realignment. Those studies were 
conducted at varying intervals from 1949 to 1989. Generally, those studies have not resulted in 
large scale consolidations.' The following is a listing of some of the more recent consolidations 
which have occurred: 
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ELIMINATED LOAN DATE SURVTVING LOAN 
GUARANTY DIVISION CLOSED GUARANTY DIVISION 

San Diego, CA .1958 Los Angeles 
Wilmington, DE '1959 Philadelphia 
Providence;' ~ 1959 Boston 
Reno, NV 1960 San Francisco 
Fargo, NO . 1960 St. Paul 
Cheyenne, WY' 1960 . Deriver' 
Sioux Falls, .SD 1.962 St. Paul 

. White River Junction, VT .. 1984'- Manchester 
Boston, MA 1990 Manchester 
Togus, ME 1990 Manchester 
Hartford, CT 1990 Manchester 

The most recent consolidation (Boston, Togus and Hartford into Manchester) has taught 
some lessons which·should be taken into account in any analysis of consolidations of entire Loan 
Guaranty divisions ..First and foremost, consolidations are politically sensitive actions. Even if 
they do not reach thethresholdswhich require Congressional approval, the local congressional 
delegations from both the losing and gaining states and districts are highly aware of any such' 
action andextremely sensitive· to the effects or perceived effects of consolidation on their 
constituents. This is an area that TIllist be handled adroitly. 

If the Manchester consolidation is typical of what might be expected in future 
consolidations, a way to increase flexibility in planning for space, equipment and staffing must 

. be found. The Manchester consolidation was complicated by a rapid, signif1cant increase in 
business in all functional areas. Thus the receiving Loan Guaranty division found itselflacking 
space, all types of equipment but especially computing tools,. and trained employees. 

To ensure haying a competent, trained workforce in place at the time the 'consolidation . 
effort is executed, Manchester Loan Guaranty management has suggested that new employees be 
hired prior to the actual consolidation. They also suggest visits: betWeen .employees at the. 
surviving Loan Guaranty division and similarly sized Loan Guaranty divisions around the . 
country. There are marked differences in the ways small, medium and large-sized divisions do 
Loan Guaranty work. If all the trained employees at the surviving division are from a collection 
of small stations, they will have no corporate expertise in managing the work in a medium.or . 
large station erivironment. . . . 

The morale of the workforce is critical during consolidation. Manchester reported very . 
high stress levels requiring great amounts of encouragement, support and understimding on the 
part of management. Channels of communication must be established and remain open' 
thr6ughout the consolidation .period. 
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2: Reasons to Consider Consoli,dation 

In summary, the arguments for consolidation of Loan Gllarantydivisions center on the 
possibilities of achieving greater efficiencies, consistencies in operation's and internal acceptance 

.	and support. Latger.divisions produce the opportunities to achieve Some economies of scale. 
This means that there would be an increased ability to specialize in·the various disciplines 
necessary to execute the Loan Guaranty program. With more employees available, management 
would have greater flexibility in dealing with fluctuations in the workload .. Logistical 
difficulties, such as spac~, communica,tions, equipment, and the costs of training employees 
should be reduced. Larger operating divisions also give the pi)tential for increased internal 
support within the regional offic~ itself. For ex~mple, increased activity in Loan Guaranty 
should produce increased familiarity and interest on the part of personnel employees and 
increased demands for ADP service should' help justify IRM staff increases with attendant , 
specialization. 	 ' . ' I," , 

Quality assurance should be easier to achieve with fewer, larger Loan Guaranty divisions. 
With a smaller management superstructure, there should be a reduction in the instances of 
inconsistent or incorrect information being provided to veterans and other progTam participants .. 
The execution of policy matters such a~thc;! allowance or disallowance of particular items in a 
claim or the enforcement ,of occupancy requirements should be more uniform in this ' 
environment..· . 

3. Reasons which Argue Agai~st Consolidation 

Any discussion of consolidation must address the issue of how many or how few Loan 
. Guaranty divisions should remain in exi~tence after the consolidation is completed. If the 
number of divisions is reduced tq a number small enough to provide true opportunities of scale, 
these remaining divisions may be too isolated from major markets to provide the local, 
knowledge and presence required especially by the functions of Loan Guaranty which are tied to 
the real estate, i.e. appraising, marketing and selling properties. A decreased availability to . 
veterans and other program participants,lmd 'increased difficulty in overseeing program 
participants and prope~es may result. ' 

If consolidation involves only a few regional offices with marginal levels of production 
and employment, very little in terms of economiesof scale will be possible' at ahigh fiscal· cost 
and a potentially high political cost. The cost in personnel disruption and congressional 
oppositiory must be given great weight in any consideration of consolidations when such 
consolidations will provide only marginal increases in efficiency and lowered operating costs. 

Finally, ourexperience with the Manchester consolidation reveals that sudden changes in 
the local economy canin\'alidate the b~st-Iaid plans in terms of the space, ~quipment and 
personnel requirements of the surviving station; 
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4, Conclusions 

Consolidation of a number of existing Loan Guaranty divisions into a'smaller number of 
functionally identical divisions does not appear to be a comprehensive solution to the problems 
facing this program. The human, financial and political costs associated with consolidation'as a 
sole solution have the potential to be as high as the execution of a more comprehensive soluti~n, 
with much less potential for achieving measurable success. 

5, Recommendation 
.... 

The task ~'TOUp feels that som~ consolidations of remaining C&V and PM functions may 
be in order if Loan Processing and Loan Service and Claims functions are relocated into either 
national or regional processing centers. Further study is' necessary to detennine the minimum 
viable size for a Loan Guaranty operation ina regional office. 

C. Rel:jonaiization of Some Functions 

1. Desc~iption of this Scenario' , 

This option proposes to regio.n~lize the Loan Processing and Sen'icing functions' into a 
small number ofprocessing centers. Resources (FTE and IRM) would be based on workload 
volume. The locations would be determined follow;"greview ofoptions presented by the, Loan 
Guara,nty Service to ti£e ChiefBenefits Director. ' : 

2. Reasons for Regionalization 

The folloWing- factors ~rgue for the region~liza~on of all loan processing and 

servicing/management in't~a small number of stations. These reasons are similar to the reasons 

for centralization of management of the vendee portfolio as described later in this report. 


An economy of scale wo'uld be gained, enabling all loan origination and servicing 
functions to be accomplished by a specialized 'group ,of staffpersonnel. Having processing and 
servicing under one roof would facilitate, shifting of personnel, between functions as the , 
workload fluctuated. There would be more flexibility to work employees on staggered shifts or' 
cover for vacation Clue to a larger pool of similarly trained personnel. Policy or procedural 
changes could generally be directed to one group for primary implementation and general, 
infonnation to other personnel. " 

'A larger operation would facilitate identification of high pOh~ntialemployees for 
adv~ncement Training of personnel.could be consistent and geared to certain a~pects of the loap 
origination and servicing processes (bankruptcy, workouts, foreclosure, etc.} Rotational' 
assignments for cross training could be handled in a more effective manner due to the larger 
pool of Loan Specialists. 

'While efficient use of "800" numbers with call dire'ctor to enable the borrower to access a : 
data bank to hear infonnation on a specific loan can be implemented without regionalization of , 
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staff (provided the ,data is maintained :centrally), a'uto dialing require~ a large pool of l~~ns ,1nd 
servicers in order to be economicaL 

Therewould be additional benefits which woulQ assist the servicing function. ,The size of 
the operation would make specialization easier, so that Loan Assistants could be used to make 
preliminary'serviCing calls to ascertairt reasons for default and potential for resolution. " 
Journeyman Loan Specialists could c~ncentrate on servicing, working our p'ay plans" 
ream'ortizations, etc. Other Loan Specialists could monitor and handle bankrUptcy,cases which 
require coordination with attorneys, courts and others. Other Loan Assistants could specialize in 
handling the actual, foreclosure proces~., 

,Regionalization would allow us to concentrate servicers in the West. Studies have ' 
indicated that the most effective time to service loans is late afternoon, evenings and weekends'. 
Servicing phone calls made d,uring regplar business 'hours in the Pacific Time Zone can be 
targeted for late afternoon and evenings, for Eastern, Central and Mountain Zones .. This', 
alternative is cost-effective since increased phone bills would likely be less than overtime, night ' 
differential and keeping V A facilities qpen after regular business hours for stations in other than 
Pacific Time Zones. The same logic hqld true to a lesser degree for both the Mountain and 
Central time zones. Automatic callout devices can facilitate calling across time zones during 
early evening and Saturdays in additiol!' to regular business hours. Other technological' 
innovations sl,lch as folderless processing and servicing could be implemented morereadily in 
such a setting due to economies of scale and automation. 

3. Arguments Against Regionaliiation 

The primary arguments against regionalization are that relocation costs of transferred ' 
employees would be substantial, andthe:re would bea loss of experienced people who do not 
transfer. The latter problem might be offset by outside hires,ofprivate sector loan origination 
and servicing 'personnel. There would also be a reduction of institutional knowledge and 
expertise at the remaining ROs to deal with loan origination and servicing problems by personal 
contact,' since the bulk of knowledge and: expertise would be relocated. This could lead to poor 
morale at the remaining ROs, loss of goodwill and working rel<!tionships with'locallenders and 
holders, and dirriinished ability to provide training to local lenders, servicers and holders. There 
could also bea decreased ability to reco~ize local conditions that may adversely affect the ' 
program. In addition, the fact that real estate and foreclosure laws vary in each state could cause 
complications,'arid lack of familiarity or face-to-face contact with VA attorneys may hamper 
legal actions. ,There may also be difficulty in transferring securiry and title documents/rom the 
centers to local PM sections at Regional Offices: 

4. Considerations 

There needs to be an assessment ofthe likely effects of regionalization on personnel and 
career opportunities, Some of the questions to be addressed would include: Would the two, ' 
sections remaining at the vastmajority of ROs continue to be treated as a separate division 
within the RO, with the LGO positions being retained? If not, what would be the organizational 
relationship of th~ two sections to the Director's office? If the LGO positions are retained at all 
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current offices, what .kind of grade levels could be supported, in view of the truncated nature of 
the remaining LG Division? . If many mid-level management positions were lost, what would be 
the long-term implications for the desirability and feasibility of a career in the LG program? 
With the loss of one-half of most LG Divisions and the associated supporting services from 
Admin. and Finance, would there be any impact on the supportable grade levels of station. 
Directors?'. . 

Criteria. for the selection of sites for the processing centers and the determination of the 
numbers of these sites should include an estimate of the optimum size and span of control, the 
cost and availability of space, salary costs (especially important' when the location differential 
become effective nationwide), and the usefulness of the western time zones for servicing . 
purposes. Centers should preferably be located in geographic areas which provide an. educated 
and motivated workforce.' . 

. . 

VA's IRM systems capabilities are not presently comparable to private sector technology. 
This was confirmed through visits by members of the task force to private sec~or Loan Cent~rs 
which possess "state of the art" IRM systems. Support services for loan origination and 
servicing functions will need to be provided to fulfill the needs of the center (Finance, 
Administration, Personnel, District Counsel). District Counselor General Counsel advice and 
review will be critical in dealing with state and local jurisdictions with regard to foreclosure 
(judicial and non-judicial), redemption and title requirements. . 

Training ~f RD personnel will be nec~ssary to handle customers who visit the RO forioan 
origination and servicing functions. Travel costs may be higher due to training needs. at loca] .. ' 
ROs and for lenderslholders. . 

Notification procedures to the local Property Management section regarding protective. 

custody assignments, title acceptability and various other issues will need modification. 


. Labor/management impact must be considered. 

; 5. Recommendation 

. .' 
The Loan Processing and Servicing, Liquidation Management and Claims Management 

functions presently carried out at forty-six regional offices should be relocated in a small number 
(3-5) of regionill processing centers. Fewer than three centers would render the centers too large 
for an effective span of control; more than five would defeat the proposed economies of scale. 

Dependent upon a final configuration being determined, those Loan Guaranty functions 
remaining in local regional offices must be reviewed. The small size of the remaining Loan 
Guaranty functions at some offices may preclude efficient operations and not be financially . 
justifiable, and the effectiveness of service to veterans and achievement of program goals could 
possibly be improved by consolidating several of the smallest LG divisions.' Such consolidations 
should balance the need for minimum sized opera,tions with access to and knowledge of local : 
real estate markets. Consolidation of smaller, inefficient offices would permit more effective 
use of support services functions and expensiveresources such as ADP equipment. Higher 
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travel costs which might be incurred would be'offset by the lower support costs to those offices 
from which Loan Guaranty functions are removed . 

. The consolidation review of rerhaining Loan Guaranty offices should not be limited to a 
review of sites within state boundaries. Geographic location and relationships should also be 
examined. The customer satisf?ctipn .and efficiency achieved by offices which are 
geographicalJy close but in separate. s~ates should be reviewed to determine whether small 
outbased or sateLlite offices could more effectively meet ourcustomers~ needs. 

'.' .t 

D. Centralization of Portfolio Loan ManaKement 

This 'optioll' proposes to centralize the management ofthe port/olio loan accounts from 

the 46regional offices with LGY Divtsions to one central location where all aspects of 

port/olio loan m{magement can be performed. 


I. As the System Currently Exists 

Currently VA manages ±50,000, portfolio loans among 46 Ro. LGY Divisions. Of this 
portfolio approximately 20% of the loans are in default. This includes default of portfolio loans, 
delinquent V AR 4600 loans and portfolio loans in bankruptcy .. The balance of the portfolio 
accounts are current loans which requir,e V A to handle loan assumptions, name changes, payoff 
information, tax payments and homeowner hazard insurance premiums out of escrowed fund's 
and loan sales that may occur periodically.throughout the year. Depending on the size of the 
portfolio and staffing at various ROs thIS work is accomplished by LSRs and clerks who . 
specialize in various functions (large offices) or. by LSRs who are responsible for.all aspects of 
the portfolio (small offices). . . ' 

LSRs must.perform primary servicing in a similar manner as the private sector lenders. 
They must be cognizant of federal and state laws, V A. regulations, terms of the Notes and Deeds 
of Trust, bankruptcy laws, local tax collection requirements and insurance coverage ' 
requirements as well as attorney requirements (in some instances). They deal with 
borrowerslhomeovmers.by telephone, office visit; mail and by': field visit. 

, I 

Loan sales include the performing and/or newer loans. This results in the lower balance, 
older, generally delinquent loans remairlingin the portfolio. Because of this, much primary 
servicing must be conducted. The various state laws permit loan termination either by judicial 
or non-judicial pro.::ess. Some state~ also "lrovide borrowers with a period of time after . 
foreclosure in which to redeem their propyrty.· During this redemption period no final 
disposition of the property can be accomplished by VA. 

The most cumbersome activity ofmanaging the portfolio is paymentof ad valorem 
property taxes and the hazard insu~ance pre{Diums from the escrow accounts and the property 
taxes due on VA owned properties (PMS accounts). Depending on portfolio size and personnel, 
assigned clerks or LSRs actually voucher payment:, Some ROs are assisted by private tax service 
companies for collection of tax bills and preparation of payment. 
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'2. Reasons'for Centralizing Management of Vendee, Loans ' 

The following ~actors argue for the: centralization ofall vendee loans in onelocation. , 

There would be an economy of scale by having alI± 50,000 loans serviced by a " 
, specialized group of LSRs/clerks. Specialization of servicing efforts would provide severa) , 


benefits: Loan Assistants can be used to make preliminary servicing calls to ascertain reasons 

for default and potential for resolution., Journeyman LSRs 'can concentrate on. servicing, 

working out pay plans,. reamortizations. etc, Other LSRs can monitor and handle bankruptcy-, 


.	cases which require coordination with attorneys, ¢ourts and others. Other Loan Assistants can 
specialize in handling the actual foreclosure process. There would be more flexibility to ~ork 
employees on staggered shifts or cover for vacation due to a .larger pool of similarly trained. 
personnel. Policy or procedural changes could generally be directed to one group for prim~ 
implementation and general information to other personnel. 

, ' 	 . 

Efficient use of "800" telephone numbers with call director could enable the borrower with 
a touch tone phone to access ,a data bank to hear information on his specific loan, information. ' 

. regarding loan balances, payoff amounts, escrow accouTlt balances, changes of ownership.. :. 
Automatic callout devices can facilitate calls, which can be made across time zones during early 
evening; 'and Saturdays, i,n addition to regular business.hours. ' ,'. .' 

In a larger Portfolio Unit, there would be a larger pool of employees from which to 
identify high potential future managers~ Training of personnel can be consistent and geared to 
certain aspects of the loan service process (bankruptcy, workouts, foreclosure). Rotational ' 
assignments for cross training can be handled in a more effective manner due to the larger pool 
of LSRs. ' 	 . , , 

It is estimated that the loan sale process can be handled more effiCiently at one location 

than at 46 ROs an'd VACO. After the propet;ty is sold at th'e RO, the vendee loan file would be' 


,shipped immediately to the,centrali~ed'loan management center for PLS loan establishment., 


, Tax service contracts could be' ~ore advantageous when es~rowed accounts or PMS ". ' 

accounts are ofsufficient volume to entice competition. Insurance premiums can be paid 

electronically by VA to major insurance carriers (Allstate, State Farm and others) based upon 

tape to tape exchanges. ' 


3. Arguments Against Centralization ofPortfolio Loan Management· . , 

There could be difficulty in transferring paper loan documents from the various PM 
sections to a centralized locale - problems of incompleteness and delays. This could lead to a 

, diminished ability to obtain corrected documents for loan sales. 

Relocation costs of transferred employees would be s~bstantial; and there would be a loss " 
of experienced people whQ do not transfer. :This might be offset by outside hires of private ' 
sector loan servicing personnel. There would be aconcomitant reduction of expertise at field 
station .level to deal by persomil contact with serviCing probt'ems. 
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The over 16,500 localtaxcollectors have varying requirements, due dates and'degrees of 
"workability" with VA. It could be more difficult to deal with them from a centralized locale. 
Foreclosure laws:also vary in each state andlack of familiarity or face-to-face contact with VA 
attorneys may hamper processes. . 

It should be noted that the existing VA;mortgage Joan accounting system is antiquated and 
. would be cumbersome as a centralized database. 

4. Considerations 

Our ADP capabilities are not presently comparable to private sector resources which 
makes our loan management function "unique': and in need of major overhaul. In this 'process; 
we should ensure thiltour systems are compatible with the large lenders, servicers, and insurance 
companies which deal with our program. Neither c~tralization nor regionalization are feasible 
unless our modernized A.DP systems are in pl~ce. . . 
" ' , 

In choosing a site for thIs function, consideration must be given to those geographic areas 
that possess an educated and motivated workforce that would form the core for potential 
recruitment necessary to provide full portfolio' loan management. VBA Circular 26-91-26 
describes a Loan Servicing Workload Model for both vendee and guaranteed loans. A visit to a 
nationwide mortgage servicing company by a member of the task force enabled us to observe' 
firsthand how portfolio loan servicing can be handled on.a nationwide basis. Cognizant of the 
fact that VA will conti nUl! to ~onduct loan sales 'on the secondary market ("VINNIE MAC") with 
the remainder of the portfolio being newly originated loans awaiting sale or unsalable loans, we' 
would suggest that thisce:ntralized loan management function could be accomplished with less' 
than 200 FTE. 

Support services(Fiinance,Administratio,n, Personnel, IRM, District Counsel) are critical 

to the success of any centralized function. There.is a need for daily interaction with Finance for 

mortgage loan accounting (e.g. account reconciliations, payment applications). District Counsel 

or General Counsel advic(! and review.will be ihlportant when dealing with state and local 

requirements with regard 1:0 foreclosure (judicial/ non-judicial) and redemption. 


Some offices now have PM property taxes paid by the PM section while others incorporate 
it with LS&C to be handled simultaneously with PLS escrow accounts: Notifi~ation procedures 
to local PM sections of protective custody assignments, title acceptability and various other 
current interfaces now conducted at ROswouldlrequire restructuring. , 

Trawl costs will be higher with one centralized location, since management personnel wilt 
need to travel to other cities to meet with various firms who provide service to the centralized 
portfolio servicing office. Training must also be provided to VA field personnel to handle the 
portfolio loan customers who visit their facil}ty '[or,various services (current/delinquent). 

There could be probk~mscoordinating for~closures, and referrals for bankruptcy . 
representation in different jurisdictions. Some stations now contract with private attorneys, 
some use only US attorneys, and others "deputize" their District Counsel staff as U.S. Attorneys . 

"' '. 

.. ' I 
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5. Recommendation 
. - ..' ' . 

'The portfolio loan management operation should be centralized'into one national 
processing center to bring V A into conformance with contemporary industry practices. It should' 
be co-located with one of the regional servicing/processing centers. Our modernized ADP 
systems must be in place in order for a centralized operation to make sense. . . 

V. 'Oreaniza'tional Lines of Authority , 

Among other issues, the task force was asked'by the ChiefBenefits Director to examine 
the organizational lines ofauthority within VBA as they affect Loan Guaranty's veteran ! 

customers. The task force phrased the question thus: "Is the veteran better served if the Loan. 
Guaranty Service (CO) has a line or staffrelationship with its field operations? II Thetask 
force spent more time wrestling with this issue than any other, and we did not a/ways agree on 
every point .. 

A. Existine Oreanizational Structure 

Although it was not always the case, forrtiany years, the CO Loan Guaranty Service has 
been a staff office, providing.0nly program oversight and policy advice to the CBD. In the field, 
the Loan Guarantydivision reports to the regional office Director, not CO Loan Guaranty 

, Service. "Line" authority goes from the CBD'to the Area Director, thence tathe station 
Director, and finally to the LGO. This line/staff dichotomy is identical for each of the Services 
within VBA; the only exceptions are the District Counsel, who reports directly to the General 
Counsel, and the Loan Guaranty Monitoring Units, which report to CO Loan Guaranty Se~ice. 
In those two cases, the regional office Director is "landlord" and District Counsel and the 
Monitoring Units are "tenants." 

B. Problems with the Current Oreanizational Structure' 

From the perspective of the CO Loan Guaranty Service,.there is a certain frustration in 
being in a position-where the top VA management, Congress, 9MB, and the public expect the 
Service to be responsible for the program, yet in reality the Service has no direct authority to 
allocate resources or manage workloads. ,Dealings with program participants who operate in 
several or all jurisdictions are difficult to coordinate, and the lack Of operational authority 
hampers CO's ability to respond to complaints of untimely, uncooperative or rude service by 
program officials in regional offices. These prqblems, it is felt, ultimately result in poorer 
service being provided to our veteran customers and other program participants. 

. From the perspective of the field, there are also some 'frustrations. It is cumbersome to 
respond to changes in workload and to shift work or resources from one field station to another, 
especially from one Area to another. And disparities in grade levels, position descriptions, and 
performance standards from one office to another cause some dissatisfaction. These difficulties 
also impact on the service provided.to veterans. 

39 

http:provided.to


C. Alternative Ora:aniz8tional M~del 

It could be possible to operate the Loan Guaranty progr:1m like the District/General 
Counsel's office, with direct line authority from CO, even though the program would be housed 
in the regional office and receive administrati ve,perscinneJ and finance support from there. The 
Loan Guaranty Service Director would still report directly to the CBD, but would have a,line 

, . rather than staff positiof!,. , 

D. Possible Advant81:es (offLine" Authority 

. The primary benefit would be the unity of purpose that occurs with incorporation of line 
authority with program direction. Those who have the authority for a program would be the 
ones who are held accountable for its performance. Control of resources and management of 
workload would be simplified, and dealings with regional or national lenders, servicers, etc. 
would be facilitated. ' Staffing could be apportioned on a consistent and rational basis 

" I·nationwide. 

It should be easier for 10c~1 LG programs to obtain assistance 'from othe~ parts of the . 
country when faced with sudden increases in workload, either through shifting of personnel or. 
transferring work from one part of the country to another. Consistent performance standar,ds, 
job descriptions, and grade levels should help improve morale and productivity. There would 
be fewer problems in dealing with lenders and servicers whose activities cross station 
boundaries, and who claim to be receiving different information from different offices. 

E. Potential Problems with "Line" Authority 

In the present situation, where the Loin Guaranty division reports to the RO Director, the 
division receives support 'from the Veterans Service Division, Information Resources 
Management, Adminislration, Person'nel, Financ,e, etc. (Loan Guaranty also depenas to a lesser 
degree on the assistance of Compensation, Pension and Education and Vocational Rehabilitation 
and Counseling.) A persistent concern was expressed, particularly by the members of the task 
force who are from the field, that if the Loan Guaranty divisions in the field did not report to the 
Regional Office Directors, they would not "b,elong," ~d would be isolated, without the 

, necessary support 'to pelform adequately. NLl:tionwide, Loan Guaranty operations are supported 

by several hundred FTEE who are on the rolls of the regional offices, but not Loan Guaranty . 


, For Credit Management reporting purposes, tpis figure is estimated in the VA FY 1993 B\.ldget' 

Submission as follows: ' , 


Veterans Services 197 

Compensation, Pension and Education, 3 

Vocational Rehabilitation and Counseling 4 

Information Resources Management . 39 

Support services 721 

Th~ ~ 



. 	 .' 

if a transition were made to a "st~nd-alone" sihIation for Loan Gminmty, it was 'feared that 
these resources would not. be'transferred tOo the Service. This, they felt, would impact adversely 
on the service they were able to provide to their veteran "customers. , : 

'"', . '.' 

In a stand-alone mode, the Loan Guaranty programwould clearly be separated from the 
other package of services, and benefits provided to veterans by vEA. While this would esta~lish 
direct accountability by the Service Director, it would also increase the exposure of the Service, 
to other political pressures, increasing the vulnerability that the VA's housing benefit program 
might eventually be absorbed by, or merged with, other Federal housing programs. VA would 
then run the risk of having a major veterans benefit managed and directed byariother agency 
which would not ha,ve the veterans' interestsasthefr primary concern. 

F. Recommendation 
. ..' .' 	 " 

When askedJhe question, ,"Would the veteran' be better served by Loan Guaranty {CO}" 
having line authority over the 46 LG divisions In the field?" the response was unanimously . 

. negative. It isthe recommendation of this task force that a change from staff to line not be made 
in the present geographical configuration of regional offices. When th'e question was ' 
reformulated to ask if the veteran would be better served by Loan Guaranty (CO) having line. 
authority over the proposeq regional servicing/processing centers, the respi:)Ilse' was mixed, 
though with a clear majority still in the negative. ; , . 

G. Minority Opinion 

. A minority of the task force believes that a synergism (the sum of the parts is greater th~ . 
the whole) occurs and veterans, as well as our other constituencies, are best served when 
management is organized. along program lines:' , 

* 	 Currently the :Chief Benefits Director has sole authority and responsibility for the 
Loan GuarantyPrQgram.· Conferring equal authority and responsibility to the. 
Program Director creates program-specific accountability at a lower level within 
VBA. 

* 	 The structure would bring higher level executive direction closer to program 
operations. and create a broader horizontal organization for the Loan 'G.uaranty 
program,.. 

* 	 With unity of direction and purpose, one head and one plan for a group of activities, 
organizational objectives are more likely to be declared and achieve,d. . 

'* 	 An organization. whose executives and managers share similar technical expertise is 
better poised to understand, support, and achieve program objectives. ' 

* 	 Such managers are. better prepared to exercise leadership andcomInunicate those 
objectives throughout the organization. . 

. 	 " 
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* 	 Similarly, employees will identify with program objectives, b~lie~e in th~m, and dS' 
their part to accomplish them., . . ­

* 	 Organizing along program lines would provide consistency throughout the program -­
benefits and services delivery, alJ0cation of resources, standardized operating 
procedures,attention to all constituencies, etc. ­

'I 

* 	 Private sector program participants who operate regionally or nationally could _ 
conduct discussions and obtain deCisions from one person on issues which affect their_ 
program participation. - '.. " , ' 

.-: , 
, 	 ,;, .. 

* '. The size of the Loan Guaranty function (over 2,000 FfE, plus supporting personnel 
from other offices) would be large1enough to maintain internal political clout to g'et its 

. fair share of VBA resources. .. , 

I 

* 	 Large processing centers reportirigto the Service Director in CO could be workable' 
because tpe Cf:nters would be large_ enoilgh to support their own administrative support 
staff, which could also be used tOSl.lpport small outreach offi,ces (PM & C& V): in each 

, , 
area. _ 

* -. 	 The span of control-CSeivice Director to Regional Processing Center Director) would 
be more efficient than to 46 ROs. 'I' ',- ­

" 

", ' 
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\. VI. 'COST..; BENEFIT ANALYSIS 
This cost/benejit analysis considers the consolidation ofthe 46 separate loan processing 

and loan servicing and claims fun~ons into three(3j locations (existing regional offices). , 

A. 	 Assumptions 

, The following presents the assumptions considered in execution of the consolidation plan, 
the specific assumptions for the costibenefit analysis, the methodology for determining savirigs, 
the detail of the savings and a sUmmarization of the findings. ' " 

, PLAN EXECUTION ASSUMPTIONS 

,0, 	 Consolidation at three locations in the Western time zones. 

o 	 Consolidate all portfolio loan functions at one location. 

o 	 Consolidation will take place in three stages over a penod of three years b~ginning 
in 1995. One-third of the consolidation will take place in 1995, one-third in 1996 
and the final one-third in 1997. However, 'consolidation of the portfolio functiotl 
will take place'in'1996. 

o 	 Consolidation will only begin once stage one of modernization is complete at the 
first location and LCS redesign has been prototyped and certified as ready for . 
nationwide installation. ' 

o 	 Portfolio loan consolidation wi 11 take place only after commercial portfolio loan, 
acCounting software has been purchased and modified 'according to Loan Guaranty', 
need!i. ' 

'0 Rental costs of space at the three locations equid the.savings in rental costs as a , 
, result of downsizing of the remaining Loan Guaranty divisions. Certainly rental ' 

costs would be an important part of site selection. In the long term there probably 
would be a savings, however, no attempt was made to sort out each field station's 
space costs or Iease arrangements. " 

o 	 '1995 costs were arrived at by it:lflating '~n costs by 3% and each subsequent yea,f 
by 3%. , 

COST ASSUMPTIONS 

o 	 Those personnel eligible for retirement will take retirement in lieu of moving to a 
new location. 

o 	 30% of technical staff (GS-7 and above) will accept reassignment. 

o 	 10% of clerical staff (GS-6 and below) will accept reassignment. 

o "5% FTE savings for loan proc~ssing and loan service & claims activity. 
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o 	 15% FTE savings for portfolio loan activity. ' 

o 	 30% of those identified' for separation find other employment at no cost to VA. 
T.his includes positions within V A, other Federal agencies, or th~ private sector. 

. 	 , " 

B. 	 Cost Computations 

, COST COMPUIATrONS PER EMPLOYEE 

Average salary in '92 dollars = 32,722 

Average leave balance in hours = 150 

Average total c:()st of unemployment compensation for 
~eparated employees = . , 8,710 

Severance pay based on 10 years of service in weeks = " ,10 

.Average severance pay in '92 dollars = 6,293 

Ayerage relocation costs in '92 dollar;s = ' 50,577 

. DATA USED TO COMPUTE THE COSTS 

Total FTE available for relocation 1,071 

Retirements 96 

Relocations 215 

, Separations 760 

New Hires 685 

COMPUTED COSTS OF CONSOLlDA TION 

Costs of relocating 215 employees in '92 dollars = 10,874,055 
. :. 

Costs of 760 separations in '92 dollars = 11,402,280 

. Costs of relocating 215 employees in '95 dollars = $ 11,882,190 

Costs of 760 separations,in '95 dollars.:;:: $ 12,458,680 

44' 



C. Benefits 

The benefits Of consolidation of the: Loan Processing and the Loan SerVice ancl:Claims, 
functions at a few locations are des9rib~d earlier; in the study: In the Loan Processing function" 
the dollar benefits that \vill accrue to thegovemment a're generally intangible. The primary. 
benefit will be better service to veterans and those individuals and organizations that help .. ,. 
veterans obtain GI loan financing. We have made a general assumption that economies of scale 
and r~duced level of supervisory overhead will produce a five percent decrease in uoan 
Processing personnel. After full implementation, this saves 17 FTE .. A five percent reduction in 
Loan Service and Claims personnel can also be achieved corresponding to 21 FTE. 

We have made a similar general assumption in connection with the consolidation of 
portfolio management. However, we believe a IS percent FTE savings is realistic considering 
that,consolidation will be coupled with modern loan rr:tanagementsystems and that employees 
will be dedicated fuIl time tothisactivity. A IS percent FTE reduction saves.J2 FTE. 

The potential for savings in the Loan ~ervice and Claims function is very substantia1.1he 
major costs of operating the Loan Guaranty program stem from foreclosures of GI loans. These 
costs are offset by fees paid by veterans and subsidy appropriations from the Congress. One Of 
the major operational goals of program management is to minimize the number of foreclosures. 
Defaults which can be curedprovide.a duel benefit: Cures help veterans retain their homes and 
reduce the cost of the program. to the taxpayers. VA-closely tracks the cure ratio as a measur~ of 
the level of foreclosures compares to total defaults. The cure ratio is expressed as a percent of 
defaults that do not result in· a claim paid to the lender(servicer. Therefore, a cure ratio of 7S . 

. percent for a fiscal year' in.dicates that 7S,.percent of all the defaults processed during that fisGal 

year did not result in a claim payment by VA. During the past 20 years the cure ratio has ranged 

from about 65 to 90 percent. The,most important influence on the cure ratio is the economy" 

i.e., inflation, unemployment; interest rates, growth in GDP, etc. ·It represents the environment 

in which the:program operates.' . 


. ...".. . . ., , 

However, VA can take actions that influence the cure ratio in a positive way. Data over . 
the past nine years indicates that the level of supplemental serVicing, as measured by contacts: 
with borrowers, can on margin influence the cure ratio. In seven of the last nine years the cure 
ratio increased or decreased in relation to 'increases 'or decreas~s in total supplemental servicing 

, contacts. Tn the last four. fiscal years the level of contact has increased each year as the cure ratio 
improved each year. During the Houston Pilot project ,on loan servicing increased FTE were' 
able' to increase contacts by 176 percent. The' cure ratio increa.sed from 50.S percent to 63.0 ' 
percent during the same period, There is ample evidence that increased supplemental servicing 
contacts will cure mor~ defaults over the long run. The economy will always play the strongest 
role in the level of defaults and cures bu't supplemental servicing can produce positive results. 
Even if the cure ratio is decreasing because of a deteriorating economy, supplemental servicing 

, can slow the rate of descent. ' . 

, At consolid.ated serVicing centers, total contacts With delinquent borrowers will in~rease 

significantly. Well organized units using up to date ADP equipment and the redesigned LCS 

will undoubtedly make more contacts. ,This is especially true considering the advantages of 

servicing from the Western time zones. Borrowers in the East can be contacted at 6-7 PM 

during n~ormal business hours in the West: Conservatively we estimate that total contacts will • 


. increase by 20 percent. Using data from the Houston Pilot we estimate that this would improve. 
the cure ratio by 2.82 percent. .. 

'" . 
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Percentage rncrease ' 

, in Contracts' . 
, , 

176.0= 7.0967 
: Percentage Increase 24.8 

in Cure Ratio 

20 Percent Increa.se 

in Contacts 2.82 percent 


7.09 

Assuming 1 65,000'defaults processedinfiscal years·)995, 1996 and 1997 the following 
savings are projected: 

FY 1995 

165,000 ~ 55,000 defaults processed .?t the first consolidated site 
3" ' , 

55,000 x .0282 = 1551 additional cures 

average claim $15,455 x 1551 =,$23,970,705 . 

, . Tn addition, VA will acquire properties in 82 percent of the foreclosure cases and incur an' 
average loss on 'sale of $3,600 ", . " . .,., " 

.82 x 1551 x $3,600 == $4,578,552 

Claim Savings $23,970,705 
PM Savings 4.578,552 

TOTAL , $28,549,257 .' 

FY 1996 

Total additional cures are projected to be.}1 02 from two consolidated sites. 

,3102 x $15,950 CAvg Claim) = $49,476,900 

.82 x 3102 x '36QO = $9,157,104 . 

--------_._-------.'. '. 
Claim Savings $49,476,900. 
PM Savings 9,157.104 

$58,634,004 . 

FY 1997 

Total ~ures from aHihree sites is estimated..to be 4,653 

4653 x $16,460 <Avg Claim) = $76,588,380 
..82 x 4653x 3,600 =$13,735,656 

Claim Savings $76,588,380 
, PM Savings )3,735,656 

$'10,324,036 ' 
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D. Cost Benefit Analysis of Loan Processirie and Loan S<etvice and Claims 
Consolidation 

. COSTS 

1995 1996 1997 
ONE TIME COSTS 

RELOCA TrONS $2,818,566 $6,432,410 $2,990,217 

SEP ARA TIONS . $2,950,740 . $6,753,916· . $3,130.440 

. TOTAL $5,769,306 $13,186,326 $6,120,657 

19Q7 

$777,069 

$959,909· 

$90.324,036 


. $92,061,014 


SUMMARY 
.' . 

3 YEAR TOT,AL COSTS (DISCOUNTED 5.6%) $23,671,535 

$168,928,574 

7.136 

3 YEAR TOTAL SAVINGS ,(DISCOUNTED 5.6%) 
. . ~ '"" 

BENEFIT/COST RATIO 
Fiscal years t996 and 1997 costs and savings diSl;ounted alCUtTent (9.1·92) 5 year Treasury nole rate, 

;. 
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VII. CONCL,USION 

The task force has examined the Loan Guaranty program from one perspective: "How can 
our veteran customers b(!'better served'!" Wehave looked at the history and current operation of 
the program, and analyz,ed the various internal and external factors which affect it We 

, specifically examined the work processes themselves, the distribution of the workforce, and the 
lines of auth'ority under which the program operates. , ' > 

, I 

Our conclusion is that although no radical restrucniring is called for, there are' a number of 
opportunities for improv1ement. On the operationallevel"most of our recommendations are 
toward further automation, and are dependent upon implementation of the VBA ADP 
Modernization efforts. We feel that theloan processing and servicing operations would be more 
efficient if they were',regionalized into a smallnwnber oflarger proc~ssing centers, as is the 
growing practice in the industry. Centralization of lIlanagement ,of all vendee loan activity in 
one of these locations seems logicaL Significant ongoing cost savings can be achieved by 
concentrating these activities. If these moves are made, the resulting Loan Guaranty'divisions in 
the regional offices would be about half the si+e they are now,and'wouldconsist mainly of 
activities tied directly to the real 'estate (appraisals, property management, property sales). Some 
of these operations would be so small that they might logically be consolidated into nearby 
regional offices. Finally, the task force felt that the Loan Guaranty operation across the country 
functions better under the present reporting structure than it would outside the Regional Office 
umbrella.' , , ' 
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REGIONAL OFFICES RANKED BY 

\ WORKLOAD AND SIZE 


'. 	 FY1991FY1991FY1991 PAIDDEFAlILTSLOANS 
STATIO~ REPORTED STAT 10:\ ' 	FrE 

STATIO~ CLOSED 
, , 

, 
STPE 15490 . SIPE !-l518 , , , HOUS 138.3 

134.312479 LOSALOSA ' 14212 LOSA 
1l2.8

ROAN 10249 WACO 11019 WACO 
DENV 105.68638 	 HOL:S' 106,52ATLA 105. 17285 STPEWASH 	 1708 ATLA ,', 

SANF 6859 ROAN., 	 6961 .', CLEV 92.4 
',,,', 	 ",6882 ' CHI 81.4

PHOE 	 6364 , CLEV 
j'3.8DETR6166 ' : 	 PHOE 6117SE.H 66.5CHIC 5788 ROANWACO' 	 5944· 

WINS .5811 : DENV 5765,· 
I 

STPA 62.5 

DENV 5760 WI:-lS 5646 , !;INS 58. i 

STPA 5036 DETR' 	 439~ 
I 

, 

, ,MUSK 
./-

57.8 
:i355 , PHOE 54.5

CLEV 	 5010 NASH 
CHI' 485.t ' WASH, 	 ,3990 ATLA 53.5 

50.9INDI 3845 SANFHOUS 	 4749 49,SA:;F, 3828 NEWO 
~:\SH 	 4451 ,, I 

SEAT 48.;STPA 	 3817BALT 	 4030 I 

IND 	 42.9
DETR 	 ·f026 

" 

~USK 3518 
3999 , . . COlt! 3351 MONT 40 

~tANC 38.1
COLU 3834 . NEWA. 3287 , 

WASH 
' " 

MILW 3622 NEWO 3208 
I 

NASH 3;~i 

.' 

I 	

36.4 .MONT 3099 , PHILMONT 	 3586 
2925 . .I NEWA, 33.5

MUSK ,3337 PHIL 
STLO 3218 STLO " 2584 

I 

STLO 33.4 
. COLU 33.4

IND 3114 SEAT 	 2373 
29.2MANC 2304' LITTWICH 	 2662 

MILW 	 28.1BALT 	 2008PHIL 	 2308 
MANC 	 26.4WICH 	 1962ALBC 	 2291 
WICH 	 24.4MILW 	 1113NEW.~ 	 2250 
LOUI 	 23.52142 	 LITT· 1762LINC 

I 	 DES~I 21.8 
I SANJ /;) ­LOUI 2125 	 1~~? 

. I 	 BALT 21.4 
._ I 	

JACK 20.1NEWO 2004 JACK 	 1;00 
NEW)" 	 1Q61PORT 	 1980 I 

'I 
I 	

i'450 ' NEWY 19.9
LITT 	 1717 LOVI 

PITT 19PITT 	 1365NElf!" 	 1468 ' ,SALT 18. i 1369 	 SALT' . 1181BOIS ,16. 7 
JACK 	 1268 ALBU. 9'72' 

. I 

BOIS 
, 	 PORT 16. j

DESN' . 	 1224 DES~I 9H . 
I,, 	 SANJ 15.9

SALT 	 1199 ,. LI?\C 898 
' ,UBC 	 .14.6815 BUFF: 654PITT 14.1PORT '635 FTHAFTHA 678 

LINC HBOIS .615SANJ 634 
4-? 	 BUFF 11

ANCH 616 HUNT 1-	

10.p
BUFF 596 ,I ·FTHA 418 HUNT 

ANCH 	 10.-4ANCH 334HL'NT 521 
230 	 HONO 8HaNaHONO 428 

. 2.02'5. I16683-1180422 
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A'IT ACHMENT B 

LOAN PROCESSING BY REGION - FY'91 

EASTERN ,REGION ~ Maine, New Hampshire, Vermont, Massachusetts, New York, 
Rhode Island, Connecticut, New Jersey, Pennsylvania" West Virginia, Maryland, 
Virginia, DC, Delaware.' ' , 

CENTRAL REGION - Ohio, Kentucky, Indiana, Illinois, Michigan,Wisconsin, 

Minnesota, Iowa:, Missouri, Kansas, Nebraska, South Dakota, North Dakota. 


SOUTHERN REGION - North Carolina, South Carolina, Georgia, Florida, Puerto Rico, 
Alabama, Missis.sippi, Tennessee, Texas, Oklahoma, Arkansas, Louisiana. 

WESTERN REGION ~ Alaska, Hawaii, California, Nevada, Arizona, Utah, N~w 
", Mexico, Coloradc),Wyoming, Montana, Idaho, Oregon, Washington. 

EASTERN REGION 


East-l - Maine, Rhode Island, Massachusetts, Vennont, Connecticut, New Hampshire, ' 

New York, New Jersey, Pennsylvania, Delaware , 

11,496 Closed Loans in FY 91 

Current ROs - 6 


East-2 - Maryland, DC, Virginia, West Virginia* 

22,508 'Closed Loans in FY 91 ' 

Current ROs - 4 


10 current ROs in the region. 34,004 closed loans in FY 91. 
* Pittsburgh ROcurrently has jurisdiction over some,West Virginia counties. 

CENTRAL REGION 

CentraJ-h- Ohio, Indiana, Kentucky, Michig'an, Wisconsin, Illinois. 

22,751 Closed Loans in FY 91 

'Current ROs ~ 6 


.. . ' 

Central-2 -,Minnesota, North Dakota, South Dakota, Iowa, Nebraska, Kapsas, Missouri. 

14,283 Closed Loans in FY 91 ' " 

Current ROs ~ 5 


11 ROs currently in the region. 37,034 closed loansin FY 91. 
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SOUTHERN REGION 

South-I - North Carolina, South Carolina, Tennessee, Georgia. 

22,734 <:Iosed Loans in FY 9 J 


Current ROs - 4 


South-2 - Florida, Alabama, Mississippi, Puerto Rico 

20,978 Closed Loans in FY 91 

Current ROs - 4 


South-3 - Tex~s" Oklah,oma, Arkansas,Louisiana. 

17,751 Closed Loans in FY 91 . 

Current ROs - 5 


13 ROs currently in the region. 61,463 closed loans in FY 91. 

WESTERN REGION' 

West-I - Arizona, New Mexico, Colorado, Utah, Wyoming. 

15,614 Closed Loans in FY 91 

Current ROs - 4 


West-2 - Alaska, Washington, Oregon, Idaho, Montana. 

10,809 Closed Loans in ·FY 91 . 

Current ROs - 5 . 


, West-3 - California, Nevada, Hawaii. 

21,499 Closed Loans in FY 91 

Current ROs - 3 


12 ROs currently in the regio!). 47,922 closed loans in fy 91. 

The breakdown of the existing VBA field areas presented above is a suggested scenario 
aimed at dividing loan processing activities roughly evenly by FY 91 workloads while 
retaining as much geographic identity as possible. ROs thai currently have jurisdiction over, 
several states or that share a state ~th another RO have been kept together. They represent 
loan processing units within the region that mayor may not be under the same roof. The. 
areas of responsibility for loan examiners, while larger than present, would still be 
manageable with respect with such differences as income tax rates and laws, labor market 
trends, rental markets: i.e .. the knowledge of the subtleties that make undernrriting an art. A 
review of the existing geographic regions used for residual income guidelines may be 
appropriate before implementing these regional processing units. Loan Servicing workloads 
have not been cQnsidere&here and it is probable that dividing the regions as above would not 
result in similar workload levels. 
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LOAN GUARANTY EMPLOYMENT 

OLe. e.&V L£ LS&e. PM Files 
NEW YORK 2.3 4.2 5.8 5.5 1.8 1.6 
BUFFALO 3.6 l.l 2.0 2.3 1.9 0.4 
NEWARK 5.0 . , 5.9 7.7 16.4 6.3 0.7 
PHILADELPHIA' 6:9 3.6 4.9 12.8 5.0 3.0 
PITISBURGH 3.0 1.9 2.7 6.9 3.6 0.6 
BALTIMORE 4.0 '4.3 5.1 6.4 2.4 1.0 
ROANOKE . 8.2 9.8 ·12.3 19.9 22.4 '0.0 
HUNTINGTON '2.2 2.0 1.0 2.8 2.0 0.2 
ATLANTA 4.0 Il.l , 5.7 24.3 . 10.0 . '1.2 
ST. PETERSBURG 4.1 20.4 16.6 42.6 23.4 .4.0 
WINSTON SALEM 3.9 11.1 14.8 18.9 8.4 1.9 
COLUMBIA 2.8 3.7 6.6 8.3 '6.9. 2.0 
NASHVILLE 3.3 .9.0 7.4 10.9 7.3 0.0 
NEW ORLEANS 3.2 6.6 5.8 19.1 . 12.3 1.8 
MONTGOMERY 2.6 6.3 6.9 13.5 6.5 ' 1.7 
JACKSON 2.0 3.1 3.3 7.2 2.3 1.3 
CLEVELAND 15.4 9.5 9.2 30.6 19.2 4.2 
INDIANAPOLIS 3.7 7.1 5.6 18.2 10.2 0.0 
LOUISVILLE 7.9 2.5 ,4.2 6.8 . 3.4 1.3 
CHICAGO 4.0 9.7 11.8 30.6 23.8 4.4 
DETROIT 4.5 6.2 9.9 32.2 12.4 0.0 ' 
MILWAUKEE 2.0 3.8 5.0 8.8 6.0 . 1.0 
ST: LOUIS 3.7 4.9 8.1 9.3 6.3 2.5 
DES MOINES 2.0 3.8 3.9 5.7 4.9 0:5 
LINCOLN 3.4 1.4 3.5' , 3~7 1.5 0.3 
ST. PAUL 11.0 . 9.2 12.7 18.2 10.0 2.0 
DENVER 13.8 11.3 13.0 32.8 23.6 0.0 
ALBUQUERQUE 2.0 1.7 2;1 6.1 3.1 1.1 
SALT LAKE CITY 1.0 3.8 5.0 4.3 2.4 1.1 
SAN FRANCISCO 4.3 11.4 14.3 12.8 6.0 2.0 
LOS ANGELES 5.1 29.7 30.1 38.5 19.2 0.0 
PHOENIX 3.0 6.6 . 10.0 20.6 14.2 3.0 
SEATILE 8.3 9.2 8.7 11.7 4.5 :'.7 
BOISE 3.0 3.0 3: 1 3.9 3.0 . 1.0 
PORTLAND 1.7 4.0 4.1 4.3 . ·I.O~ 0.7 
WACO 17.9 12.2 11.9 43.7 28.8 0.0 
LITI1..E ROCK. 6.4 3.1 5.0 7.9 6.0 1.4 

'1 	
MUSKOGEE 3.0 9.9 8.8 '17.7 12.2 4.1 
SAN JUAN c 2.0 2.4 1.4 5.4 1.0 l.0 
HONOLULU 1.9 2.0 2.1 1.6 0.1 0.2 
HOUSTON 7.0 15.7 13.9 55.0 35.4 0.0 
ANCHORAGE 2.4 1.4 1.2 2.0 0.8 . 0.3 
WASHINGTON 4.8 10.0 5.8 8.4 6.7 , 0.0 
MANCHESTER 3.0 7.3 8.7' iO.4 3.3 2.1 
FT. HARRlSON 2.6 2.0 3.3 4.1 . 3.0 0.0. 
WICHITA 1,2 1,8 3,2 Q,Z Q,2 0,5 

. NATIONAL TOTALS 213.7 310.5 338.6 680.1 401.4 58·.8 

NOTE: Source for manpower nwnbers in this stUdy - DOOR Report 2611 May, 1992 "Total Hours. n 

Totals may vary because of rOlmding. Indirect labor is reponed WIder the Office of the Chief's cost center, but, 
may reflect work done in functional areas; thus the figures may be slightly misleading. 
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R!:2iQn "Chid' G&V L~ LS&C eM files 
Eastern 43.0 50.0 55.9 91.9 55.3 9.7 

Centtal 59.6 '60.0 77.9 ,171.0 • 104.7 16.6 

Southern ' 62.2 114.5 ),08.0 274.4 160.5 20.5 

W~st!:m :12·Q 8Q.1 22.2 l!t2.7 80.2 12.1 

TOTALS 213.7 3105 338.7 680.1 401.5 58.8 


Based on the above. a statl'ing-neutra! ,consolidation of LP and LS&C would affect about 1,019 ' 
employees, leaving 712 C&V and PM employees to fill the required field presence. An additional 272 
employees in Offices of Chiefs and Files could conceivably be redistributed between consolidated locatIons and: 
field stations.' ( 

• 'r " 
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ATTACHMENT C 

.. G I Loan Servicing 

J. Definition 

GI loan servicing cOlhists ofall actions performed by VA ITom the time a GI l~an is 

made until the loan is paid'in full or until it is terminated and accounts are settled with the 

loan holder. Additionally, there is post-foreclosure service provided to veterans relating to 

debt establishment and debt waiver activity. 


2~ Background 
, , 

V A-guaranteed loans are made by private sector lenders to veterans who meet eligibility 
and underwriting criteria established by law, Veterans, as a group, are good credit risks and 
over 90% repay their loans. Approximately 8% of the loans. are terminated. 

a. Loan holder's responsibility. The loan holder or itsservicingagent (servicer) has ~he 
primary responsibility for managing its portfolio of VA-guaranteed loans. The servicer 
collects the monthly loim payments, makes disburSenlents to pay property taxes and hazard 
insurance premiums, provides customer services and responds to borrower's loan questions, 
processes loan assumptions and payoffs, andconducts delinquent loan collection, foreclosure, < ' 

and. claims settlement. . 

b. Loan holder's responsibility to . VA. ! From a practical perspective, we estimate that in 
80% of aIl,loans, the onry requirement is to report to VA that the loan has been repaid. In 
about 20% of the cases servicers will have to,lmake other reports to VA. ,The reasons for those 
additional reports are loan delinquencies, involvement in legal actions, or loan foreclosures. 

'c. V A involvement. For the majority of loans VA has little, if any, involvement except 
to offer customer service when' a veteran has adispute with hislher loan serv.icer .. For the 
estimated 20% of loans that become delinquent and are reported to VA, there is considerable 
involvement, both in-assisting the veteran to retain homeownership, and minimizing losses to 
the government. .. 

, 3. VA's Role 

VA's assumes the following role in assisting veterans.to retainhomeownership and ' 
minimizing program 10sse!S. 

a. Supplemental Servicing'· 

Due to the nature of the Loan Guaranty Program as a benefit: V A requires that servicers 
TC!pOn loan d'elinquencies to VA. Upon receiving notice, our staffs determine whether the, 
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servicer has perfonned adequat~ loan servicing and developed sufficient infonnation to 
conclude whether the loan can be expected to reinstate or w~ether the loan is insoluble and 
~hould be tenninated. . 

It has been the longstanding policy of VA to encourageGI mortgage lenders to extend 

forbearance to borrowers who find themselves in temporary difficulties through no fault of 

their own. In loan default cases, the lender is responsible for contacting the borrower, 

determining the reason for the defaul t, and making arrangements for repayment of the 

delinquency. Early servicing is extremelyimportarit, and this responsibility falls on the 

lender. Later servicing is also effective, and this responsibility falls in large part on the VA. 


• If the lender's efforts to effect a reinstatement of the loan are not successful by the time 

three installments are due and payable, the default must be reported to VA, together with the 

holder's explanation of the reason for the default and a summary of its servicing efforts. Upon. 

receipt of such notice, V A perfonns supplemental servicing and takes an active role in 

working to protect the interests of the veteran-borrower and the Government. . 


VA closely reviews the lender's servicing of the account and follows up by attempting to 
contact the borrower by letter, mailgram, telephone arid/or personal visits to the property . 

. Once contact has been established, based on the facts in'the case, V A personnel may offer 
financial counseling and/or may intercede with the lender on behalf of the veteran in order to 
obtain forbearance or arrange a reasonable repayment schedule in appropriate cases .. Also, 
VA is in contact with local agencies that provide assistance in finding jobs for vetetans, or aid·' 
with their daily subsistence needs or help in making direct mortgage paym'ents. When 
appropriate, delinquent borrowers are referred to such agencies so that they may apply for 
assistimce. 

Lenders are afforded considerabJ,e latitude by VA regulations in modifying the tenns of . 
a loan to prevent foreclosure and help a veteran to retain and pay for his or her home. The 
lender has broad discretion in extending or reamortizing a loan in order to cure a default or to 
prevent imminerit default. VA also has an Interest Rate Reduction Refinancing (lRRR) 
program which can aid in reducing monthly loan installment am9unts if interest rates have . 
dropped since the time the original loan was made. The VA does not have the authority, 
however, to require a.:lender to modify or refinance a loan if it is unWilling to do so .. 

) 

If no. arrangements for reinstatement are made and the lender files a Notice of Intention 
to Foreclose,· VA regulations require that foreclosure procedures cannot be started for 30 days, 
during which period VA is afforded additional time to try to serVice the loan. Even after . 
foreclosure has been initiated, supplemental servicing continues to explore eV,ery possibility to 
assist the borrower. . 

When our efforts to secure additional forbearance are unsuccessful, VA has 
discretionary authority to "refund," i.e., to purchase the loan from the lender. The law 
providing this authority to VA does not vest borrowers with any right to have their loans 
retunded,or to.apply for refunding. Nevertheless, VA considers ,whether refunding is in the 
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best interests ofthe veteran andthe Government in every case before foreclosure. When V A: 
refunds a loan, it may be reamortized to eliminate a delinquency and the interest rate may be 
reduced up to three percent below the maximum Fate for new GI loans in order to lower the 
monthly installment payments. 

When a borrower has no realistic prospects for maintainihg even reduced mortgage 
payments, VA will erlcourage a private sale of the home to avoid foreclosure. We realize such 
a sale can be difficult to arrange if the property is worth less than the total amount owed on 
the loan, as is often the case in <:treas with depressed resale'markets., In such a situation, VA : 
may be able to offer ass'istance by using a procedure which ~ables us to compromise a Loan 
Guaranty elaim. This procedure can be considered if the difference between the loan 
indebtedness and the purchase price is less than the amoUnt of VAis maximum guarantY. In 
such cases, if a veteran finds a buyer who' will purchase the property for its fair market ~alue 
and the proceeds of thl: sale are applied to the existing indebtedness, a compromise agreement 
would enable.Y A to pay a claim for the difference between the sale price and the loan ' 

, , 

indebtedness.' Under such an arrangement, tbe veteran would remain liable only for the 
amoUllt of claim paid by VA, which should be considerablyless than the claim payable if, ' 
foreclosure occurs. Any such compromise agreement would have to be'approved in advance 
by the local VA office ofjurisdiction. " , 

When a borrower is unable to cure the default, refunding is not appropriate, and a ' 

private sale cannot be arranged, VA ~onsiders approving the acceptance of a deed in lieu of 

foreclosure. If acceptailce of the deed ~ll bein the best interests of both the borrower and 

VA, then VA will approve it. If a deed in lieu of foreclosure is not feasible, the lender will 

generally proceed with foreclosure. " ' 


The assertion that servicing loans (providing default assistance) is beneficial to lenders 
is ,evidenced by the fact that virtually all lenders (loan holders) provide such servicing, and 
Government (and Government-chartered) agencies including VA, HUD, GNMA, FNMA, 

, FHLMC etc., require lenders to ensure that such servicing is performed. Mortgage banking 
publications constantly e:xtol the virtues of default assistance, and provide advice on how to 
maximize these efforts, such as contacting mortgagors on evenings and weekends, when they 
are more likely to be available.' , 

b: TerrninationiMonitorinll the Holder 

, , ' 

'Another function of the LS&C Section is to monitor the holder's actions in the default 
and foreclosure of a GI loan, to ensure that the holder services (and terminates when 

, necessary) the loan in accordancewith industry standards as well as pertinent laws and 
regulations. 

Based on information provided by the lotpl servicer and information developed by oui 
, stMf, if there is no reason~lble likelihood of the .veteran retaining homeownership, then it is 
necessary to reduce VA's claim liability when the loan is terminated. Efficient loan 
termination also reduces veterans' debts, 
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(I) Termination ~f the loan is the sole respoQsibilltyof the' mortgage holder. Howev~r, ..~ 
VA monitors the holder's actions and under 38CFR 36.4319fmay establish a cutoff date'for < • < 

the accrual of interest and expenses on the account if foreclosure is unduly delayed. This· 

serves to limit the guaranty liability of V A and the resulting indebtedness for which a veteran 

may become liable. Also, V A attempts to. ensure that the loan account is credited with a 

reasonable amount as the proceeds of the foreclosure sale. Prior to a foreclosure sale V A . 

determines the fair market value of the property based on an appraisal made by a reputable 

and qualified fee appraiser. The net value ofth'eproperty is then established by reducing the 


. fair market value by VA's estimated expenses for acquiring; maintaining and reselling the 

property. Stations have recently received PC software which will automatically generate the 

net value advice l~tters to lenders. ' 


. When a GI loan is foreclosed, VA normally accePts conveyance' of the property from, 

the holder for its net value to V A. If the total out~tanding indebtedness exceeds the net .value 


.of the property, V A will' generally pay the holder the difference as a claim tinder Loan 

Guaranty. Any failure on .the part of the holder tQservice the loan properly or foreclose 

promptly may' result in ari increase in the amount of the claim payable by VA. VA takes 

several steps to ,ensure that our liability, as \Veil as that of the veteran, is limited in such cases. 


(2) Monitoring Seriously Delinquent Loans. Our efforts to monitor the holder's actions 

wit~ regard to timely foreclosure of GI loans are reflected in a report available to our field 

stations which lists those cases that.are 6 months. delinquent and nqt yet in foreclosure .. 


This report, the Serious Default Action List, was created to assist stations in identifying 

those cases where delays in initiating foreclosure exist. Effective use of the report has 

resulted in lower costs to VA in theform ofr-educed claiI'Qs under Loan Guaranty~~These 


. cutoffs act to limit the veteran's liability as well as V A's. . . 
. . . . . 

In addition to the us~ of interest cutoffs, field stations perform a review of the' 

information provided by the lender whe,n the default is reported, when the status of the lo~ is 

updated, when correspondeIice or legal doc~ents are received, and when the claim under 

Loan Guaranty is filed. During these reviews, the station becomes aware of any servicing 

deficiencies on the part of the lender .. In cases where such deficiencies are indicated, the . 

station sends the file to VA Central Office for advice and/or a review of their . ': 

recommendations for reducing the lender's claim commensurate with the amount. by which the 


. lender's failure to service the loan properly has increased the Secretary's liability, , 

4, Basic work processes 

'. In order.t'o manage the animal workload of approximately 175,000 reported defaults of 

VA-guaranteed loans, 35-40,000 foreclosures and claims, 30-35,000 property acquisitions, 

and provide numerous other services, the work at 46 regional offices is organized into the 

following work processes regardless of stati~m size or number of employees assigned to do the 

work: . . 
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a. Notice of Default processing 
. . 

b.]\:otice ofrntention to Foreclose i?rocessin~. 

c. Supplemental servicing 

( I) 'FinatJcl:al counseling 

(2) V A intervention with servicer 

(3} Alternatives to for~~losure 

(a) Deed in lieu of foreclosure 

(b) Compromise claim. 

(c) Refunding' 

d. Seryicer perforrnancemonitoring 

e. Interest cut-off monitoring 

f. Delinquent loan monitoring and diary control 

g. Foreclosure monitorinf.{ 

h. Claims proce~s'ing; debt establishme~t, and debt reductions' 

I. Property acquisition processing, 

J. ' Release of liability, 

k.' Release of security 

'I. COmrrlittee on Waivers and Compromises and Debt Management Center referral,s 

m. Interna1 controls ana program surveillance 

n. Customer service· telephone, mail, and' personal appointments 
'. .... I . 

o. Systems mairitenanGe 

p: Administrative and management support 
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5. Analysis of GT Loan Servicin£ 

Present Glservicing policy is the result oflaw and regulation which is designed t<;> assist 
veterans retain homeownership and reduce program costs. ft has proven valuable and assisted 
. veterans. In FY 1990 VA offices assisted 7,612 veterans reinstate their delinquent home loans 

. or complete an alternative to foreclosure which saved approximately $80 million. Similarly, ' 
in FY 1991. 8,949 veterans were assisted and program costs were reduced by approximate~y 

. $85 million." ' 

. Primm servicing of VA-guaranteed loans should remain with private sector loan 
servicers who are generally efficient in controlling loan defaults. Basicseivicing (collections) 
is a well-documented and practiced discipline. VA's supplemental servicing is an extension of 
the servicer's efforts and becomes cost-effective when the"-cost to the Government on a loan ' 

. . 

termination is either eliminated or reduced as a veteran reinstates the home loan or chooses an 
alternative to foreclosure. The average claim payment is $14,000 for each loan termination. 
Preventing foreclosure on 5,000 to 10,000 loans annually provides savings between $70 and 
$140 million. It follows, therefore, that Glloan servicing should continue and methods 
implemented to improve this policy. . 

For purposes of analyzing Glloanservicing, it was assumed that the existing 

decentralized servicing organization would be reorganized through cons()lidation, 


. regionaliiation, or acentralized structure. This would be consistent with private sector 
. servicing operations which tend to be centralized at one location. 
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ATTACHMl;NT D 

GLOSSA~RY OF TERMS " 

Ad Valorem Propertv Taxes: Taxes assessed to real. property. 
, ' 

Automatic Lend·er: An approved mortgage lender who can make a guaranteed VA 

mortgage loan ~ithout any prior approval from the VA. 


Compromise claim payments: Payments to make the holder of a loan whole when a 

distressed veteran-borrower sells to a private purchaser at a price less than the amount owed 

on the VA gu3.ranteed lDortgage. This avoids t,he expense of a full claim following a 

foreclosure. 


Deed-in-lieu of Foreclosure:' Situation where the veteran- bOIToweris willing to deed 

the property back to the lender instead'of having the property foreclosed. No debt will be 

established against the, veteran. 


Direct Loan Revolvin[i Fund: A revolving fund established by Congress to account for, " 
, loans made directly by V A in credit shortage areas. There have been very few disbursements 
from this fund in the last decade. ' 

Fannie Mae: An acronym for Federal National Mortgage Association. One of the 

major providers of mortgage funds in the United States. 


Forbearance: The act of refraining from taking legal action despite th~ f~~t that a 
mortgage is in arrears. It is usually granted only when a mortgagor makes a satisfactory 
arra:ngementby which th(: arrears will be paid~t a future date. 

Gr Loan: A mortgage lo~ which is m,!qe by a pnva~e I~der to a veteran, and 
gu3.ranteed or insured by the VA. . . 

Ginnie Mae: An acronym for Government National Mortgage Association. One of the 
major providers of mortgage funds in the United States. . 

HUD: Department of Housing and Urban Development; one of the departments of the 
federal government of the United States. ' . 

Loan Guaranty Revolving Fund: A revolving fund established by Congress to account 
for funds disbursed and received in connection With the guarantying of loans byVA. This 
fund was superseded by the: Guaranty Indemnity':Fund for loansmad~ after 1989. 
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Loan Instrument: The legal ddcumentsigned by the borrower giving evidence of the 

loan. 


Loan Sale: Process by which VA's portfolio loans are soid to private entities to provide 
. funds for the Loan Guaranty Revolving Fund. . . . 

No Specific Amount: The situation where VA, upon examination of the value of the 

property and the amount of the guaranteed mortgage debt, determines not to set an amount 

which the holder may bid at the foreclosure sale and for which the V A will subsequently 

purchase the property from the holder. Also commonly referred to as a "No bid". 


P&I Payment: Principal and Interest payments, which formost loans are fixed for the 
term· of the loan. T&I (tax & insurance) payments may be adjusted to reflect changes in taxes 
or insurance costs .. 

,. , 

Participants: More usual usage "program participants", These are mortgage lenders, 

servicers andbolders, management brokers, corporations, etc., involved with the services 

necessary for the proper functioning of the Loan Guaranty program of the Department of 

Veterans Affairs (VA). 


Portfolio· Loan: A loan made by VA, and held,· at least for a time, in VA's portfolio. 

Also called Vendee Loan. ' 


. Prior Approval Loan: A GI Loan which must be approved by V l\before it is closed by·' 
the lender.'! 

., 

Pnmary Servicinfl: The initial and direct contacts between the hold~ of a loan and a " 
. borrower to resolve any issues or problems~ such as delinquent payments, cpnceming the loan 
in question. VA conducts the primary servicing for loans in its portfolio but depends upon. 
holdersandservicers to conduct the primary servicing for guaranteed loans. :' 

Private Sale: A sale involving one individual seIIing·rc?lproperty to anothedndividual. . 
In this instance, a situation where'a distressed veteran-borrower sells his property to another 
person to avoid foreclosure. 

Protective Custody AssilIDments: Notice given first t!' Property Management sections 

and subsequently to management brokers that a given property is being placed in. the custody 

of VA for maintenance and protection. 


Redeem: The act of redeeming a property subsequent to a foreclosure sale. A legal 
option in a limited number of states,this process al!'ows first the oWner and subsequently 
junior lien holders to protect their interest by paying amounts bid at the foreclosure Sale plus 
any legally allowed costs such as -accrued interest and thereby retaining or obtaining title to 
the property. . 

D-2 



" 

Refunding: The .purchase of a V A guaranteed loari by VA from a private holder under 

the provisions of CFR 36.4318. Normally, the loan is reamortized for the benefit of the 

veteran-borrower. . 


Reinstatements: In this instance, the paying of necessary monies to bring a loan account . 
to a current status. 

Security Instrument: The mortgage or trust deed evidencing the pledge of real estate 

security as distinguisli,ed from the note or other credit.instrument. ' 


Tax Service Contracts: Contractual arrangements which provide a bundle of services' 
connected with the obtaining and paYing of real property tax assessments on properties which 

.' are security for loans in a mortgage loan portfolio and for properties owned or in the process 
of being acquired. . 

Title Acceptability: . A determination made by Loan Service and Chiims and Dishict 

Counsel that the docun:1entation incident to ~he conveyance of a property to VAis complete 

and proper.' 


Undenvriiing: Analysis of thensks involved in making and hruaranteeing a loan. 

VAR 4600 Lpan: A vendee ioan sold by VA to a private sector investor under VA 

Regulation 4600, which obligates VA to. buy the,loan back in case of default. Current loan 

sales are without recourse. ' 


Vendee Lpan: A loan made by VA to an il1:dividual who purchases an acquired properly 
from VA. 

Voluntary Deed: See,deed-in-lieu of foreclosure. 

Workouts: The process of negotiating andmonitoringa plan for periodic payments 
which will eliminate a delinquent loan situation over the course of time. Individualswho 
negotiate such arrangeme:nts for servicers and holders are often referred to as "workout 
specialists". . 
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ATTACHMENT E 


LOAN GUARANTY'RE-ENGINEERING TASK·.· 
FORCE MEMBERS 

Charles Bidondo, Loan Guaranty Officer, San Francisco 

Joseph F. Danyko, Supervisory Loan Specialist, Loan Guaranty Service 

Donald D. Duggan, Chief, Operations Analysis Staff, Loan Guaranty Service 

Lynne Heitman, Statistician,· Office of Assistant CBD. for Planning (20P) 

Mike McReaken, Loan Guaranty Officer, Houston 

Jack G. McReynolds, Director, Denver Regional Office 

Donald F. Munro, Loan Guaranty Officer, St. Paul 

Karl Pack, Loan Speci~list, Loan Guaranty Service 


. Gerard J. Prizeman,Loan Guaranty Officer, New York 
.'David Tunnell, Chief, Loan Guaranty Systems Coordination Staff, Loan Guaranty 

Service' .. 

Nancy R. Wilck, Chi:!f, Loan Guaranty Systems Management Division (20M48) 
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