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November 30, 2018


Subj:	Economic Impact Analysis for RIN 2900-AQ42(IF), Loan Guaranty: Revisions to VA-Guaranteed or Insured Cash-out Home Refinance


	I have reviewed this rulemaking package and determined the following.

1.  VA has examined the economic, interagency, budgetary, legal, and policy implications of this regulatory action and, based on that analysis, OMB has concluded that it is an economically significant rule under Executive Order 12866 because it is likely to result in a regulatory action that may have an annual effect on the economy of $100 million or more.

2.  This regulatory action is also a major rule under the Congressional Review Act, because it is likely to result in an annual effect on the economy of $100 million or more.

3.  This rulemaking will not have a significant economic impact on a substantial number of small entities under the Regulatory Flexibility Act, 5 U.S.C. 601-612.   

4.  This rulemaking will not result in the expenditure of $100 million or more by State, local, and tribal governments, in the aggregate, or by the private sector, under the Unfunded Mandates Reform Act of 1995, 2 U.S.C. 1532. 

5.  Attached please find the relevant cost impact document. 

(Attachment):  Agency’s Impact Analysis, dated August 2018.


Approved by:
Jeffrey M. Martin
Impact Analyst
Office of Regulation Policy & Management (00REG)
Office of the Secretary
(Attachment 1)

Impact Analysis for RIN 2900-AQ42 


Title of Regulation: Loan Guaranty: Revisions to VA-Guaranteed or Insured Cash-out Home Refinance

Purpose:  To determine the economic impact of this rulemaking. 

The Need for the Regulatory Action:  

Background

[bookmark: _Hlk517773298][bookmark: _Hlk520218257]On May 24, 2018, the President signed into law the Economic Growth, Regulatory Relief, and Consumer Protection Act (the Act), Public Law 115-174, 132 Stat. 1296.  Section 309 of the Act, codified at 38 U.S.C. 3709, provides new statutory criteria for determining when, in general, VA may guarantee a refinance loan.  The Act also requires, among other things, VA to promulgate regulations, within 180 days after the date of the enactment of the Act, for cash-out refinance loans, specifically those where the principal of the new loan to be VA-guaranteed or insured is larger than the payoff amount of the loan being refinanced.  Pub. L. 115-174, 132 Stat. 1296.

[bookmark: _Hlk522868516]VA has not, until the enactment of the Act, seen any reason to delineate in VA’s cash-out refinance rule, 38 CFR 36.4306, between cash-out refinance loans where the principal is either higher than the payoff amount of the loan being refinanced (referred to as Type II Cash-Outs in the preamble), or less than or equal to the payoff amount of the loan being refinanced (referred to as Type I Cash-Outs in the preamble).  The Act, however, bifurcates cash-out refinance loans relative to payoff amounts of the loan being refinanced, effectively requiring VA to treat the cash-out refinance loans differently, notwithstanding the fact that they are both authorized under 38 U.S.C. 3710(a)(5).  

Justification for Regulating 

Veterans have utilized VA refinance loans for many decades.  Since 1990, the overall trend in mortgage rates has been downward, providing lower costs for mortgages, which encourages all types of refinancing.[footnoteRef:2]  Historically, the industry has viewed refinances in which a borrower lowers his or her monthly mortgage payment through an interest rate reduction, or takes a cash-out refinance to cover education expenses for family, make home improvements, or reduce expensive non-housing debt as responsible uses of refinancing.[footnoteRef:3]  In 2016, VA interest rate reduction refinance loans (IRRRLs) and VA cash-out refinance loans saw an increase in volume due to historically low interest rates (see Figure 1 below).  Shortly thereafter, in 2017, VA, the Government National Mortgage Association (Ginnie Mae), and Senator Elizabeth Warren (among others), recognized a small contingent of lenders participating in the program were actively seeking to refinance VA loans for veterans shortly after closing on their VA loans and touting that large sums of cash out equity were available to them for debt reduction and even vacation.[footnoteRef:4]  In some cases, VA identified instances where lenders were soliciting and closing VA refinance loans multiple times in a year for the same veteran.[footnoteRef:5]  This activity is referred to as churning or serial refinancing.  Through its review of this problem, VA found that the benefits of serial refinancing were not always in the financial interest of the veteran because of the additional loan costs for refinancing multiple times. [2:  Source: Freddie Mac, http://www.freddiemac.com/pmms/.]  [3:  “See When (and When Not) to Refinance Your Mortgage,” Investopedia, https://www.investopedia.com/mortgage/refinance/when-and-when-not-to-refinance-mortgage/; “4 Smart Reasons to Refinance a Mortgage,” Forbes, Nov. 29, 2016, https://www.forbes.com/sites/robertberger/2016/11/29/4-smart-reasons-to-refinance-a-mortgage/#10dcfb069643.]  [4:  Press Release (Jan. 11, 2018), https://www.warren.senate.gov/newsroom/press-releases/warren-tillis-introduce-bipartisan-legislation-to-protect-veterans-from-predatory-home-lending; ”Wells Fargo: Ginnie Mae warning on VA loan churning is just the beginning,” Housing Wire, Feb. 8, 2018, https://www.housingwire.com/articles/42489-wells-fargo-ginnie-mae-warning-on-va-loan-churning-is-just-the-beginning. ]  [5:  See also id. ] 


VA was in the later stages of submitting a rule to curb these issues when Congress’ recognition of VA loan churning as a problem led to the enactment of Pub. L. 115-174.  While the Act addresses all VA refinance loans, it specifically identified cash-out refinance loans, and specifically those where the principal of the new loan to be VA-guaranteed or insured is larger than the payoff amount of the loan being refinanced, as needing swift action by VA to curtail predatory lending.  In that regard, the Act requires VA to promulgate regulations within 180 days after the date of the enactment of the Act, for these types of cash-out refinance loans.  Despite only requiring VA to promulgate regulations for Type II Cash-Outs, the Act provides new statutory criteria for both Type I and Type II Cash-Outs.  VA has further determined that additional criteria are necessary to regulate Type I Cash-Outs to eliminate potential loopholes in the Act and ensure that refinancing is in the financial interest of the veterans.  

Since the enactment of Pub. L. 115-174, VA has fielded numerous questions from the lending industry as to how to implement certain provisions of the Act, including those applying to Type I and Type II Cash-Out refinance loans.  The need for this regulation is clear because, based on past VA experience, uncertainty as to whether a loan will meet VA’s guarantee requirements can cause some lenders over time to employ a high degree of caution in making loans to veterans.  This interim final rule will therefore prevent such negative impacts and ensure that veterans enjoy access to the widest range of competitive credit options.  Further, this interim final rule will ensure that those credit options are responsible (i.e., not predatory) and that veterans have sufficient information regarding the impact of a refinance loan on their current and future financial position. 

In conclusion, this regulation is necessary to inform all parties of the requirements to originate future refinance loans for VA loan guaranty.  It is urgent and compelling to issue this rule to provide clarity so that lender uncertainty is resolved and any current or future market disruption is minimized.  While VA is required to issue this rule by statute, by not promulgating a rule industry uncertainty may lead to less access to mortgage capital for veterans.     

Baseline

As discussed above, VA finds that immediate action is needed to regulate VA cash-out refinance loans, as directed under Pub. L. 115-174.  Although VA recognizes that Congress is concerned with serial refinancing and predatory lending practices for both IRRRLs and cash-out loans, current and historical data shows that IRRRL volume has been declining prior to and since the Act, but VA cash-out refinance loan volume remains steady.  As such, it is imperative that VA issue regulatory guidance to resolve the aforementioned uncertainty of requirements for both Type I and Type II cash-outs.  

To better understand why, VA notes that in early 2016, VA IRRRLs began to increase in volume due to historically low interest rates (see Figure 1 below).  Also, as previously discussed, Congress, VA, and Ginnie Mae recognized that part of this increase was due to some lenders actively seeking to refinance VA loans for veterans shortly after closing on their VA loans, and in some cases multiple times in a year.  With the rapid prepayments of loans, investors in mortgage backed securities did not realize their expected rates of return and lessened their demand for these securities.  As such, in October of 2016, Ginnie Mae published an all participants memo (APM) 16-05 Pooling Eligibility for Streamline Refinance Loans[footnoteRef:6], and in December 2017 published APM 17-06 Pooling Eligibility for Refinance Loans and Monitoring of Prepay Activity.[footnoteRef:7]  These APMs required certain pooling and seasoning requirements for streamline refinance and cash-out refinance loans.   [6:  https://www.ginniemae.gov/issuers/program_guidelines/Pages/mbsguideapmslibdisppage.aspx?ParamID=74. ]  [7:  https://www.ginniemae.gov/issuers/program_guidelines/Pages/mbsguideapmslibdisppage.aspx?ParamID=82. 
] 


These requirements, along with the changes in market conditions mentioned above, resulted in a decline of IRRRL loans, beginning in the fall of 2016.  Thereafter, in February of 2018, VA issued policy guidance to lenders outlining disclosure requirements to veterans which further reduced the IRRRL volume.  See VA Circular 26-18-1, Policy Guidance for VA Interest Rate Reduction Refinance Loans (IRRRL) (Feb. 1, 2018), available at https://www.benefits.va.gov/HOMELOANS/documents/circulars/26_18_1.pdf.  In May of 2018, Pub. L. 115-174 further curtailed IRRRLs due to the net tangible benefit, recoupment and seasoning requirements placed on those type of loans.  

As the IRRRL market continued to decline rapidly, the appetite for cash-out loans has not seen similar downward trends.  The present average for cash-out refinance loans is 13,638 per month since October of 2017.  Figure 1 below depicts both VA Cash-Out and VA IRRRL refinances.  In recent years the highest cash-out volume month was 16,643 in January of 2017, and most recently 16,305 in January of 2018.  There are multiple factors in the present-day housing environment which lead to a higher propensity of borrowers to perform cash-out refinance loans. Property values currently are increasing,[footnoteRef:8] which tend to increase the amount of equity a borrower can utilize for a refinance loan. There is also a lack of housing inventory[footnoteRef:9], therefore homeowners are remaining in their homes. Based upon the aforementioned factors, VA does not foresee a decrease in demand for cash-out refinance loans in the near future.   [8:  S&P CoreLogic Case-Shiller U.S. National Home Price NSA Index; S&P Dow Jones Indices, Press Release, Sept. 25, 2018, available at https://us.spindices.com/documents/index-news-and-announcements/785566_cshomeprice-release-0925.pdf?force_download=true. ]  [9:  Id. ] 

 
Figure 1. Monthly Volume of VA Cash-Out and IRRL Loans, FY 2016 through July 2018


Source: VBA’s Performance Analysis and Integrity (PA&I) data; obtained August 2018.

Regulatory Approach

VA is revising its cash-out refinance rule at 38 CFR 36.4306 to address the new statutory bifurcation outlined by Congress in the Act.  The rule will outline the common characteristics required for the guaranty or insurance of Type I and Type II Cash-Outs.  It will also set apart each type of cash-out refinancing to address their unique aspects.  VA is further making some technical changes for ease of reading and to bring certain provisions in better alignment with the statute. 

Pursuant to the Act, VA is simply codifying the statutory provisions regarding seasoning, recoupment, and interest rate reduction that apply to Type I Cash-Outs.  See 38 U.S.C. 3709(a), (b)(2)-(4), and (c).  VA is also defining the parameters of the net tangible benefit (NTB) test that Congress requires VA to apply to both Type I and Type II Cash-Outs.  38 U.S.C. 3709(b)(1).  In defining the NTB test, VA provides a general definition of what constitutes a net tangible benefit to the veteran as well as require one of eight criteria to satisfy that definition.  Those criteria are enumerated in Table 1 below.  The lender will also be required to compare key terms of the new loan terms with the existing loan terms and provide relevant information regarding this comparison to the veteran.  In sum, the NTB test will lend transparency to the transaction.  

VA is further defining rules relating to seasoning that shall apply to Type II Cash-Outs, as required by 38 U.S.C. 3709(d).  As discussed in the preamble, VA is adopting the same criteria that apply to Type I Cash-Outs, just stated in a different way.  Accordingly, VA is spelling out that the seasoning period for Type II Cash-Outs is the later of 210 days from the date of the first monthly payment made by the borrower and the date on which the sixth monthly payment is made on the loan; however, this requirement applies only when the loan being refinanced is a VA-guaranteed or insured loan.

In addition to regulatory changes related to the Act, VA is updating 38 CFR 36.4306 to require that the amount of the new cash-out loan must not exceed an amount equal to 100 percent of the reasonable value of the dwelling or farm residence which will secure the loan.  Reasonable value is defined in VA regulation as that figure which represents the amount a reputable and qualified appraiser, unaffected by personal interest, bias, or prejudice, would recommend to a prospective purchaser as a proper price or cost in the light of prevailing conditions.  38 CFR 36.4301.  VA is further clarifying that this requirement applies when any portion of the funding fee is included in the new loan amount; for any overage above 100 percent, a veteran must bring the funds to pay at closing.  Current VA regulations prescribe that the amount of the new cash-out loan must not exceed an amount equal to 90 percent of the reasonable value and are silent as to whether any funding fee included in the loan is subject to this reasonable value requirement.  This regulatory amendment will conform VA’s regulations to the statutory text.  See 38 U.S.C. 3710(b)(7)-(8).  VA notes that this regulatory change has no substantive impact on cash-out loans.  In this regard, VA has applied the statutory 100 percent requirement via its policy and procedural guidance to lenders since Congress enacted section 504 of Public Law 110-389, the Veterans’ Benefits Improvement Act of 2008, 122 Stat. 4145. See also Lenders Handbook, VA Pamphlet 26-7, Chapter 3, Topic 3, Page 3-8.

Finally, this rule contains a number of technical changes to 38 CFR 36.4306 to clarify the scope of new subparagraphs (d) through (g) in light of the additions and revisions to new subparagraphs (a) through (c).  These changes are technical only and VA intends no substantive impact.  

Table 2 below provides an overall summary of the substantive changes to 38 CFR 36.4306 for reference.  

Table 1. Net Tangible Benefit (NTB) Test Criteria

	Eliminates monthly mortgage insurance 
	Refinances an interim construction loan 

	Decreases the loan term
	Reduces the interest rate

	Decreases the monthly payment
	Increases monthly residual income

	Loan-to-Value (LTV) is equal to or less than 90 percent
	Refinances from an adjustable rate (ARM) to fixed rate 



Table 2. Summary of Criteria for VA Loan Guaranty or Insurance 

	Pre-Regulation
(Type I and Type II
Cash-Outs)
	Type I Cash-Outs
	Type II Cash-Outs

	Loan does not exceed 90 percent of reasonable value* 
	Loan does not exceed 100 percent of reasonable value, including funding fee
	Loan does not exceed 100 percent of reasonable value, including funding fee

	Reasonable discount
	Reasonable discount
	Reasonable discount

	Otherwise eligible
	Otherwise eligible
	Otherwise eligible

	
	NTB test, to include comparison disclosure
	NTB test, to include comparison disclosure (if met, fee recoupment satisfied)

	
	Loan seasoning
	Loan seasoning

	
	Fee recoupment
	

	
	Additional interest rate reduction requirements based on rate type (fixed versus adjustable)
	


* As explained above, VA’s current regulations state that the amount of the new cash-out loan must not exceed an amount equal to 90 percent of the reasonable value, but VA has been applying the statutory 100 percent requirement since enactment of Public Law 110-389.   

Estimated Impact, Assumptions, and Methodology:  

Below, VA presents its analysis of the final rule provisions’ potential impacts on lending for Type I and Type II Cash-Outs.  The analysis sets forth the basic assumptions, methods, and data underlying the analysis and discusses the uncertainties associated with the estimates.

Table 3. Summary of Economic Analysis – Based on FY 2016 to July 2018 Loan Data

	Effect
	Distribution
	Frequency
	Effect Size

	Benefits

	Veterans will receive a more competitive VA loan interest rate
	Borrowers
	Annual
	Unquantified

	Veterans will receive loans that are in their financial interest
	Borrowers
	Annual
	Unquantified

	Veterans will be better informed when refinancing
	Borrowers
	Annual
	Unquantified

	Lenders will have more certainty in making cash-out refinances
	Lenders
	Annual
	Unquantified

	Lenders will no longer need to focus on protecting their portfolio from predatory lending. 
	Lenders
	Annual
	Unquantified

	Costs

	Technology costs for loan origination system upgrades
NTB test/disclosure
Other upgrades

	Lenders
	One-time


	Unquantified

($1.27M) 
Unquantified

	Training costs for loan officers
	Lenders 
	One-time
	($47,949)

	Net Production Income Lost*
Post-statute/pre-regulation
Type I Cash-Outs**
Type II Cash-Outs
Post-regulation only
Type I Cash-Outs
Type II Cash-Outs**

	Lenders


	Annual
	

(Up to $5.12M)
$0

$0
(Up to $47.71M)

	Subsidy Costs

	Reduction in funding fees collected by Treasury*
Post-statute/pre-regulation

Post-regulation only

	Borrowers to Federal Gov’t

	Annual
	 

(Up to $4.01M)

(Up to $28.22M)


* Contingent on fewer VA loans being made in the presence of this statute and rule than in their absence; only possible if potential lenders’ response (i.e., a decrease in lending via this type of loan) is more than potential borrowers’ response (i.e., finding alternative VA loan products).
** Estimates likely represent extreme upper bounds.

The overall effect of the Act is to no longer allow guaranty cash-out refinance loans that are not in the financial interest of the veteran.  As a result of these statutory changes, some veterans will no longer qualify for these loan products in the future.  
The focus of this analysis is on (1) those loans that would not qualify because of the statutory provisions already in effect and codified by VA through this regulation, and (2) those loans that would not qualify because of the regulatory provisions not expressly defined by the Act that VA put in place to regulate cash-out loans.  Regarding the latter, this includes the net tangible benefit test for Type I and Type II Cash-Outs as well as the seasoning test for Type II Cash-Outs.  Where appropriate, VA has distinguished the impact of the statute from the impact of VA’s discretion in issuing this interim final rule.

The Act bifurcates cash-out refinance loans relative to payoff amounts of the loan being refinanced, effectively requiring VA to treat differently the cash-out refinance loans. Type I Cash-Outs refinance loans occur when the principal is less than or equal to the payoff amount of the loan being refinanced.  Type II Cash-Outs refinance loans occur when the principal is higher than the payoff amount of the loan being refinanced. The below analysis describes how VA determined the number of cash-out loans that would have been impacted (i.e., excluded) by the Act and this regulation in fiscal years (FYs) 2016 through July 2018.

VA internal data reflects a volume of cash-out loans totaling approximately 137k in FY16, 169k in FY17, and 135k in FY18 (through July).  Unfortunately, VA was unable to use this full data set to generate its estimate for this regulatory impact analysis.  Beginning in May of FY14, VA implemented the Full File Loan Review (FFLR).  This electronic loan review process replaced the manual file review process and allowed VA to capture data from loan files submitted by lenders.  Due to the ability of VA to now electronically capture, collect, and analyze the 237 data points on each file reviewed, this population represents the only available robust source of data to use in analyzing the effects of this regulation.  In addition, the VA Loan Guaranty Process collects data at the time of guaranty, meaning VA to VA refinance data is the most robust information available to make assumptions when comparing characteristics of refinancing loans.  Therefore, to be able to complete a full analysis of the statutory and regulatory impacts, only loans where VA had complete information regarding the prior loan and the new cash-out loan data were used to construct the analysis below.  VA believes that it will be able to extrapolate the impact on all cash-out refinances using VA to VA refinance data because VA’s loan data will be more likely to overestimate the impact of the Act and this interim final rule, thereby ensuring VA does not underestimate the overall impact of these changes to VA refinance loans.

The table below shows the volume in units of cash-out loans made in FY16, FY17, and FY18 (through July 2018) used to complete this regulatory impact analysis.




Table 4. Volume (in units) of Cash-Out Loans by Type for Loans with Available Data, FY 2016 to July 2018

	Fiscal Year
	Type I 
Cash-Outs
	Type II 
Cash-Outs
	Total of All Cash-Out Loans

	2016
	3,515
	47,626
	51,141

	2017
	3,864
	69,635
	73,499

	2018
	2,440
	62,005
	64,445

	Total 
	9,819
	179,266
	189,085



Type I Cash-Out Loans

As previously discussed, VA is simply codifying the statutory provisions regarding seasoning, recoupment, and interest rate reduction (including discount points) that apply to Type I Cash-Outs (i.e., refinance loans where the principle is less than or equal to the payoff amount of the loan being refinanced).  VA will therefore separate the effects of these provisions from the regulatory impact – e.g., the number of loans that may be excluded as a result of the net tangible benefit (NTB) test developed by VA.  See Table 1 above for information about the eight criteria associated with the NTB test.

To determine the volume of Type I Cash-Out loans impacted by the Act and this regulation, VA first applied the statutory provisions (i.e., seasoning, recoupment, and interest rate reduction) to the total volume of Type I Cash-Out loans described in Table 4.  VA notes that data was not available to evaluate whether a lower interest rate also met the statutory requirements regarding discount points.  It is assumed, however, that due to the restrictions of adding discount points that further reductions to the number of units impacted by the Act would be minimal.  In that regard, the law does not prohibit the lower interest rate being met through discount points if such points are paid at closing.  See 38 U.S.C. 3709(b)(4)(A).  For a Type I Cash-Out loan, the borrower is bringing money to the table to reduce the overall principal of the loan; thus, it is likely any reduction through discount points would be met through this exception.  VA assumes that if a Type I Cash-Out loan does not pass all three of these statutory requirements, there is no need to apply the NTB test laid out in the regulation.   

After determining how many Type I Cash-Out loans would have passed the statutory provisions of the Act, VA then applied the NTB test defined by the regulation.  In other words, VA determined if the remaining loan met at least one of the eight enumerated criteria in the NTB test.  For purposes of this analysis, VA was only able to analyze five of the eight criteria due to system or policy limitations.  Although VA only analyzed five of the eight NTB criteria, VA believes that these five are the most relevant when evaluating the benefits of a cash-out refinance loan.  The remaining three NTB criteria - refinancing an interim construction loan, increasing monthly residual income, and eliminating monthly mortgage insurance - are considered less significant as VA anticipates such factors will only come into play in a small number of loans.  In that regard, veterans refinancing from a prior VA loan will not have monthly mortgage insurance, calculating monthly residual income is labor intensive for lenders and, as such, they will likely seek alternative criteria to qualify, and interim construction loans are a smaller portion of VA loan products. 

What is evident from the results of VA’s analysis (shown in Table 5) is that the statutory provisions outlined by Congress in the Act are the real drivers behind eliminating Type I Cash-Out loans that are not in veterans’ financial interests.  More specifically, VA notes that the interest rate reduction requirements had the most significant impact, accounting for 47.6% of those loans ineligible for guarantee.  When VA applied the NTB test to the remaining eligible loans, it found that all loans passed.  This is because one of the NTB test criteria is a reduction in the interest rate, which is mandated for Type I Cash-Outs under 38 U.S.C. 3709(b)(2)-(4).  In sum, VA estimates that the statutory provisions of the Act, not the regulation, will have an annual impact on the volume of Type I Cash-Out loans that are eligible for guaranty.  The results found in Table 5b will be used below to estimate annual costs to lenders and impact on the program (i.e., subsidy costs).  

Table 5a. Volume (in units) of Type I Cash-Out Loans Impacted by the Act and this Regulation, FY 2016 to July 2018 

	Fiscal Year
	Total Type I Loan Count with Data
	Failed the Act’s Seasoning, Recoupment, and Interest Rate Reduction Requirements 
	Passed the Act, but Failed the Regulation’s NTB Test

	
	
	Count
	%
	Count
	%

	2016
	3,515
	2,733
	77.7%
	0
	0%

	2017
	3,864
	3,202
	82.9%
	0
	0%

	2018
	2,440
	2,190
	89.8%
	0
	0%

	Total
	9,819
	8,125
	82.7%
	0
	0%



Table 5b. Estimated Volume (in units) of All Type I Cash-Out Loans Impacted by the Act, FY 2016 to July 2018

	
	Total Type I Loan Population
	Type I Loan Population with Data 
(See Table 5a)

	Fiscal Year
	Loan Count*
	Loans Ineligible for Guarantee**
	Ineligible Loans (%)
	Loan Count
	Loans Ineligible for Guarantee
	Ineligible Loans (%)

	2016
	7,124
	5,535
	77.7%
	3,515
	2,733
	77.7%

	2017
	8,788
	7,285
	82.9%
	3,864
	3,202
	82.9%

	2018
	7,020
	6,304
	89.8%
	2,440
	2,190
	89.8%

	Total
	22,932
	19,124
	83.4%***
	9,819
	8,125
	82.7%***


* To calculate the total loan count, VA applied an assumption that the mix for Type I and Type II Cash-Out loans is similar for both its known and unknown populations.  Table 4 reflects that Type I Cash-Out loans comprise 5.2% of all VA cash-out loans where data is available (i.e., the known population).  VA therefore applied 5.2% to the annual volume totals (137k in FY16, 169k in FY17, and 135k in FY18) to derive this column.

** To calculate the total loans ineligible for guarantee, VA applied the percent of ineligible loans derived in Table 5a for the known population to the total loan count for all VA Type I Cash-Out loans.  Example: VA data shows that 77.7% of all Type I Cash-Out loans with data would be excluded as a result of the Act in FY16 (2,733/3,515).  VA therefore estimates that if this regulation was effective in FY16, 5,535 Type I loans would not have been eligible for guarantee (7,124*0.777).  

*** VA recognizes that due to rounding practice, there is an insignificant rounding difference between the percent of Total Type I Loan Population Ineligible Loans and Type I Loan Population with Data Ineligible Loans.

Although every Type I Cash-Out that met the requirements of the Act passed VA’s regulatory requirement of satisfying at least one of eight NTB criteria because every loan resulted in a reduced interest rate, VA evaluated what impact, if any, the remaining NTB criteria might have on these loans if that criterion were eliminated.  To do this, VA applied each criterion to the historical population of loans that passed the seasoning, recoupment, and interest rate reduction tests.  The below table shows which criterion have the most impact on Type I cash-out refinance loans.  In other words, the higher the percentage, the more likely this is the criterion that will ensure the loan will meet VA’s new requirements for guarantee.  

Table 5c. Impact of NTB Criteria on Type I Cash-Out Loans Eligible for Guarantee Post-Seasoning, Recoupment, and Interest Rate Reduction Tests, FY 2016 to July 2018

	NTB Test Criterion
	Loans Eligible for VA Guarantee 
(Out of 1,694 Loans that Passed Seasoning, Recoupment, and Interest Rate Reduction Tests)

	
	Count
	%

	Eliminating Mortgage Insurance
	UNABLE TO QUANTIFY
	UNABLE TO QUANTIFY

	Shortening the Term
	970
	57.3%

	Lowering the Rate
	1,694
	100.0%

	Lowering the Payment
	1,694
	100.0%

	Increasing the Residual Income
	UNABLE TO QUANTIFY
	UNABLE TO QUANTIFY

	Refinancing an Interim Construction Loan
	UNABLE TO QUANTIFY
	UNABLE TO QUANTIFY

	Maintaining an LTV =<90 %
	1,331
	78.6%

	Refinancing from an ARM to a Fixed Rate
	15
	0.1%



Type II Cash-Out Loans

Regarding Type II Cash-Out loans (i.e., refinance loans where the principle is greater than the payoff amount of the loan being refinanced), Congress left it to VA to define the rules with respect to refinancing.  As discussed above, VA is adopting the seasoning test outlined in 3709(c) for VA-guaranteed or insured loans being refinanced and the NTB test it developed in this regulation.  See Table 1 above for information about the eight criteria associated with the NTB test.

To determine the volume of Type II Cash-Out loans impacted by this regulation, VA first applied the seasoning test it adopted through this regulation to the total volume of Type II Cash-Out loans described in Table 4.  

After determining how many Type II Cash-Out loans would have passed/failed the seasoning test, VA then applied the NTB test.  In other words, VA determined if the remaining loan met at least one of the eight enumerated criteria in the NTB test.  For the same reasons discussed above, VA was only able to analyze five of the eight NTB criteria.  

Table 6a. Volume (in units) of Type II Cash-Out Loans Impacted by this Regulation for Loans with Available Data, FY 2016 to July 2018

	Fiscal Year
	Total Type II Loan Count with Data
	Failed the Seasoning Test
	Passed Seasoning, but Failed the NTB Test 
	Total Loans that Failed this Regulation

	
	
	Count
	%
	Count
	%
	Count
	%

	2016
	47,626
	1,559
	3.3%
	13,912
	29.2%
	15,471
	32.5%

	2017
	69,635
	2,832
	4.1%
	25,451
	36.5%
	28,283
	40.6%

	2018
	62,005
	1,406
	2.3%
	31,631
	51.0%
	33,037
	53.3%

	Total
	179,266
	5,797
	3.2%
	70,994
	39.6%
	76,791
	42.8%



The results of VA’s analysis (shown in Table 6a) reflect that approximately 42 percent of all Type II Cash-Out loans for FY16 to July 2018 would have been ineligible for VA guarantee (i.e., failed either the seasoning or NTB test) had this regulation been in effect.  VA notes, however, that these results are based only on loans where VA had complete information/data.  As such, to more accurately estimate the annual impact of this regulation, VA has calculated the potential impact for all Type II Cash-Out loans in Table 6b below.  

Table 6b. Estimated Volume (in units) of All Type II Cash-Out Loans Impacted by this Regulation, FY 2016 to July 2018

	
	Total Type II Loan Population
	Type II Loan Population with Data 
(See Table 6)

	Fiscal Year
	Loan Count*
	Loans Ineligible for Guarantee**
	Ineligible Loans (%)
	Loan Count
	Loans Ineligible for Guarantee
	Ineligible Loans (%)

	2016
	129,876
	42,189
	32.5%
	47,626
	15,471 
	32.5%

	2017
	160,212
	65,072
	40.6%
	69,635
	28,283
	40.6%

	2018
	127,980
	68,189
	53.3%
	62,005
	33,037
	53.3%

	Total
	418,068
	175,450 
	42.0%***
	179,266
	76,791
	42.8%***


* To calculate the total loan count, VA applied an assumption that the mix for Type I and Type II Cash-Out loans is similar for both its known and unknown populations.  Table 4 reflects that Type II Cash-Out loans comprise 94.8% of all VA cash-out loans where data is available (i.e., the known population).  VA therefore applied 94.8% to the annual volume totals (137k in FY16, 169k in FY17, and 135k in FY18) to derive this column.

** To calculate the total loans ineligible for guarantee, VA applied the percent of ineligible loans derived in Table 6 for the known population to the total loan count for all VA Type II Cash-Out loans.  Example: VA data shows that 32.5% of all Type II Cash-Out loans with data would be ineligible as a result of this regulation (15,471/47,626).  VA therefore estimates that if this regulation was effective in FY16, 42,210 Type II loans would not have been eligible for guarantee (129,876*0.325).  

*** VA recognizes that due to rounding practice, there is an insignificant rounding difference between the percent of Total Type II Loan Population Ineligible Loans and Type II Loan Population with Data Ineligible Loans.

To understand the individual impact of each element within the NTB Test, VA also applied each criterion to the historical population of loans that passed the seasoning test.  The below table shows which criterion have the most impact on cash-out refinance loans.  In other words, the higher the percentage, the more likely this is the criterion that will ensure the loan will meet VA’s new requirements for guarantee.  

Table 7. Impact of NTB Criteria on Type II Cash-Out Loans Eligible for Guarantee Post-Seasoning Test, FY 2016 to July 2018

	NTB Test Criterion
	Loans Eligible for VA Guarantee 
(Out of 173,469 Loans that Passed Seasoning)

	
	Count
	%

	Eliminating Mortgage Insurance
	UNABLE TO QUANTIFY
	UNABLE TO QUANTIFY

	Shortening the Term
	9,058
	5.2%

	Lowering the Rate
	68,786
	39.7%

	Lowering the Payment
	13,823
	8.0%

	Increasing the Residual Income
	UNABLE TO QUANTIFY
	UNABLE TO QUANTIFY

	Refinancing an Interim Construction Loan
	UNABLE TO QUANTIFY
	UNABLE TO QUANTIFY

	Maintaining an LTV =<90 %
	59,506
	34.3%

	Refinancing from an ARM to a Fixed Rate
	7,090
	4.1%



The results found in Table 6b will be used below to estimate annual costs to lenders and impact on the program (i.e., subsidy costs).  

Veteran Impact

Although VA acknowledges that some veterans will no longer be able to obtain Type II Cash-Out loans as they previously did, VA does not consider this to be a negative regulatory impact.  As previously outlined in VA’s justification for regulating, loans that do not meet the regulatory requirements set forth in this interim final rule would have been risky to veterans’ long-term financial paths without regard to other net tangible benefit options.  In this regulation, VA has designed a system, to include the eight criteria outlined the net tangible benefit test, that provides veterans with enough latitude to refinance using the equity in their home while ensuring lenders are fiscally responsible in providing them with such loan products and do not engage in predatory lending practices.  

Regarding the positive impacts of this regulation, the requirements laid out in VA’s NTB test will ensure that veterans are well informed during the loan process and are not placed at a financial disadvantage by taking the loan.   Additionally, due to the institution of the NTB test, VA cash-out loans will be of higher quality because all cash-out loans will be in the financial interest of the borrower, leading to fewer defaults, and more competitive interest rates for veteran-borrowers as VA loans will be perceived as less risky than pre-regulation.

Lender Impact

Without this regulation, a small number of lenders impacted the VA portfolio through serially refinancing within 210 days or before 6 months of payments being made.  Congress significantly curtailed some of this lending for IRRRLs and Type I Cash-Out loans through statute.  In defining for Type II Cash-Out loans both seasoning requirements and the eight factors included in the net tangible benefit test, VA believes it has now created a level playing field amongst all lenders.  Further, VA believes these regulatory requirements incorporate the appropriate mix of benefit utilization, lender compliance, and financial advantage to the veteran that improves the overall program integrity to allow for future growth and sustainability.  

VA notes that there are approximately 1,600 VA lenders. On average, during fiscal year 2016, 2017, and 2018 (through July), 603 lenders made at least one Type I Cash-Out loan and 1,144 lenders made at least one Type II Cash-Out loan.  In other words, approximately 38 percent of VA lenders (603 lenders/1,600 lenders) may be affected by the statute’s impact on Type I Cash-out loan volume and approximately 70 percent of VA lenders (1,144 lenders/1,600 lenders) may be affected by this regulation’s impact on Type II Cash-out loan volume.  VA does not believe this impact will be significant on many of our lenders because VA only represents 10 percent of the national mortgage market.[footnoteRef:10]  Further, internal data for fiscal years 2017 and 2018 reflects that the majority (59 percent) of VA’s Cash-Out loan volume is handled by 20 lenders, most of whom provide a variety of loan products which include FHA and conventional loans to both Veterans and non-Veterans, thereby reducing the impact to their business from any decreased Cash-out loan volume.[footnoteRef:11]  VA anticipates a minimal impact on the remaining lenders as these loan types do not represent a large portion of their portfolio.   [10:  Ellie Mae Origination Insight Report, July 2018. ]  [11:  VBA Lender Loan Volume Reports, “FY 2018 Lender Loan Volume” and “FY 2017,” https://www.benefits.va.gov/HOMELOANS/Lender_Statistics.asp.] 


VA also anticipates that this regulation will have minimal impact on small business lenders.  The Small Business Administration (SBA) states that a mortgage lending business (NAICS code 522292) is small if annual receipts are less than $38,500,000.  See 13 CFR 121.201. Utilizing FY2017 annual lender data and financial information, VA estimates approximately 22 percent (or 324) of its lenders qualify as a small business; of those who participate in VA cash-out loans, VA estimates 20 percent (or 238) of its lenders qualify as a small business.[footnoteRef:12]  Of the 238 small business lenders who participate in VA cash-out loans, VA notes that 90 percent (216 lenders) completed no more than 20 VA cash-out loans in FY2017, suggesting that the impact of the statute and this regulation on their lending business will be minimal.  In that regard, given that VA represents only 10 percent of the national mortgage market, it would be difficult for a small business to rely solely on VA loans in its portfolio.  In fact, a sampling of VA small business lenders websites shows that they offer the full range of conventional, FHA, and VA loan products.   [12:  Fiscal year (FY) 2017 data shows that 1,467 lenders participated in VA loans in FY2017.  VA first eliminated those whose total VA loan volume for FY2017 was greater than $38.5 million (425 lenders).  Of those remaining, VA removed any lenders who were part of a depository institution (i.e., a bank) as they would not fall within SBA’s definition of a small business for NAICS code 522292, which specifically applies to non-depository credit.  See 13 CFR 121.201.  Of those remaining, VA consulted financial information provided by lenders to VA in 217 for purposes of qualifying for automatic closing authority.  If no annual financial data was available, VA assumed the lender was a small business.  Of all VA lenders, data showed 324 lenders (22%) met the small business definition.  For lenders who made VA cash-out loans in FY2017, 238 (19.8%) met the small business definition. ] 


Relying on its industry knowledge, VA assumes that average loan volume for a one-person lending shop would be approximately 120 loans per year (or 10 loans per month).  As such, even if such a lender were to no longer make any VA cash-out loans, it is likely this would represent no more than 20 percent of portfolio for the year.  VA believes this is even too conservative of an estimate as its own lender statistics show that for most of its small business lenders (213 out of 238 lenders), VA cash-out loans represent less than half of their VA portfolio.  For those whose VA portfolio is majority cash-out refinances, only six lenders completed more than 20 VA cash-outs in FY2017.  

Based on past regulations, VA forecasts that lenders will incur costs implementing this regulation with respect to programming automated processing, underwriting, closing and compliance systems.  The Mortgage Bankers Association (MBA) reports that in the first quarter of 2018, on average, technology related expenses were $219 per loan produced.[footnoteRef:13]  While VA cannot quantify the direct costs associated with this regulation, as this will vary from lender to lender, it is known there will be technology costs to ensure compliance with the regulation.  VA acknowledges that it estimates a decline in the number of guaranteed cash-out refinance loans due to this regulation, but the cost of updating technology will be spread across all loan products.   [13:  Mortgage Bankers Association, Quarterly Mortgage Bankers Performance Report Q1 2018, p.2.] 


In addition to technology costs, VA has estimated a one-time cost (in burden hours) to train lenders on the new law, and specifically, how to provide the NTB test and loan comparison disclosure.  As discussed in the Paperwork Reduction Act section of the rule, this one-time cost is estimated to be $47,948.80.

As discussed in the Background, VA assumes that a portion of Type I Cash-Out loans will be excluded from lender production due solely to the effects of the statute (e.g., the Act).  Similarly, VA assumes that a portion of Type II Cash-Out loans will be excluded from lender production due solely to the regulatory requirements laid out by VA under its statutory authority (i.e., some veteran will be unable to secure a cash-out refinance loan who may have previously qualified).  VA estimates that lenders will incur no more than $5.12 million in annual net production income losses from Type I Cash-Out refinances and no more than $50.21 million in annual net production income losses from Type II Cash-Out refinances, respectively.  

To estimate this annual effect for lost income, VA started with loan data from FY 2016 through July 2018 and applied it to the total estimated volume of impacted loans derived in Table 7.  The MBA reports that net production income was 31 basis points in 2017, compared to 58 basis points in 2016.[footnoteRef:14]  At this time annual 2018 net production income estimates are not available from the MBA.  While available first quarter data reflects income losses, past data indicates that losses are generally taken early in the year and VA does not anticipate 2018 to be different from past years.  Therefore, absent more current information from MBA, VA assumes that income rates for FY18 and the near future (i.e., FY19 to 21) will be like FY17.   [14:  Mortgage Bankers Association, Press Release, Production Volume and Profits Down in 2017 for Independent Mortgage Bankers, Apr. 16, 2018, available at https://www.mba.org/2018-press-releases/april/production-volume-and-profits-down-in-2017-for-independent-mortgage-bankers. ] 


Table 8a. Estimated Net Production Income Forgone Under Statute for all VA Type I Cash-Out Loans

	Fiscal Year
	Ineligible Loans
	VA Average Loan*
	Loan Volume Forgone
	Net Production Income per MBA[footnoteRef:15] (basis points[footnoteRef:16]) [15:  https://www.mba.org/2018-press-releases/april/production-volume-and-profits-down-in-2017-for-independent-mortgage-bankers]  [16:  https://www.investopedia.com/terms/b/basispoint.asp  Basis point (BPS) refers to a common unit of measure for interest rates and other percentages in finance. One basis point is equal to 1/100th of 1%, or 0.01%, or 0.0001, and is used to denote the percentage change in a financial instrument. The relationship between percentage changes and basis points can be summarized as follows: 1% change = 100 basis points, and 0.01% = 1 basis point.] 

	Net Production Income Forgone

	2016
	7,124
	$200,431
	$1,427,870,444 
	58
	$8,281,649 

	2017
	8,788
	$206,894
	$1,818,184,472 
	31
	$5,636,372 

	2018 (10 months)
	7,020
	$203,420
	$1,428,008,400 
	31
	$4,426,826 

	Estimated 2018 (full year)
	8,424
	$203,420
	$1,713,610,080 
	31
	$5,312,191 

	Estimated Annual Effect in Subsequent Years
	8,112
	$203,717
	$1,652,552,304 
	31
	$5,122,912 


* The VA Average Loan presented here is the average loan amount for all VA Type I Cash-Out refinance loans used to complete the analyses in this regulatory impact analysis.  VA applied an assumption that the average loan amount for Type I Cash-Out loans is similar for both its known and unknown populations.  

Table 8b. Estimated Net Production Income Forgone Under Regulation for all VA Type II Cash-Out Loans

	Fiscal Year
	Ineligible Loans
	VA Average Loan*
	Loan Volume Forgone
	Net Production Income per MBA[footnoteRef:17] (basis points[footnoteRef:18]) [17:  https://www.mba.org/2018-press-releases/april/production-volume-and-profits-down-in-2017-for-independent-mortgage-bankers]  [18:  https://www.investopedia.com/terms/b/basispoint.asp  Basis point (BPS) refers to a common unit of measure for interest rates and other percentages in finance. One basis point is equal to 1/100th of 1%, or 0.01%, or 0.0001, and is used to denote the percentage change in a financial instrument. The relationship between percentage changes and basis points can be summarized as follows: 1% change = 100 basis points, and 0.01% = 1 basis point.] 

	Net Production Income Forgone

	2016
	42,189
	$239,247 
	$10,093,591,683 
	58
	$58,542,832 

	2017
	65,072
	$239,627 
	$15,593,008,144 
	31
	$48,338,325 

	2018 (10 months)
	68,189
	$254,678 
	$17,366,238,142 
	31
	$53,835,338 

	Estimated 2018 (full year)
	81,856
	$254,678 
	$20,846,922,368 
	31
	$64,625,459 

	Estimated Annual Effect in Subsequent Years
	63,039
	$244,153 

	$15,391,160,967 
	31
	$47,712,599 


* The VA Average Loan presented here is the average loan amount for all VA Type II Cash-Out refinance loans used to complete the analyses in this regulatory impact analysis.  VA applied an assumption that the average loan amount for Type II Cash-Out loans is similar for both its known and unknown populations.  

Although VA acknowledges variation across the years, it also finds that FY16 through July 2018 represents an accurate depiction of future Type I and Type II Cash-Out loans.  In this regard, VA does not expect there to be a significant increase in the near future for these types of refinance loans due to two main factors: increasing interest rates and high home values and prices (with minimal loss expected).  With this climate in mind, VA finds that a good estimate for future annual impact on lender income is an average of the impact from FY16 through FY18, which includes both high and low years for VA Cash-Out refinance loans.

Because the above information is based on only 10 months of FY18 data, however, VA projected the last two months of FY18 data for Type I and Type II Cash-Outs by dividing the total loan counts for FY18 through July (see Tables 5b and 6b) by 10 and adding 2 times that value to the total loan count for FY18 through July (e.g., 127,980/10=12,798; 12,798*2+127,980=153,576).  VA then applied the ineligible loan rate for FY18 from Tables 5a and 6a (89.8% and 53.3%, respectively) to derive an estimated FY18 impacts of 8,424 and 81,856 ineligible Type I and Type II loans, respectively.  

Taking the average of the ineligible loans for FY16, FY17, and FY18 (estimated) results in an estimated 8,112 ineligible Type I loans and 63,039 ineligible Type II loans for future years-out.  Applying this information to the assumed income rate of 31 basis points results in a total estimated annual income loss of $5.12 million for Type I loans and $47.71 million for Type II loans.

It is important to note that VA is unable to quantify exactly how many loans potentially would not be made or the net production income forgone if this rule were not in place.  VA notes that veterans whose refinance loans may not qualify under this regulation may find alternative VA or non-VA loan products, resulting in production income to lenders through other avenues.  Therefore, VA’s estimate of net production income forgone represents an upper bound (i.e., maximum estimate).

Program Impact

VA’s Office of Financial Management (OFM) scored the rulemaking as a mandatory cost impact of $96.7 million for FY 2019 through FY 2021, using the 2019 President’s budget (PB) baseline.  There are no FTE or GOE costs associated with this rulemaking. The impact is due to reduced funding fees generated related to the decrease in total cash-out refinance loan amount.  OFM applied program assumptions that the rulemaking would decrease demand for new VA cash-out home refinance loans for no downpayment, cash-out refinances, and loans to reservist by approximately 198,000 over the 3-year period.  The OFM model distributed the impacted loan volume across each loan category per the 2019 PB baseline, and applied the applicable published funding fee rates where the no downpayment and cash-out refinance loans pay the same funding fee rate.  

VA assumed the rulemaking would not affect the VA loan portfolio credit risk or VA’s assumptions for loan default and recovery rates.  In that regard, VA notes that the rules put in place here to curtail certain predatory lending practices will likely lead to better quality refinance loans within VA’s portfolio as they aim to curb serial refinancing that does not result in a net tangible benefit to borrowers.  Nevertheless, VA anticipates fewer cash-out refinance loans as a result of this interim final rule.  In other words, the rulemaking has only loan volume effects on VA loan portfolio costs which is expected to increase VA loan subsidy spending in accordance with provisions of the Federal Credit Reform Act of 1990, as amended. 

Table 9: Impact of the Act and the Regulation on VA Home Loan Program Volume and Cohort Subsidy Rate, Based on 2019 President’s Budget Baseline

	Fiscal Year
	Guaranteed Loans
	Recorded Subsidy Rate (%)
	Recorded Subsidy Cost

	Type I Cash-Outs (Impact of the Act)

	2019
	-8,112
	0.004%
	$4,551,726

	2020
	-8,112
	0.004%
	$4,006,146

	2021
	-8,112
	0.004%
	$3,486,828

	 Total
	-24,336
	0.012%
	$12,044,701

	Type II Cash-Outs (Impact of the Regulation)

	2019
	-47,279
	0.025%
	$26,506,388 

	2020
	-63,039
	0.035%
	$31,099,146 

	2021
	-63,039
	0.035%
	$27,062,923 

	 Total
	-173,357
	0.095%
	$84,668,458 

	Type I and Type II Cash-Outs (Total Impact)

	2019
	-55,391
	0.029%
	$31,058,114

	2020
	-71,151
	0.039%
	$35,105,293

	2021
	-71,151
	0.039%
	$30,549,751

	Total
	-197,693
	0.107%
	$96,713,158




Paperwork Reduction Act: This regulatory action contains provisions constituting a collection of information under the provisions of the Paperwork Reduction Act (44 U.S.C. 3501 et seq.) that require approval by the Office of Management and Budget (OMB).  

Specifically, the new collection of information in 38 CFR 36.4306 requires third party lenders to provide a borrower with information regarding the net tangible benefit test and a comparison of the new loan product for which they are applying.  This information must be provided to the veteran by the lender within 3 days of the refinance application and again just prior to closing.  The veteran must acknowledge receipt of this information on both occasions by signing the certification in the course of signing all other application and closing documents.  The provisions of the Paperwork Reduction Act are applicable to this rule because the lender is required by regulation to disclose information collected during the loan application process to the veteran borrower.  See 5 CFR 1320.3(c).

For this new information collection, VA estimates there will be annual burden hours associated with lenders generating and providing the disclosure to veteran borrowers.  VA also estimates a one-time hour burden associated with training loan officers on the new disclosure.  VA also estimates an average one-time cost associated with required software or information technology upgrades necessary to generate the disclosure.

Regarding the annual burden hours associated with generating and providing the disclosure, VA estimates the total incremental cost to all respondents to be $467,500.80 (12,480 burden hours x $37.46 per hour).  As for the one-time hour burden associated with training, VA estimates the total of this one-time start-up cost to be $47,948.80 (1,280 burden hours x $37.46 per hour).  Finally, VA generated a high/low estimate of the one-time technology costs associated with this information collection, with an average cost of $1,266,366.  

[bookmark: _Hlk523468738]PRA Impact: As discussed in the regulation, the annual recurring cost to the public of this new information collection is estimated to be $467,500.80 (e.g., generation and delivery of disclosure).  An upfront one-time cost to the public of this new information collection is estimated to be $1,314,314.80 (e.g., training and technology).


EO 13771:  This final rule is considered an EO13771 regulatory action because of the PRA costs associated with this regulation. 

Administrative Impact:  No GOE or FTE costs are associated with this regulation.




Accounting Statement and Table: As required by OMB Circular A–4, in the table below, VA has prepared an accounting statement showing the classification of constant real dollar transfers associated with the provisions of this rulemaking.  Additional impacts are summarized in Table 3. 

	Five Year Projection in Thousands of Real Dollars (Annualized 3% & 7% Values)                                                                                                                                                                                                     (Inflation rates are not applied in this table) 

	Category
	Transfers

	Year Dollars
	FY2019
	FY2020
	FY2021
	na
	na
	Present Value
	Annualized

	
	
	
	
	
	
	3%
	7%
	3%
	7%

	Federal Annualized Monetized $Millions
	Low             Est.
	na
	na
	na
	na
	na
	$0
	$0
	$0
	$0

	
	Primary Est.
	-$33,162
	-$31,099
	-$27,062
	na
	na
	-$86,275
	-$80,246
	-$29,613
	-$28,578

	
	High Est.
	na
	na
	na
	na
	na
	$0
	$0
	$0
	$0

	From/To: & Period Covered:
	From:
	Lenders or Veterans
	 
	Federal Gov't 
	Period Covered:
	FY2019 - FY2021

	Notes: 
	VA’s Office of Financial Management (OFM) scored the rulemaking as a loss in funding to the Treasury. The loss of funding/revenue is estimated to be $91.3 million over a three-year period (FY2019 through FY2021).  This estimate is based on the 2019 President’s budget (PB) baseline.  

	Category
	Transfers

	Year Dollars
	FY2019
	na
	na
	na
	na
	Present Value
	Annualized

	
	
	
	
	
	
	3%
	7%
	3%
	7%

	Other Annualized Monetized $Billions
	Low             Est.
	na
	na
	na
	na
	na
	na
	na
	na
	na

	
	Primary Est.
	na
	na
	na
	na
	na
	$0
	$0
	$0
	$0

	
	High Est.
	$17,043,713
	na
	na
	na
	na
	$16,547,294
	$15,928,704
	$16,547,294
	$15,928,704

	From/To: & Period Covered:
	From:
	Eligible Veterans 
	To:
	Lenders and Eligible Veterans
	Period Covered:
	FY2019

	Notes: 
	VA is unable to quantify exactly how many loans potentially would not be made as a result of the statute and this rulemaking, but based on Loan Volume from FY2016 through FY2018, the Loan Volume Forgone could have an estimated annual effect of $17,043,713,271.00. VA’s estimate of Loan Volume Forgone represents is a maximum estimate.  The largest portion of the overall loan impact consists of intrapersonal transfers, in which eligible veterans’ home equity becomes cash on hand.






Submitted by: For questions regarding this regulatory impact analysis, please contact John Bell, Loan Guaranty Service (26).  For questions regarding the program impact estimate, please contact Donnell Davis, OFM Credit Reform Staff (24).

Date:  August 2018
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