
What is a VA Loan? 

During WW II, the U.S. government created a military loan guaranty program to help 

service men and women purchase homes when they returned from the war. The result 

was the VA Loan which is a mortgage loan issued by approved lenders and guaranteed 

by the federal government. Since its inception, the VA Loan program has helped place 

millions of veterans and their families into affordable home financing situations. Because 

the VA loan requires no money down, offers competitive interest rates, has no pre-

payment penalty and does not require private mortgage insurance (PMI), the VA Home 

Loan program is a very important asset for members of the armed forces. It should be 

noted that Basic Allowance for Housing may be used for loan qualification. 

May I Increase My Debt Load While I am in Process 

for My VA Loan? 

The time between making application and closing on the VA loan is one that requires 

spending discipline. This is not the time for opening new debt or purchasing big ticket 

items such as cars or boats, missing payments on existing credit card debt or being late on 

a mortgage.  Also avoid co-signing a note or increasing your debt load by leasing 

equipment. Increased debt load may negatively affect your income to debt ratio and may 

cause unnecessary delays in closing or disqualification of the VA loan.   

Do VA Loans Permit Closing Costs? 

Yes. These are costs and fees associated with procuring and finalizing a VA home 

purchase loan or refinancing an existing VA loan. As a matter of course, most of these 

fees must be paid by closing. 

What Are Allowable VA Closing Costs? 

Closing costs represent the actual cost of doing a loan and include prepaid finance 

charges and costs paid outside of closing.  

Prepaid finance charges are costs that are directly associated with the loan and can 

ultimately affect your overall annual percentage rate (APR), which reflects the true cost 

of the amount financed by the borrower. 

Depending on the location of the real property, prepaid finance charges may include: 

 Points used to buy down an interest rate 

 Escrow for prepaid interest, property taxes and homeowners insurance 

 The VA Funding Fee, which the VA charges most veterans and this fee can be 

rolled into the loan or the veteran may try to negotiate to have the seller pay 

 Homeowners association dues where applicable 

http://www.veteransunited.com/valoans/va-funding-fee-explains-the-fee-who-pays-what-and-why/


Items that are paid outside closing are not factored into the overall financing rate (APR) 

but still have to be covered. These can be things like: 

 Credit reports 

 Pest inspection fee 

 The mandatory VA appraisal 

 Home inspection if the buyer chooses to get one (highly suggested) 

Lastly, there are the closing costs associated with the loan product itself which may 

typically include: 

 Lender origination, underwriting and processing 

 Title examination and title insurance 

 Property survey when required 

Under the VA Loan program, lenders have a couple options when it comes to the costs 

related to originating and processing your loan. They can charge a flat 1% origination fee 

(along with the other normal charges up to a reasonable amount) or skip the flat rate and 

charge fees on an individual basis, as long as the total dollar amount doesn’t exceed that 

same 1% of the loan amount. 

Some VA loan closing costs cannot be paid by the veteran borrower. 

What Fees Are Non-Allowable Closing Costs? 

There are plenty of other potential costs and fees that the VA does not allow veterans to 

pay, including: 

 Lender document fees 

 Recording fee above $17 

 Notary Fees 

 Transaction Coordinator Fees 

 Broker fees 

 Termite inspection fees 

Closing costs vary depending on the circumstance of the transaction. Once you fill out a 

full loan application, which will likely include the address of the home you are 

negotiating to purchase, a lender has three business days to send you what’s called a 

Good Faith Estimate (GFE). This document will provide a basic overview of the loan, 

including closing cost estimates. GFE does not obligate you to that particular loan 

amount or lender. But it generally gives you a good idea of the costs associated with your 

home purchase, and that is important when it’s time to negotiate with the seller. 

 



How Does Entitlement Work on VA Loans? 

The primary entitlement for qualified veterans is $36,000.00 and a secondary entitlement 

is $68,250. The second-tier entitlement is designed to assist veterans in more expensive 

housing markets and is tied to the VA county loan limits for most of the country. 

When you purchase a home with a VA loan, some or all of your entitlement is tied up in 

the mortgage. But veterans with remaining entitlement can capitalize on the excess in 

certain situations. 

How Does The VA Funding Fee Work? 

Today, VA loans are one of just two no-down payment loan programs available. Credit 

and income requirements are generally more lenient than conventional loans or other 

government loans, and the VA caps what veterans pay in loan costs and fees. 

But the VA program has one unique cost, namely, the VA Funding Fee. 

The VA Funding Fee is a set fee applied to both purchase or to refinance loans. The fee is 

designed to go directly to the VA to help defray losses on the few loans that go into 

default. 

The fee varies depending on several factors, including the nature of the borrower’s 

service, whether the borrower has a prior VA loan and if there is a down payment.  

NOTE: borrowers with service-connected disabilities can secure an exemption from the 

VA Funding Fee. 

As the chart below demonstrates, regular military members pay slightly lower VA 

Funding Fees than Reservists and National Guard members. 

Regular military:  

Down payment Funding Fee (1st use) Funding Fee (2nd use) 

None 2.15% 3.30% 

5-10% 1.50% 1.50% 

10% plus 1.25% 1.25% 

 

 



Reservists and the National Guard: 

Down payment Funding Fee (1st use) Funding Fee (2nd use) 

None 2.40% 3.30% 

5 to10% 1.75% 1.75% 

10% plus 1.50% 1.50% 

Many borrowers include the Funding Fee within their final loan amount. This adds a few 

dollars onto their monthly mortgage payment, e.g. the 2.50% funding fee on a $200,000 

mortgage comes out to $5,000. On a fixed-rate loan at 30 years at 6%, rolling in the 

Funding Fee adds an additional $30 per month. 

Veterans refinancing their loans must also pay a Funding Fee. The VA has two major 

refinancing programs, the Interest Rate Reduction Refinancing Loan, better known as 

the VA Streamline, and a VA Cash-Out refinancing. The VA Streamline requires 

veterans to pay a 0.50% Funding Fee. 

Veterans who want a Cash-Out refinance pay a slightly higher fee. The current fee for 

first time use is 2.15% of the loan amount for regular military and 2.40% for Reserves 

and National Guard members. The fee jumps to 3.30% for both types of veterans for each 

subsequent use. 

Who Pays Closing Costs? 

Who actually pays your closing costs often depends on what you’re able to negotiate with 

the seller. Remember, the VA has no cap on how much a home sellers can contribute 

toward a veteran’s loan-related closing costs, so do not be afraid to ask the seller to cover 

all of it. In addition, sellers can pay up to 4% of the loan amount as “concessions,” e.g., 

prepaid finance charges or liens against the borrower. 

Remember, sellers are under no obligation to pay anything toward closing costs. In the 

end, the ever changing housing market dictates what you and your Realtor can negotiate 

with sellers. You should also turn to your loan specialist for suggestions and help when 

the time comes to craft an offer. 

VA Loans side by side To Traditional Mortgages 

Military homebuyers have access to one of the most unique and powerful loan programs 

available in the United States today. This comparison will help you understand how the 

VA Loan compares to a traditional home mortgage: 

http://www.veteransunited.com/va-loans/refinance/
http://www.veteransunited.com/valoans/closing-costs-v-concessions-on-a-va-home-loan/


VA loans Conventional loans 

 

0% Down (for qualified borrowers)  

VA Loans are among the last 0% down 

home loans available on the market today. 

Up to 20-25% Down 

Conventional loans generally require 

down payments that can reach up to 20-

25% to secure a home loan, pushing them 

out of reach for many veterans. 

No PMI 

Since VA Loans are government backed, 

banks do not require you to buy Private 

Mortgage Insurance (PMI). 

PMI Required 

Private Mortgage Insurance is a requirement 

for borrowers who finance more than 80% of 

their home's value, tacking on additional 

monthly expenses. 

Competitive Interest Rates 

The VA guaranty gives lenders a greater 

degree of safety and flexibility, which 

typically means a more competitive rate 

than non-VA loans. 

Increased Risk for Lenders 

Without government backing, banks are 

taking on more risk which, in turn, can 

result in a less-competitive interest rate on 

your home loan. 

Easier to Qualify 

Because the loan is backed by the 

government, banks assume less risk and 

have less stringent qualification standards 

for VA Loans, making them easier to 

obtain. 

Standard Qualification Procedures 

Conventional options hold stricter 

qualification procedures that can put 

homeownership out of reach for some 

veterans. 

Although a VA Loan is a federal program, the government generally does not make 

direct loans to veterans. Instead, private lenders finance the loan while the Department of 

Veterans Affairs offers a guaranty. This guaranty, which protects the lender against total 

loss should the buyer default, provides incentive for private lenders to offer loans with 

better terms. 

 

 



What Are VA Loan Limits?  

In most parts of the country, veterans who qualify for the VA Loan can purchase a home 

worth up to $417,000 without putting any money down; however, with the 2013 VA 

Loan Limits, borrowers in high-cost counties may be able to purchase homes far 

exceeding that amount without a down payment. You can talk to an Alpha Mortgage loan 

specialist about getting the most from your hard-earned VA home loan benefits at (209) 

476-1953. 

What Are Service Requirements For a VA Loan? 

Veterans and active military members are eligible to participate in the VA loan program. 

If you meet certain credit, income and employment criteria and have a FICO 620 or 

higher and served in the following capacities you may be qualified: Active Duty 181 days 

peacetime or 90 days war time, or 6 years in the Reserves or National Guard. 

Additionally, some surviving spouses may also qualify. 

How Do Bankruptcy and Foreclosure Affect My VA 

Eligibility? 

These two types of events do not necessarily disqualify a veteran form obtaining a VA 

loan. The first two years after these events, will be impossible to find a lender that will 

consider an application. Both events will adversely affect the veteran’s credit scores and 

FICO may be less than the 620 most lenders look to as acceptable credit risk. VA lenders 

want the veteran to demonstrate “rehabilitation” after either of these events. While the 

VA has built in some exceptions to the two year waiting rule, it is up to approved lenders 

to approve the loan.  Note: Some lenders may distinguish between Chapter 7 and Chapter 

13 bankruptcy when determining the waiting period.  This may allow someone with a 

Chapter 13 bankruptcy to secure financing after 12 months, but this decision is ultimately 

up to the lender. Foreclosure, short sale or a deed-in-lieu of foreclosure will also reduce 

the veteran’s FICO and will require two years from the final date of the foreclosure, short 

sale or deed-in-lieu before any lender will consider an application for a new VA loan. 

Veterans who have suffered a bankruptcy or foreclosure should not lose hope about 

obtaining a new VA loan.  The VA has developed a “second-tier entitlement” to help 

veterans after the two-year window.  Also remember that establishing good credit after a 

bankruptcy means that missing one payment or being late on one payment in the previous 

twelve months will make the lender refuse to process the veteran’s application. 

Can a Veteran Have Two VA Loans at Once? 

Typically when a veteran has to relocate to a new duty station and does not wish to sell 

his first home, the veteran may have two VA loans in play at the same time. In order to 

qualify for the second loan, the veteran will probably need remaining entitlement, 
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sufficient income and low enough debt-to-income ratio, possibly a renter in the primary 

home to obtain a second VA loan. 

Can a Vet Get a VA Loan After VA Short Sale or 

Foreclosure? 

After a short sale or foreclosure, a portion or all of the veteran’s entitlement may be 

caught up in the short sale or foreclosure. A Lender will determine how much entitlement 

is available to the veteran, if any. It should be noted that second entitlement will require a 

minimum loan of $144,001.00. 

 


