    Recent statistics I’ve researched have shown that a third of all Americans have a credit score below 620.  What this means is that people in this category will almost assuredly be unable to finance a home. This is, of course, unless the borrower is motivated to improve his credit, and this is absolutely possible.  I close loans every month for borrowers whose credit I’ve helped to improve over time. Technically, FHA guidelines deem borrowers eligible with scores below 620.  Some lenders advertise they will indeed approve borrowers with scores below 620.  Right, uh huh.  The real question is can they close the loans?  The answer is no, not likely.  The criteria a borrower must meet on a program with a credit score in the high 500s or any score below a 620 is very strict and very few borrowers will ever be able to obtain loan approval. Even so, some lenders are advertising themselves as being able to finance borrowers with such credit scores.  The reason these lenders do this is it makes their phone ring with prospects for business.  It is not necessarily false advertising because you see, it is possible such financing options exist.  The issues and problems a prospect will encounter are the minute, tedious obstacles in trying to actually qualify for loan approval.  Imagine the experience a client will have once he tries working with such a lender.  Imagine how a realtor will look in their client’s eyes if that realtor refers to such a lender and things go awry. Typically a prospect like this will need to be nurtured---a lot of hand holding will have to take place.  Assuredly, the client will have an uphill battle on their hands in going through the loan process believing they will obtain loan approval with a credit score under 620. It is few and far between the borrower who will make it unscathed. 

    Some of the large banks and investors who provide funds for home loans also advertise and say they offer loans for borrowers with credit scores under 620.  They are no less flexible on qualifying criteria than any other lender.  This type program is offered, in my opinion, for political purposes.  It allows for the possibility of a loan approval, but it is just that and no more.  Politically, it covers the appearance of no discrimination.  In reality, it is a very small window few borrowers will get through.

    Investors who provide lenders with funds for financing call the shots when it comes to loan approval.  More than ever before, we in residential lending are being dictated to by our investors despite what HUD, Fannie Mae or Freddie Mac guidelines state. Our investors, and there are fewer and fewer nationwide, are often the same and do not vary much from lender to lender. These investors are not in business to lose money.  They carefully monitor poorly performing loans, especially the default rates.  The lower the credit score, the higher the default rate. This is why the criteria for loan programs touting below 620 scores are so tight. 

     FreddieMac just a few days ago announced their foreclosure rate and it was very low.  This is because the average credit score of a borrower with a FreddieMac loan is 751.  No wonder. This is considered an excellent credit 

score. Historically, those with scores in this range have little to no delinquent credit. Now, technically a borrower is eligible for a Fannie Mae or Freddie Mac loan down to a 620 credit score, but again, being eligible and getting approved are not the same thing.  Good luck trying to get loan approval and get closed.  

     The loan process is daunting, frustrating, and is constantly changing. I am in it every day and have been over twenty years, so I know.  To me, it is essential my borrowers have the best possible experience in buying a home.  Especially in the last couple years this means I have to work harder and take more time in preparing borrowers’ expectations.  So does the staff I employ, but we do find it rewarding and we enjoy helping our realtor friends with their clients’ home loan experience. 

