Every few days it seems we are hearing about credit tightening and lenders, especially banks, losing money.  It is very real and it is for sure happening. Banks in particular seem to have suffered with the sub prime debacle.  My experience is that banks are viewing borrowers more cautiously than ever.  Loans approved on the automated software systems are even being denied by underwriters and additional conditions are being placed on borrowers as never before. I know this because I’ve worked with borrowers who were unable to obtain financing for a home with a bank. While a mortgage lender specializing in home loans may be able to approve a borrower, things in the industry are still not as they used to be.

     Loan files are being reviewed carefully for fraud.  Lenders are making sure their loan files are accurate, complete, and documented as never before.  This is not to say things are worse because they are not.  The main difference is more loan programs are credit score driven, such as FHA and VA loans.  Conventional loans require a down payment and the Private Mortgage Insurance (PMI) is assessed based on a borrower’s credit score. The lower the score, the higher the PMI.  FHA as of now still offers a way for a borrower to get into a home with no cash out of pocket. VA of course still doesn’t require a down payment.

     When situations like the sub prime debacle and the high foreclosure crisis occur, opportunities open up.  Those with good credit are able to find great deals on properties and since rates are low, financing terms are good.  Another option available which few seem to take advantage of is credit repair.  It is not impossible or even difficult to repair one’s credit.  Sometimes all it takes to improve a credit score is to open a revolving account for about $500.  If you are denied a credit card try obtaining a secured card which is a win-win for a borrower and the creditor.  It is better to avoid borrowing from finance companies.  Revolving credit improves a borrower’s scores far more.  Another misguided notion many have is that they must pay off all collections.  It used to be that you could not obtain financing with unpaid collections.  Not so anymore.  These days of credit tightening are unusual.  While underwriting guidelines are more strict, many borrowers are able to buy homes going FHA without paying off many of their old collections.  

     The wisest and best thing a prospective homebuyer can do is meet with a lender before shopping for a home.  Planning for a home with financing is the first step and a smart one at that.

