
Navigating VA Loan Approval When You Have
Collection Accounts

Understanding VA Loan Eligibility With Collections
For many veterans, the idea of applying for a VA home loan feels out of reach when there are
collection accounts on their credit report. The good news is that the Department of Veterans
Affairs does not set a minimum credit score requirement. This flexibility opens the door for
borrowers who have faced financial setbacks. However, lenders who actually issue the loans
can and do set their own standards. When collections appear on your report, the path to
approval becomes more about showing the whole picture rather than just a number.

How Lenders View Collection Accounts
Lenders look at collections as a sign of past financial trouble, but they do not automatically
disqualify you. What matters is how recent the collections are and whether they have been
resolved. A collection from three years ago that you have paid off carries far less weight than
an unpaid one from last month. The key is to understand that VA loans are designed to help
veterans, and many lenders have specific departments that work with borrowers who have
less-than-perfect credit. These lenders evaluate your overall financial health, not just your credit
score. VA loans with collections

https://scarpero.com/how-to-get-a-va-home-loan-with-bad-credit/


When you apply for VA loans with collections, the lender will want to see that your current
income is stable and sufficient to cover the mortgage payment along with your other debts.
They will also check that you have not simply ignored the collections. Showing a pattern of
responsible behavior after the collections occurred can make a strong case. For example, if
you have been paying all your bills on time for the past year or two, that demonstrates recovery.
Lenders are often willing to consider this positive trend, especially if you can explain the
circumstances that led to the collections, such as a medical emergency or a period of
unemployment.

The Role of Compensating Factors
Compensating factors are the lender's way of looking beyond the collections to see your
overall ability to repay. These factors can turn a marginal application into an approval. One of
the most powerful compensating factors is residual income. This is the money left over each
month after you pay all your debts and living expenses. VA guidelines actually require a certain
amount of residual income, but having significantly more than the minimum can offset credit
issues. Another factor is a large down payment. While VA loans typically do not require a down
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payment, putting money down reduces the lender's risk and can make them more comfortable
with collection accounts on your file.

Employment history also matters. If you have been in the same line of work for several years,
especially with steady or increasing income, that stability counts in your favor. Lenders want to
see that your current financial situation is strong, even if your past had some bumps. Having
cash reserves after closing is another plus. If you can show that you will have several months
of mortgage payments in the bank, it gives the lender confidence that you can handle
unexpected expenses without falling behind.

Manual Underwriting: A Path for Some Borrowers



Most mortgage applications go through an automated underwriting system that checks your
credit score and debt ratios. When collections are present, the automated system may reject
the application even if a human reviewer would approve it. This is where manual underwriting
comes in. With manual underwriting, a human loan processor reviews your entire file, including
your explanation for the collections and your compensating factors. This process takes longer
and requires more documentation, but it can be the key to getting approved when your credit
history is not perfect.

Manual underwriting is not available from all lenders, so you need to shop around. Some
lenders specialize in VA loans for veterans with credit challenges. They understand the manual
underwriting process and can guide you through it. You will need to provide a letter explaining
each collection account, including what happened and how you have resolved it or plan to
resolve it. You will also need to document your income, assets, and employment history
thoroughly. The goal is to tell your story in a way that shows you are a responsible borrower
now, even if you made mistakes in the past.

The Importance of Loan Seasoning
Loan seasoning refers to the time that has passed since a negative event occurred. For
collections, the longer ago they happened, the less impact they have. Many lenders look at the
last twelve months of your credit history most closely. If you have had no new collections and
have paid all your bills on time during that period, your chances improve significantly. Some
lenders may want to see two years of clean credit, while others are comfortable with one year.
Understanding this timeline can help you plan when to apply.

If your collections are recent, it may be worth waiting before you apply for a mortgage. During
that waiting period, focus on building positive credit. Pay all your bills on time, keep your credit
card balances low, and avoid taking on new debt. This proactive approach can turn a denial
into an approval down the road. The idea is to let time work in your favor, allowing your recent
good behavior to overshadow older mistakes.



Getting Your Certificate of Eligibility
Before you can apply for a VA loan, you need a Certificate of Eligibility (COE). This document
proves to lenders that you meet the service requirements for the VA home loan benefit. You
can obtain it through the VA's online portal, by mail, or through your lender. The COE does not
consider your credit history at all. It is strictly about your military service. So even if you have
collections, you can still get your COE and start the process. Having it in hand shows lenders
that you are serious and helps move the application forward.

Practical Steps to Take Now
If you have collection accounts and are considering a VA loan, start by reviewing your credit
report from all three bureaus. Look for errors. Collection accounts that are not yours or that
have been paid off should be disputed. Removing even one incorrect collection can improve
your credit profile. Next, gather documentation for any collections that are legitimate. Write a
short explanation for each one, focusing on what happened and what you have done since to
improve your finances. Lenders appreciate honesty and a clear plan.

It also helps to reduce your overall debt. Pay down credit cards and other loans if you can. This
lowers your debt-to-income ratio, which is another factor lenders consider. Save up for a down
payment and for cash reserves after closing. Even a small down payment can make a



difference. Finally, work with a lender who has experience with VA loans with collections. Ask
them directly about their policies on credit issues and manual underwriting. A good lender will
be upfront about what they need and will help you put together a strong application.

Trade-Offs and Realistic Expectations
Approval with collections is possible, but it often comes with trade-offs. You may face a higher
interest rate than someone with perfect credit. You might need to make a larger down payment
or pay for mortgage insurance. The loan process may take longer because of the extra
documentation required. These are not deal-breakers, but they are realities to prepare for. The
goal is to get into a home that you can afford and to refinance later when your credit improves.
Many veterans start with a less-than-ideal loan and then refinance to better terms after a few
years of on-time payments.

The bottom line is that collections do not automatically disqualify you from a VA loan. The VA
program was created to serve those who served, and its guidelines reflect that purpose. By
understanding what lenders look for and by building a strong case with compensating factors,
you can improve your chances. Take it step by step, be patient, and do not give up after one
denial. The right lender and the right preparation can make the difference.


