Your Credit Score
What It Means to You as a Prospective Home Buyer

Introduction

The subject of credit scoring has
become an increasingly hot topic, and
for good reason. For many years, the
| general public anly associated the
concept of credit scoring with the need
to purchase high-ticket items such as a
new car or a home. Today, credit
scoring goes much further. Your credit
score can affect your ability to get a
good rate on commodities such as car
insurance, cell phones, or even
determine whether or not you get the job that you want.
Indeed, the financial snapshot provided by the credit score has
also become a gauge for many employers, especially those
who seek to place employees in a position of financial
responsibility.

The History of Credit Scoring

The credit score system used today has evolved since the
1960s. It was originally designed to provide lenders with
financial profiles on consumers who wished to borrow money.
The lenders' higgest concern was whether or not an individual
had the ability to repay a loan, and establish what percentage
of risk might be involved.

Caongress passed the Fair Credit Reperting Act in 1971 to
establish guidelines for fair practices in regard to the use of
credit scoring. This law was designed to promote accuracy in
reparting and protect the privacy of consumers. In light of the
increased use of credit scoring and a growing fear of identity
theft, recent legislation has been passed to further protect
Americans and improve consumer awareness.

The Fair and Accurate Credit Transactions Act of 2003
{sometimes referred to as The FACT ACT or FACTA) was
signed by President George W. Bush on December 4, 2003.
This amended the Fair Credit Reparting Act, enabling each
American to obtain cne free credit report every 12 months
fram each of the three main credit reporting agencies {CRAs);
Equifax, Experian® and TransUnion®. Those bureaus have
created a central web site, www.annualcreditreport.com, to
accaommodate Americans who wish to obtain copies of their
credit report.

Why Your Credit Score is So Important

The credit scoring model seeks to quantify the likelihood of a
consumer to pay off debt without being more than 90 days late
at any time in the future. Credit scores can range between a
low score of 300 and a high score of 850. The higher the
score, the better it is for the consumer, because a high credit
score translates into a low interest rate. This can save literally
thousands of dollars in financing fees over the life of the loan.

Only ane out of 1,300 people in the United States have a
credit score above 800. These are people with a stellar credit
rating that get the best interest rates. On the other hand, one
out of every eight prospective home buyers is faced with the
possibility that they may not qualify for the home loan they
want because they have a score falling between 500 and 600.
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The Five F { Credit Scori

Credit scores are comprised of five factors. Points are
awarded for each component, and a high score is most
favarable. The factors are listed below in order of importance.

1. PAYMENT HISTORY - 35% IMPACT

Paying debt on time and in full has the greatest
positive impact on your credit score. Late payments,
judgments and charge-offs all have a negative
impact. Missing a high payment will have a more
severe impact than missing a low payment, and
delinquencies that have occurred in the last two
years carry mare weight than older items.
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2. OUTSTANDING CREDIT BALANCES -
30% IMPACT
This factor marks the ratio between the outstanding
balance and available credit. Ideally, the consumer
should make an effort to keep balances as close to
Zero as possible, and definitely below 30% of the
available credit limit when trying to purchase a hame.

3. CREDIT HISTORY - 15% IMPACT
This portion of the credit score indicates the length of
time since a particular credit line was established. A
seasoned borrower will always be stronger in this
area.

4. TYPE OF CREDIT - 10% IMPACT
A mix of auto loans, credit cards and morgages is
maore positive than a concentration of debt from credit
cards only.

5, INQUIRIES - 10% IMPACT

This percentage of the credit score quantifies the
number of inquiries made on a consumer's credit
within a six-month period. Each hard inquiry can cost
from two to 25 points on a credit score, but the
maximum number of inquiries that will reduce the
score is ten. In other words, 11 or more inquiries
within a six-month period will have no further impact
on the borrower's credit score. Note that if you run a
credit report on yourself, it will have no effect on your
score.

Remember that the credit score is a computerized calculation.
Personal factors are not taken into consideration when a credit
report is generated. It is merely a snapshot of today's credit
profile far any given borrower, and it can fluctuate dramatically
within the course of a week.

How Does a Low Credit Score Affect My

Interest Rate?

Lenders estimate your ability to pay back
money based on your credit score. The
risk factor they take on is built-in to your
interest rate as a financing fee.
Therefore, a low credit score results in a
higher interest rate, higher manthly fees,
and a higher amount of interest being
paid over the total life of the loan.

At A borrower with a credit score of 620
would be questionable to an underwriter. While the lender may
agree to provide financing, the increased interest rate is
factored into the monthly payment. The following chart
illustrates the difference in the amount of interest paid over the
life of the same loan with three different credit score scenarios.

A borrower who increases his or her credit score from 620 to
720+ can potentially save $601 per month on mortgage
payments, $7,214 per year, and approximately $216,432 over
the life of the 30-year loan.

30-Year Fixed Rate with a Principal Loan Amount of $250,000

FIGO SCORE APR g"ﬂ:ﬂ Eﬂ INTEREST PAID
Above 720 571% $1,453 $272,028
62010719 5.;%8:;?0 1,466 to §1,807 $§E§ggf°
Below 620 8;223’;_2‘" $1,014 to $2,054 *;igfg;;"

SOURCE: Credit Resource Corp., How Much Does a Low Score Cost
You? hitpy/swww.creditresourcecorp.com

How T he Underwriter View My Score?

If you are considering a home
purchase, it is in your best
interest to make every effort to
increase your credit score,
especially if you know you have
issues you should be dealing
with. It is often the case that
people are not aware of bad
marks on their credit record until they apply for financing for a
major purchase, such as a home.

As part of the loan process, we run a credit report for you. But
you can take advantage of the opportunity to get a free credit
report from each of the three main CRAs: Equifax, Experian®
and TransUnion®. As a sidebar, you can choose to get the
free report from all three bureaus at the same time, so you are
aware of what information each bureau has collected. Anather
option is to pull your credit report from one agency, and
reserve the right to get your free reports from the other two
CRAs as you work on improving your credit standing.

We believe it is best to have the full overview up front.
Different CRAs have different methods of calculating these
scores, and may also have different information contained
within their findings. Consider the adage, "Why jump over
nickels to pick up pennies?" If additional reports are needed
within a 12-month period from any of the three CRAs, the cost
is extremely minimal compared to the potential savings that
can be realized by an improved credit score, and if you run a
credit report on yourself it will nat affect your own score as an
inguiry.

The underwriter who is making the decision as to whether ar
not you should get the loan you are asking for will generally
look at the scores generated from all three CRAs. Typically,
the score will not be the same from all three reports, and the
undenwriter will consider the middle score as a barometer.

Disputing Errors On the Credit Heport

If you are in the process of reviewing your
credit reports, the first thing to do is make
sure that the information contained within
the reports is correct. In June 2004, The
U.S. Public Interest Research Group
published the results of a survey it
conducted involving 200 adults in 30
states to test the validity of credit reporting.
Their findings were as follows:







