     Typically a borrower’s credit scores determine his interest rate on a home loan.  Most consumers have three credit scores from the three nationwide credit repositories:  Equifax, Experian, and TransUnion.  Most of the time mortgage lenders base interest rate and credit decisions from the middle score of the consumer.  In other words, not the highest or the lowest of the three. A borrower’s credit scores are valuable information to a lender.  Most consumers are misinformed and misunderstand components of credit scoring.  For example, balances above 49% of the credit limit on a credit card account damages the consumer’s scores.  Credit scores provided directly to a consumer are often not the same model used in mortgage lending.  The single most damaging item on a credit report is currently past due or delinquent accounts, often referred to as trade lines.  To avoid a decrease in credit scores pay all accounts on time each month.  A common assumption is to avoid revolving debts such as credit cards.  It is actually more damaging for a borrower to use credit via finance companies than with revolving credit accounts.  Ideally, a borrower manages his revolving credit (Visa, MasterCard, American Express—not store cards) on time each month and maintains a balance less than 49% of the credit limit.  Anyone with a credit card may add an authorized user to his account.  Adding an authorized user allows the newly added consumer to gain credit history.  Of course, any negative items on the account will reflect on the authorized user’s trade line, i.e. delinquencies, balance, etc.

     Almost always there is no benefit in showing a collection account as discharged in a bankruptcy.  Removing delinquencies that happen during the bankruptcy process or after can improve credit scores. Most credit experts do not recommend trying to rescore a consumer’s collection account to a paid status.  It is better to deal with the original creditor to delete the collection completely.  When a collection is updated, a borrower’s scores often drop because it brings the reporting date of the collection current.  Collection accounts typically remain on a consumer’s credit file seven years from the date of charge off, the time of the first delinquency, or date of service. 

     A positive impact on a consumer’s credit score usually occurs when there is activity on accounts that have not been reported within the last couple years.  The best outcome is almost always on revolving accounts. So, using a credit card that has been dormant equates to an increase in credit scores.

     A common misconception is inquiries damage a consumer’s credit.  FICO scores actually disregard all mortgage and even auto inquiries in the last 30 days.  After that time, multiple auto or mortgage credit inquiries score as a single inquiry in any 45 day period. Often employers inquire on a job applicant’s credit.  This type of inquiry is considered a soft inquiry and is not damaging. The same principle applies to inquiries from creditors where a consumer has an existing account.

     There is a lot to know about credit scoring.  It is detailed and complicated.  Consumers should guard their credit history and scores vigilantly.  Low credit scores can cost you in so many unfortunate ways.
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