Every day in working with mortgage applicants there is one factor that consistently indicates credit worthiness: a borrower's credit scores.  Credit scores are "grades" which help a lender predict a borrower's ability to repay a debt.  The scores are derived from calculations and analysis of information on a borrower provided by credit reporting agencies.

       Typically, the higher the credit score the lower the interest rate on programs available to a borrower.  Basically all mortgage loan programs are credit score driven, though it has not always been the case. This means if a borrower meets all other program criteria but has a credit score below a minimum standard, he cannot be approved for a certain program.  For example, if the borrower has good credit, satisfactory income and job history, cash reserves, acceptable debt-to-income ratios, but a lower than required score, he becomes ineligible for the best rates, and ineligible for financing. The borrower cannot be approved for a mortgage until his middle credit score reaches 620 based on the criteria established by most investors who provide funding for lenders.          

       Credit scores are sort of a mystery and can be confusing.  How can someone with good credit have a lower credit score?  First, let's establish the ideal credit score threshold.  The best scores are considered 720 and above.  The way to establish credit scores is to begin getting credit.  Of course, it is essential all debts be paid on time as agreed.  What’s more, a borrower must be prudent in his use of credit.  He must be cautious and protective of his creditworthiness.  The best way to do this is to not overextend in borrowing, and pay back the loan(s) on or before the due date.  Another important factor to be aware of: are your credit balances to the limit and are they consistently to the limit?  This scenario of high balances is commonly seen with credit cards.  For instance, a borrower may have three or more credit cards with several thousand dollars limit per card.  Let's say each card is at or near the credit limit on a regular basis, but the borrower always pays as agreed each month at least the minimum amount.  Even so, the credit scores will most likely decline for this borrower.  The borrower in this example may have a good payment history.  His credit is considered good, but if his score is lower than what is required for a particular loan program he probably won’t be eligible to get the mortgage he prefers.   The point here is that the borrower with the highest credit score has more choices available - better rates, more options, etc.

       There are three nationwide credit repositories: Equifax, Experian, and Trans Union.  All these are important and a borrower's score with each one determines his creditworthiness.  Most lenders, even those who do not give mortgage loans, use credit scores to determine the risk associated with extending credit to a borrower.  Credit scores are pretty much essential to mortgage lenders in the approval process.  It is in a borrower's best interest to be aware of his scores and be diligent in keeping them as high as possible.  Credit scoring is complicated and detailed, but a subject worth knowing something about. Credit scores can be improved and in a relatively short period of time, actually.  There are resources available to help a borrower improve his scores, but the best advice is to always take care of your credit, and pay attention to being creditworthy. Improving credit is far from impossible.  In fact, it is accomplished regularly with my own clients.  All it takes is a little motivation.
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