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INTRODUCTION

Are you aware how important your credit is to obtaining a mortgage?

When you look for a mortgage, lenders will review your credit report. Your credit report is a history
of how you have managed your finances and repaid debt. It provides information on money you
have borrowed and a history of your payments.

Your credit history is pulled together into a credit report by three private companies: Equifax,
Experian and Trans Union. These companies sell your credit report to banks and other creditors so
they can review mortgage and loan applications.

Y our credit report includes:

A list of debts, such as credit cards and car loans, and a history of how you have paid them.
Any bills that have been referred to a collection agency.

This can include items like phone and medical bills.

Public record information, such as tax liens or bankruptcies, even if these have happened
several years ago.

Inquiries made about your creditworthiness. An inquiry is made when you request credit.
Many times your report will also show if you were given credit based on the inquiry.

Most of theinformation in your credit report is deleted after 7 years (abankruptcy is deleted after 10
years) and is continuously updated to reflect the latest information.

It'simportant that you look at your credit reports from each of the three companiesto make surethey are
correct. Your credit report may vary from one company to the other.

Build Good Credit:
Building good credit doesn't haveto be difficult. Follow thesetipsand you're on your way:

1. Pay Your Bills on Time. How you've paid your bills in the past can indicate how you'll pay
in the future. Credit scores emphasize your most recent payment record so if you've been
late, start paying on time!

2. Pay at Least the Minimum Amount Required. You can always pay more, but you
should never pay less.

3. Keep Credit Card Balances Low. Don't "max out" your credit cards.

4. Don't Apply for Too Many Loans or New Accounts. Requesting a lot of credit in a short
time span may concern lenders that you won't manage your debt well.

5. Establish Credit if You Have None. Apply for one or two credit cards. Use the cards
carefully and pay them off each month.
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Things to Remember About Credit:

1. Get your credit report a few months before you plan to buy a house so If you haven't been
paying your bills on time, start today! you have time to correct any errors before applying
for a mortgage.
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Find out your credit score and review the information that comes with it.

The last 2 years count most. Your credit score looks most closely at the last 2 years.

But the last 7 count too! Your credit tracks your payment history over the last 7 years.

Shop for a mortgage within a 2 or 3 week period. When you apply for a mortgage, the

lender requests your credit report and an inquiry of that request shows up on the report.

All inquiries during a 2-week period only show as one inquiry. A couple of inquiries on

your credit report are okay, but more can lower your credit score.

6. Don't apply for new credit or make major purchases, such as a new car, right before you
apply for a mortgage.

7. If you believe you have credit problems, get help from a credit counseling agency before
you apply for a mortgage.

8. Don't be discouraged if you have credit problems. You don't need perfect credit to qualify

for a mortgage. But people with perfect credit tend to get better interest rates than

people with less-than-perfect credit. Beware of companies who make promises of fixing

your credit problems.
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Credit Scores:

If you show a pattern of managing your credit
wisely, your credit score will be positively
affected.

When you apply for amortgage, the lender may request a credit score aswell asacredit report. A
credit score is acomputer-generated number that indicates your ability and willingnessto repay a
debt based onyour credit record. Y our credit scoreis part of the mortgage information that will
decide if your applicationisapproved. Y our credit score may al so be used to determine your interest
;ﬁg& fe()j/ou show a pattern of managing your credit wisely, your credit score will be positively

For example, if you charge up to thelimit on your credit cards— even if combined they don't add up

to alot of money — this might hurt your credit score. Or, if you have recently applied for anumber of
credit cards— evenif you haven't begun to use them yet — your credit score might be affected.

However, if you show a pattern of managing your credit wisaly, keeping credit card balances
low and paying your billson time consistently, your credit score will be positively affected.
Scores are ranked on ascale of approximately 400 to 900 points.

Credit Scores Don't Last Forever:

If your credit scoreislow, remember that no credit scorelastsforever. A credit scoreisasnapshot

based on current information in your credit report. There are things you can do today to improve
your credit scorein the future.

Paying one of your billsafew dayslate onetime usually will not impact acredit scoreimmediately

or significantly. Credit scoresreflect credit patterns over time. However, an adverse action, like atax
lien or bankruptcy filing, can immediately and significantly impact acredit score.



So manage your credit responsibly. A strong credit history will give you astrong credit score.

Other Factors Count:

Mortgage lenders ook at other information besides your credit score and credit record beforedeciding
whether to give you amortgage. They look at:

Stability of your income

Employment history

Monthly debt payments (credit card bills, car loans, etc.) in relation to your income
How you save money and how much you have saved

The type of mortgage you are considering

Thetype and va ue of the property you want to buy

The amount of the down payment you plan to make

On-time payment of rent and utilities

Thekey isto have agood balance between your capacity, credit and collateral, the three C's.

Preaproval:

If you think homeownership isfor you, getting pre-approved for amortgage isagood idea. This
determinesthe size of the mortgage you qualify for, and therefore, decides the price range for the homes
you can ook at.
Pre-approval helpsyouto:

Know how much you can borrow.

Confirm your ability to qualify for amortgage based on your credit, financial and
employment information.

Strengthen your position to make an offer on ahouse. A seller will be morewilling to
accept an offer if the buyer is pre-approved.
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Tobecome pre-approved, you'll need to work with a mortgage lender. The mortgage lender will
review your credit history, earningsinformation, employment history and assets. Y ou will need to
provide certain documentsto the lender to verify thisinformation.

After thereview, thelender will give you a" pre-approvd letter." The pre-approval letter tellshome
sellersthat you have the ability to qualify for acertain mortgage amount.

Getting pre-approved isnot the same thing as getting pre-qualified. Pre-qualificationsimply states

that the borrower qualifiesfor aloan based on some preliminary questionsbut does not commit the

mortgage lender to approve the mortgage. The mortgage lender will still have to conduct acomplete

Levi ew of your financia situation, including your credit report and your income and employment
istory.

The pre-approval process is more thorough. The lender does most of the work for full approval
except for an appraisal and title search because thereis no property identified to buy.

Begin to gather the following documents from your files:

When you're ready to meet to apply for amortgage, you'll need to provide documentation of your
income, taxes, bank accounts and other financial papers.

Y our pay stubsfor the past 30 days

Your W-2 formsfor the past 2years

Information on your long-term debts (car |oans, student loans, etc.)

Recent statements from all of your bank accounts and other savings accounts

Tax returnsfor the past 2 yearsif self-employed Proof of any supplemental income
Records of any past derogatory credit history that have since been paid of f

Records of child support or alimony (either going out or coming in)

Other Advice

Do not take money away from your down payment savingsto pay off debts with lessthan 10 months
—thesedebtsdon't count in underwriting.

Do not incur any new debt. For example, don't buy anew car aweek before you apply for a
mortgage.

Keep your spending in check. Save as much money as possible.



