Your Credit Score’s Impact on Your Home-buying Plans

By Gary Schero

Having good credit is an essential component of the home-buying equation. Without a good credit history to support your application for a mortgage, you may end up paying a high interest rate or, even worse, may be shut out of the home-buying market altogether. 

A key component of your credit history that you need to understand before entering into the home buying process is your credit score. Credit scores are used to help determine your financial health and are part of the decision making process for mortgage lenders. In short, credit scores are a fast, objective way to evaluate an individual’s credit report. 

Although credit score formulas may vary somewhat from lender to lender, a credit score generally looks at issues such as the number, type and dollar amount of loans you’re carrying; whether you’re carrying the maximum balance allowed on your credit cards; whether you make just the minimum monthly payments on your credit cards or paying larger amounts; and whether you pay your bills on time. Inquiries made in connection with your applications for credit may also be a factor in your score. If, for example, you have applied for several credit cards or loans in a short period of time, this may result in a lower score. Inquires made in connection with pre-approved credit offers or those you make yourself should not result in a reduced score.
It’s also important to know what is not included in your credit score. Generated by computers from data contained in credit reports, credit scores do not look at factors such as your age, health, race, religion, gender, national origin, marital status, income and employment status. Since credit scores have become the norm for lending decisions beginning in the 1980s, the human subjectivity that formerly played a role in determining who received a mortgage--and who didn’t--has been significantly reduced. 

Unfortunately, for Texans, there is some bad news when it comes to credit scores. Texans are dead last among the 50 states when it comes to average credit scores, according to Experian, one of the major national credit bureaus. The national average credit score is 678; in Texas, the average score is 652. Scores below 600 are often candidates for subprime (high-interest) loans. Among metropolitan areas, Dallas-Fort Worth had the poorest ranking in the nation, with an average credit score of 653. Houston was not far behind with an average credit score of 655. The biggest problem that Experian identified among Texas borrowers was late payments, which in our state run 50 to 60 percent higher than the national norm. 

Fortunately, you’re one of those Texans who contributed to the state’s low average credit score, there are things you can do to help get your credit rating into better shape prior to trying to purchase a home. The first step is contact the three major credit bureaus and get up-to-date copies of your credit report. Reports should be ordered at least one to two months before you intend to apply for a mortgage. 

The companies to contact are: Equifax (1-800-685-111 or www.equifax.com), Experian (1-888-397-3742 or www.experian.com), and Trans Union Corporation (1-800-916-8800 or www.transunion.com). The current cost for a credit report is $15 for a joint report and $10 for a single report. However, beginning on June 1, 2005, as part of a national roll-out plan that starts in December 2004, Texans will be able to get an annual credit report for free. Also, if you’ve recently been denied credit, you have the right to receive a free credit report, although you generally must request such a report within 60 days of being denied credit. 

Once you have your credit reports in hand, review them carefully to assure that all information is correct. In July 2000, Consumer Reports cited a study in which more than 50 percent of the credit reports checked contained errors, so don’t take it for granted that you credit report is right! Each of the credit bureaus’ Web sites have the procedures you must follow if you find information on your report that you believe is in error. 

Fixing errors in your credit report may help you improve your credit score. For a list of other things you can do to start improving your credit score, order “Knowing and Understanding Your Credit,” an informational booklet prepared by the Fannie Mae Foundation to help would-be homeowners get their credit into shape so they can qualify for a mortgage. The booklet may be ordered through www.fanniemaefoundation.org. 
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