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By Tracy Becker
Learn more about Tracy on NerdWallet’s Ask an Advisor
Most consumers do not understand how credit scores work. Even if a person has experienced a bankruptcy, foreclosure, short sale or loan modification —
or has fallen way behind on mortgage payements– they can still participate in the home ownership/loan approval process again.
There are new kinds of loans and assistance for those who have experienced major, credit-damaging events.
To understand the total picture of improving one’s credit, we must look at the rest of a consumer’s credit portfolio, not just his or her delinquent accounts.
Yesterday I reviewed a credit report with a FICO score of 724. This report included a short sale from August 2013. FICO has published information about
how short sales affect credit scores. If you started with a 780 and had a short sale with no deficiency balance your score could drop as low as a 655-675.
Obviously, the individual with the 724 FICO score after the short sale must have had an 840 FICO prior to the damage. Although it is very unusual to see
such a high credit score, it speaks to how important building the best credit scores can be — even when you face a catastrophic credit problem.
This woman had many active credit accounts, old average age of credit, low balances on her credit cards, and a nice variety of installment, revolving and
mortgage accounts. The only delinquency was the short sale. With a 724 score she might qualify for loan approval within 12 months depending on why the
property went to short sale. If it was due to the economic downturn — and if proof of this could be documented — she could qualify with a lender who’s
participating in the FHA’s new “Back to Work” program. With her very good credit score she would probably get the best pricing as well.
On the other hand, if a consumer had the same short sale with many other delinquent accounts and unpaid bad debts over varied time periods, the score
would be much lower, probably in the low 500s. This type of credit would not win loan approval under the FHA program, since one of the rules is the credit
must reflect all delinquencies occurred from the same economic hardship. Therefore late payments from varied timeframes would knock a person out of
qualifying. Besides losing out on participating in the “Back to Work” program, this individual’s credit score is so low that he may have to wait many more
years to get approved at affordable prices. Working on improving his credit as quickly as possible could save some of those years where he would be waiting
for the score to inch back up naturally.
For someone who has had bad debt that was settled and paid with limited or no open credit, it is essential to open and nurture the right new credit
accounts. With only closed negative credit, a consumer may not even have a credit score. To open new credit they must shop for only those cards that
would be approved for someone with such poor credit. Seeking out the right credit repair specialist who could improve some of the delinquencies while
providing credit management skills and education, could change this person’s quality of life for years to come.
For example, John has a 501 FICO score. He is in his early thirties and is beginning to make a nice income. He wants to purchase a property for himself. He
did not understand how credit worked in the past, therefore he had late payments on an overdraft account as well as a medical collection and a delinquency
on a store card. He also co-signed for a mortgage to help his mother, but unfortunately she lost her job and the home went to short sale four months
before we met him.
After reviewing his credit we found there were some accounts that could be improved to current. John began the credit repair process and used our client
educational credit website to develop his credit management skills and learn how to build good credit. After a few months we had changed three of his
delinquent accounts. He began applying for better credit cards and started using them correctly. He also followed steps we offered on being added to an old
credit card of a trusted friend. This was a year ago and now his scores are a 680. He may also qualify for the “Back to Work” loan.
When John began his credit repair process he had no idea he would have the opportunity to get loan approval within this short period of time. Because he
worked on improving his credit through our repair process, his 680 FICO credit score will afford him very reasonable rates if he is approved for a home loan.
Most negative information remains on a person’s credit report for at least seven years from the date of the delinquency. A bankruptcy could remain as long
as 10 years. There are many laws that apply to credit, creditors, the credit bureaus and consumers.
Since there are so many reasons why credit becomes damaged. including divorce, illness, injury, loss of income, or just plain lack of understanding of the
credit system, there are also ways in which skilled professionals might be able to remove or change information depending on why, when and what
happened with each account.
Like

0

Tweet

0

0

Related Tools
converted by Web2PDFConvert.com

Credit Card Finder
Compare hundreds of credit cards at once!

Checking Accounts
Find checking accounts which have the lowest fees.

Cost of Living Calculator
Compare the cost of living in two cities.

Related Articles
How Do You Do Money? Austin, Graphic Designer
Make These Tax Mistakes and You’re Asking for an Audit
When April Fools’ Pranks Go Wrong

We want to hear from you and encourage a lively discussion among our users. Please help us keep our site clean and safe by following our posting
guidelines, and avoid disclosing personal or sensitive information such as bank account or phone numbers. Any comments posted under NerdWallet's
official account are not reviewed or endorsed by representatives of financial institutions affiliated with the reviewed products, unless explicitly stated
otherwise.

0 Comments

NerdWallet Personal Finance

Login

Sort by Best

Share

Favorite

Start the discussion…

Subscribe

Add Disqus to your site

NerdWallet's Money-Saving Tips
A nerd in your corner
Search …

Sign up for the NerdWallet Newsletter
Join thousands of people who save money with NerdWallet!
Email Address

Count me in!

Have a question?
converted by Web2PDFConvert.com

Get answers from our expert nerds.
Question
I'm 27, single, female with $50K income. Looking to improve my retirement savings plan

Your Email (so we can send you the answer)

✉

example@address.com
Submit Question

Categories
Ask Anisha
Banking and Loans
Budgeting
Credit Scores and Reporting
Debt
Education and College
Financial Abuse
Green Living
Healthcare
Home Ownership
Insurance: Auto, Health, Life, Home and Travel
Investing
Lower My Bills
Making Money
Marriage, Kids and Family
Military and Veterans
Retirement
Saving Money
Savvy Shopping
Scam Watch
Seniors
Students and Young Adults
Taxes
Traveling

Archives
April 2014
March 2014
February 2014
January 2014
December 2013
November 2013
October 2013
September 2013
August 2013
July 2013
June 2013
May 2013
April 2013
March 2013
February 2013
January 2013
December 2012
November 2012
October 2012
September 2012
August 2012
July 2012
June 2012
April 2012
February 2012

converted by Web2PDFConvert.com

Disclaimer: We try to keep information accurate and up to date, how ever w e cannot make w arranties regarding the accuracy of our information. Please verify FDIC Insurance
/ NCUA Insurance status, credit card information, and interest rates during the application process. Please note that NerdWallet has financial relationships w ith some of the
merchants mentioned here. NerdWallet may be compensated if consumers choose to utilize the links located throughout the content on this site and generate sales for the
said merchant.

Compare Rates
Credit Cards
Bank Accounts
Mortgages
Insurance
Ask an Advisor
Blog

Also by NerdWallet
Finance
Investing
Education
Shopping
Health

Company
About Us
FAQ
Our Team
Press Room
Jobs

Contact Us
Customer Support
General Feedback
Technical Issues
Media Inquiries

Stay Connected

   
Or email us

© Copyright 2014 NerdWallet, Inc. All Rights Reserved. Privacy Policy | Terms of Use

converted by Web2PDFConvert.com

