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Your Presenter Today

Jairo Mercado
Rural Development Specialist

Certified HUD Housing Counselor
Certified Financial Education and Credit Coach
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Is the Applicant Eligible?
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Let's Understand How Credit Works g recac
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Who are the players in the Credit World

* The Data Furnisher
* The Consumer

* The Credit Bureaus
(Consumer Reporting Agencies)

* The User

§ RCAC

wwwrcac.org

| e

FICO® Score Facts

The Fair Isaac Corporation, better known as FICO®, has MANY SCORE MODELS

A 2012 report from the Consumer Financial Protection Bureau (CFPB) puts the
number of FICO® scores at 49

The FICO® 8 model is the most widely used scoring model for general lending

For mortgage loans, lenders may use different versions, such as FICO® 2, FICO® 4,
or FICO® 5

Car loan issuers can use the same options: FICO® 2, FICO® 4, FICO® 5, or FICO® 8

In 2020 FICO® released two new credit scores: the “FICO® 10” and “FICO® 10T”
* RCAC

The Credit Cycle

You Pay the Lender

The Credit Reporting
Companies CREDIT '“l=Y I-!m{':r Up:-m
Share your History with CYCLE ‘our Records
Potential New Lenders (In House)

The Lender Shares your History with the
Credit Reporting Companies

(Credit Bureaus) * BMCBDC
I
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(Amounts
Owed)
Total Debt

Utilization
The amount of credit and

Ioans you are using 30%

Length of Credit
History

(Types of Creditin U;a)

Account Diversity
The mix of your credit, retail
accounts, nstallment loans,
finance company accounts
and mortgage loans

How is the Credit Scores Calculated

FICO Score

Payment History
Credit JE m——
How long you've had credit 1 3

SR BT 2| geac
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Credit Score Calculations

Payment History 35%
Identifies if credit accounts have been
paid on time
Includes the payment history of all
revolving and installment debt

Includes public record and collection
items and details on late or missed
payments

Calculates how many accounts show
NO late payments

Total Debt Utilization 30% (Amounts Owed)
Revolving accounts only

Takes into consideration the amount
that is owed (balance) versus the
maximum amount that can be borrowed
(credit limit)

Credit score is maximized by keeping
revolving account balances less than
30% of the total credit limit

The recommendation is to keep the
balance at less than 10% of the limit

& RCAC
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Credit Scores Calculation (Cont.)

Length of Credit History 15% New Credit 10%

How long credit accounts have + How many accounts are new +  Revolving
been opened . « Credit Cards

When was the last time a new + Home Equity Line of
The age of the oldest account account was opened Credit

X § - Personal Line of Credit
The average age of ALL the + How many times new credit has
accounts been requested
Instaliment

How long specific credit +  How long since inquiries were + Mortgage
accounts have been opened made, by lenders and consumers . Student Debt
How long it has been since the + Ifafter past payment problems, + Car Payments
used of certain accounts use has been a good recent payment + Personal Loans

history

Account Diversity 10%
(Types of Credit in Use)

& RCAC
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Credit Improvement Tips

* There isn’t a one-size-fits-all way to increase credit score.
Reviewing the Credit Reports often will help keep it clean and
accurate

| « Pay Twice a Month, splitting up the monthly payment into two
will lower the monthly balance quicker, and it will save money
on interest charges

J ". . « Negotiate a lower interest rate, it will help pay off the
(O e [ balance faster

+ Using Credit, is the most efficient way to improve a credit
score

& RCAC
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Consumer Rights

Several Laws Protect Consumer Rights

The Federal Trade Commission (FTC), enforces federal consumer protection laws that prevent
fraud, deception, fraudulent and unfair business practices

A consumer has the right to:

. Report and remove unauthorized inquiries
Add information to his/her credit report
Add a consumer statement to the credit report
Ask for reinvestigation of a dispute
Ask about why is not getting a response from a request for information
Dispute any inaccurate information

& Reac

Consumer Rights Laws

= L~
* The Equal Credit Opportunity Act (ECOA)
* The Credit Card Accountability, Responsibility, and Disclosure Act (CARD Act)

« The Fair Debt Collection Practices Act (FDCPA)
« The Fair Credit Reporting Act (FCRA)

& Reac
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Credit Improvement Tips

———
+ Remove variations of Name and Old Address (the CR
should only have one legal name and legal address)
Credit Score:
« Avoid closing the oldest account
Excellent 9

« Using credit cards for small day-to-day purchases and
consistently paying them right away (after the transaction has
been recorded) will show responsibility with credit

+ Do not ask for a Credit Limit Increase; wait for it to occur
naturally (issued by the lender)

& Reac
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The Credit Reporting Bureaus/Agencies/Repositories

The Big Three
) . @) e
EQUIFAX" TransUnion !_expyencn

Annual Credit Re‘port.com

& ReAc

The Credit Reporting Bureaus/Agencies/Repositories

(Also Known as Hidden Bureaus)

* Innovis

« SageStream

+ LexisNexis

+ ARS (Advance Resolution Services Inc.)
« Connect (Previously PRBC)

* Opt-out of the following data-gathering website:
https://www.optoutprescreen.com/ *RCAC
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What do they do?

Innovis — ARS -

www.ars-consumeroffice.com
www.innovis.com

https://www.innovis.com/personal/optOutOptin To Opt-out must mail a letter with the request
including your full name and address (5 yrs.), if the
LexisNexis — request is for a permanent opt-out the letter must

) include the signature
consumer.risk.lexisnexis.com

https://optout.lexisnexis.com/

Connect (PRBC) —

www.microbiltconnect.com
SageStream -
www.sagestreamllc.com

16

FICO® Useful Websites

- To get a free Equifax FICO® Score 8

*  https://www.myfico.com
» FICO® Credit Empowerment Program
»  https://www.fico.com/en/sabf

« FICO® Score Open Access for Credit and Financial Counseling
+  https://communityfico.com/s/openaccesscfc

& RCAC

wwercac.or

17
[ —

Credit Improvement Tips

Request a Pay-for-Delete, for Collections and especially for Charged
Off accounts, if a partial payment is made it can reactivate the debt and
lower the credit score

Have Patience, an excellent credit score is often the result of
conscientious financial behavior and will take time

Sign up for free credit monitoring, this can help alert of important
changes in the CR

Having a balanced mix of types of debts can be better for a higher
credit score than having all the debt in a single type of debt

& RCAC
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How Long do Negative Items Stay on the CR

Charge-Off & Collection Accounts 7 years from the date it became delinquent

General Civil Judgment 7 years from the filing date

City, County, State & Federal Tax 7 years from the date paid off (if not paid it may remain in the
Liens credit report indefinitely)

Chapter 7, 11 & 12 10 years from the filing date

Accounts included in bankruptcy (BK) will remain 7 years from
the date they were reported as included in the BK or from the
original delinquency date

Chapter 13 7 years from the filing date
Accounts included in bankruptcy will remain 7 years from the
date they were reported as included in the bankruptcy or from
the original delinquency date

& RCAC
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Credit Dispute Process

+ Credit Dispute Process: Credit Bureaus utilize the E-OSCAR system to read/review disputes.
** Always mail dispute letters via certified mail **

If possible, hand write the despite letter, this can help to have a human read and review the dispute.

* Always dispute based on the law, and include a reference to it and the request letter
* (e.g., FCRA § 611 15 U.S.C. § 1681l referrers to inaccurate reporting)
* (e.g., FCRA§ 605B 15 U.S.C. & 1681 c-2 states that an account involved in Identity theft must be
removed within four business days of receipt of the request)
* (e.g., 5U.S.C. § 552e(i)(3), states that any agency that fails to maintain any record with accuracy,
relevance, timeliness, and completeness as is necessary to guarantee fairness in any
determination shall not use such record

& RCAC
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Credit Dispute Process

The Credit agencies created an online dispute system called eOSCAR (electronic Online
Solutions for Complete Accurate Reporting) that can be used to dispute Items on the
credit report

Credit is a game; to win we must know the rules of the game; many people are losing
the credit game because nobody ever taught them how to play it. The credit agencies,
every creditor, and collection company in the country know these rules

* Write dispute letters and mail using certified mail
* Do not send them personal information: (SS#, DOB, Phone Number, Etc.)

* They can use this information to verify the account, ,they should have this information if
the account is legit, is their responsibility to prove to you that you owe the amount

& RCAC
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Credit Dispute Process

* Dispute Credit Report Inaccuracies
Inaccuracy samples:

Charge Off remarks dated after the account was closed

A debt collector fails to identify the original creditor

A collection should not report/show a late payment, it is by default late

A collection shows “Open” status

A collection or Charge Off should not report/show a past-due amount

Late payments are listed with different amounts

Last activity listed with different dates

Last Payment listed with different dates

§ RCAC

wwwrcac.org
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Sample of Inaccurate Reporting & ReAC
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Credit Improvement Tips

Freezing the Secondary CR before disputing will help
during a dispute process

Keep the Primary and Secondary CRs when not looking for
credit (unfreeze before applying for credit and keep it
accessible for an adequate time frame)

Pay attention to the Statement Date: This is typically when
the creditor reports to the Credit Agencies, your activity for
the month

Pay attention to the Due Date: This is typically when the
creditor requires you to make the monthly payment

24



2/28/2025

Credit Dispute Web Addresses to Dispute

. TransUnion:

https://www.transunion.com/credit-disputes/dispute-your-credit

. Equifax:

https://www.equifax.com/personal/disputes

. Experian:

https://www.experian.com/disputes/main.html

§ RCAC

Wwwircac.org
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Sample - Inaccurate Reporting Letter




Sample - Name Variations Letter

Cliat Nae) XXX

D08, XXX
Last o digts oS54, 300K

(CreditBuresn Name)
adds)

To whom may comcam.

L per FCRA G 61115 U5 §
i my ey

Blsse i nd comeet e formaton el

L My oaty logal ame . (Cliea's Name)

2. My aly logal s (Cliot's Address)

sponsibill o i nd mort it s 3 et e,

& RCAC

wwwrcac.org

Siasnl,
(Clet o)

————
28

Sample - Pay-for-Delete Letter
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Credit Improvement Tips

« Making sure the credit report is both accurate and up to date
is one of the best steps to take in boosting the credit score

« Removing any incorrect information, could raise the credit
score, in some cases significantly

+ Be added as an authorized user on someone else’s credit
card account (in an account with good standing and with a low
balance)

« Having a balanced mix of types of debts can be better for a
higher credit score than having all the debt in a single type of

debt

& Reac
——————|
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Improvement SAMPLE (69 Points Increase in 3 months)
=

Improvement SAMPLE (69 Points Increase in 3 months)
=

& ReAC

Improvement SAMPLE (140 Points Increase in 3 months)
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Improvement SAMPLE (140 Points Increase in 3 months)

Improvement SAMPLE (90 Points Increase in 3 months)
—1
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Improvement SAMPLE (87 Points Increase in 4 months)

Credit Improvement Tips

+ Removal of Hard Inquiries
+ Make sure the request for removal of inquiries is for accounts
that are not associated with active or past accounts in the CR
« If they don’t comply you can start a complaint with the CFPB
www.cfpb.org
« Keeping a zero balance may not always be the best for a higher
credit score

« The credit agency algorithm may calculate the same as if the
balance is at 30% of usage

39
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Improvement SAMPLE (87 Points Increase in 4 months)
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Credit Do’s and Don’ts

Do...

dispute inaccurate information on
credit reports (errors and
negative)

.

avoid unnecessary credit
inquiries

pay down credit card balances
before installment debt

.

become an authorized user

Don’t...
« ignore credit reports

« apply for too much credit during a
short period of time

« pay bills late

2/28/2025

be wary of anyone who claims
that can "fix" credit & RCAC

wwwrcac.org
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Credit — Do’s and Don’ts (Cont.)

Do...

keep the oldest account open
open a self-lender loan
get a Secure Credit Card

send all disputes/requests in
writing via certified mail

use the same name when you
apply for credit. Don't leave out

Don't...
« fall for a credit repair
scheme. Why pay for
something that can be done by
yourself for free? Be patient

 stop using credit cards

middle initials or "Jr.* & RCAC
I
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Credit - Do’s and Don’ts (Cont.)

Do...

« review bill statements and pay
them on time every month and set
up either auto-pay or bill payment
reminders

keep credit cards secure. Always
have the card issuer's phone
number available in case the card
is lost or stolen

.

have rent, utility, and service
payments reported to a self-
reporting system

Don't...

« "max out" your cards, keep the
balance at less than 30% of the
available limit (3% to 6% is best)

« ignore the warning signs of credit
trouble

& Reac
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Credit Improvement Tips

ﬂ ' amount received and will help to allocate it to pay for
A<a
iy

expenses and bill payments, it will also help when tempted to
use a credit card, and limit the credit utilization

E - Create a Budget, this will help clarify the actual monthly
A |
Tl

d + Take respons

[y ility, the result of doing so is immeasurable, it
- will liberate the mind and allow it to accept recommendations
— S in a completely different manner and achieve the desired
| el outcome
& Reac
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Credit Builder Links:

Revolving Secure Credit Card (SCC):

« https://www.creditbuildercard.com/tandtlegacypartners.htm|
https://www.discover.com/credit-cards/secured/
https://www.capitalone.com/credit-cards/secured-mastercard/
https://www.openskycc.com/
https://cred.ai/
https://sablecard.com/credit
https://www firstprogress.com

Installment Credit Builder account:
* https://self.inc/refer/18353708

Installment Lending Circle Credit Builder account:
«  https://www.missionassetfund.org/lending-circles/

& RCAC

wwercac.or

Common myths about credit reporting

+ When paid, the bad debt history will be deleted from the credit report
« The credit reporting agency denied me credit

« I'm not responsible for those charges on the account

« Adivorce decree separates joint accounts

« Requesting your own report harms the credit history -

« There is only one credit score, and it is on every report

& RCAC

wwercac.or

2/28/2025

15



RD’s Credit Review

« Tri Merge Credit Report (TMCR) for ALL note signers

+  For Community Property States Only
Non-Purchasing Spouse (NPS) Considerations: G

* NPS (Non-Purchasing Spouse) must provide a
copy of their credit report

« Obligations must be considered in the Total Debt
(TD) ratio

« Judgements of a non-purchasing spouse must be
paid in full unless an exception is granted by the

Loan Approval Official
& RCAC

Wwwircac.org
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Reviewing the Credit Report

+ Review credit inquiries and confirm
whether the applicant has obtained

credit that is not yet reflected on the
report

« Highlight any other areas of concern
and develop a list of questions or
issues that need clarification from the
applicant

& ReAc
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For USDA RD 502 Program

* No minimum credit score is required

+ If the applicant has a 640 score or higher “:r;\\l
and No Significant Delinquencies, the -
applicant qualifies for a streamlined credit N

review R ! .
+ If the score is under 640, a full credit analysis

must be completed using Indicators of
Unacceptable Credit

& Reac
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For RD - Which Credit Score to Use?

« If 3 scores — use the middle score

« If 2 scores - use the lowest score

« If 1 score or 0 is reported
«  afull/manual credit analysis must be completed
« obtain alternate credit verifications if needed*

*alternate credit cannot be used to offset derogatory credit

§ RCAC

wwwrcac.org
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RD Streamlined Credit Analysis

Applicants who have: And who Do not have:

A positive DNP result, Outstanding Federal

more than one credit — Judgments, and/or
score a Significant

and a score of 640 or Delinquency
higher

ARE CONSIDERED TO HAVE ACCEPTABLE CREDIT

(REGARDLESS OF WHETHER THE TMCR LISTS OTHER CREDIT “BLEMISHES")

& ReAc

(S
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What RD Considers Significant Delinquency

In the past 36 months before the application date:

« Aforeclosure, Deed-in-lieu of foreclosure, short sale, or mortgage
charge-off has been completed

« Adischarged Chapter 7 bankruptcy

« Agency debts that were debt settled or are being considered for debt

settlement
& RCAC
——————
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Significant Delinquency (Cont.)

Chapter 13 bankruptcy is a significant
delinquency if the applicant:

« Did not successfully complete the
debt restructuring plan
(i.e., quit making payments)
OR

+ Has not made the last 12 months of
payments according to the
restructuring plan
OR

« They don’t have written authorization
from the bankruptcy court to incur an
RD loan

Credit Scores and Acceptability

< |IF the applicant has at least two credit
scores on the TMCR, but that reliable
score is less than 640:

«  THEN, obtain other credit
verifications as outlined in HB-1-
3550, Chapter 4, Paragraph 4.12 C.

« Afull credit analysis is needed

& ReAc

FICO® - Below 640 and Insufficient Credit

+ Verification of rent/mortgage

Obtain if the score is below 640, only one score, ) -~
or no score A
Cannot be from a relative

Counts as “two sources”

AGREEMENT
» Nontraditional credit (if needed)
+ Need a total of 3 sources which can be a
combination of credit report tradelines,
alternative credit, and landlord reference
« Cannot outweigh adverse credit
& RCAC
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RD’s Nontraditional Credit Sources

Preferred Sources Alternative Sources
* Rent + Child Care
« Utilities (not included in * School tuition
rent) » Payments to local retail
« Telephone soum stores
« Cable TV/internet « Payment arrangements for
« Insurance payments medical bills
(other than payroll + Savings history (resulting in
deductions) a 3-month PITI balance)
& ReAc

|
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Credit - Student Loans

+ Can be a Long-Term Challenge

« If Deferred or in Forbearance — RD uses the higher of:
* Monthly payment as shown on TMCR
or
+ .50% of the loan balance(s)
« If in Repayment — use the actual payment -
If all 4 criteria below are met:
« Loan is in repayment status
« Credit Score is 640 or higher
« No indicators of Significant Delinquency
« Payment Shock of 100% or less

———————
56
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Challenge of Student Loans

« It can benefit the applicant to apply for the
Income-Driven-Repayment Program. There are
pros and cons to doing this, but it is typically
better than Forbearance or Deferment

« This would enable them to meet one of the four
requirements, giving them a lower amount to use
in the total debt ratio

& Reac
———————
57
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4A - The Calculator

You can Find the Most Updated Worksheet for Computing
Income and Max Loan Calculator using the link below

https://www.rd.usda.gov/programs-
services/services/direct-loan-application-packagers

Watch the automated calculator tutorial using the link below

https://www.youtube.com/watch?v=11ux3VcZkLM

& ReAc

Eligibility - Other 4A

Recommend saving a fully
completed (in PDF format) version of
the Income Calculation Worksheet
with Payment Assistance and Max
Loan Calculator, to keep track of the
original submission

Tutorial for more information -
https://www.youtube.com/watch?v

=11ux3VcZkLM
: & Reac
e — =
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Eligibility — Other 4A - Assets

*  Make sure all the information
for Non-Retirement and
Retirement assets matches the
supportive documents

& RCAC :

Eligibility - Other 4A

*  Complete all 4 methods of calculating
income for each income source (Straight-
based, Yearly, YTD, and Average)

*  Unless only one method is specifically
called for in the 3550 or on the 4A

¢ Choose the method which is the best
predictor of the next 12 months and
explain why in the Additional
Information/Remarks section

*  Complete for each adult household

member *RCAC

wwercac.or

Eligibility - Other 4A

* If the applicant(s) have both wage income
and is self-employed make sure to complete
all methods

* If the applicant(s) has only self-employment
income, not need to complete the other
methods

*  For Seasonal workers, can complete only
the YTD/Average method (make sure this is
clearly explained in the narrative)

4 ReAc
63
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Eligibility - Other 4A

Enter the Annual Taxes and

2/28/2025

Insurance amounts

If no Maximum Loan
Amount appears, the
applicant might be over-

income

— Red Notice — Loan Does
Not Qualify for Proposed
Amount

Check that the borrower’s

TDR and PITI ratio are within
the limit

= Eligibility - Other 4A

=
*  USDA completes this tab

i +  However, it is a useful tool for

= = completing the Credit Analysis (3

c_= pages)

22
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