Breakout Session B: New Approaches to Financing and Credit Scoring
Total Number of Participants: 34

Session Summary

FICO Score Trends & Updates
Tom Quinn
Vice President- Scoring, Fair Isaac Corporation
· FICO score is a summary of the information on a consumer’s credit file. 

· Considers headlines, inquiries, collections, and public records 

· Does not consider age, address, employment, income, gender, collateral or product terms

· 35% is payment history, 30% is outstanding debt, 15% is credit history length, 10% is pursuit of new credit and 10% is credit mix
· In the present economy, the population has spread to both high and low scores (“flattening of the curve”)

· There will be move to lower end scores throughout 2009

· Introducing FICO 08

· Refined Performance Classification: will lose more points for carrying more debt load. Encouraging a focus on paying down credit card debt.
· Enhanced Segmentation Scheme: Better predictor of those who will be sloppier payers over time.
· Defense Against Authorized User Abuse & Regulatory Compliance Support: Will monitor those who are constantly applying for credit.
Comments
· Lenders are proactively decreasing lines of credit in this present economy...how will this affect “debt load” assessment under the new FICO 8? 
· Impact will depend on what else consumer has going on their credit, how much of their available credit is decreased and how they react to decrease (i.e. not paying or opening new credit). Consumer has control over balance and therefore control over credit score.
· What percentage of credit card should be utilized? 
· It depends because the FICO model is not just one score card. Utilization of under 30% is ideal.
· How is foreclosure evaluated by FICO 8 and lender? 
· Foreclosure is considered in score but as it ages in time and present credit behavior improves, the impact is lessened.
· Divorced couples are still legally liable for foreclosure on either spouse. Notes in file (i.e. “messy divorce”) do not have a bearing on credit score.

· Credit mix is 10% of scoring…how does this affect low income consumers? 
· The data shows that consumers with a mix of credit who are paying well fare better than those relying solely on one type of credit. Payday lending is not considered in FICO as they are not reported to key credit reporting agencies (i.e. Equifax).
· Is delinquency information ever FULLY removed? 
· Yes, majority of delinquencies have to be erased from file in 7 years and in rare cases, 10 years (count begins after last report date; not after debt is satisfied).
· Is there a difference between how secured and unsecured loans are scored?
·  No, FICO doesn’t differentiate between secured and unsecured credit cards.
· Is there a difference between collateralized and uncollateralized loans (i.e. installment vs. revolving)? 
· Scoring bears more heavily on revolving loans.
Approaches to Financing in a Changing Market

Wendy Wood

Director- Credit Policy, Fannie Mae

· Streamlined refinance options
· DU Refi Plus (Desktop Underwriter)

· Reduced documentation requirements

· May also offer expanded eligibility criteria including waiver of minimum 580 credit score & flexibility related to property valuation requirements

· Not a solution for “underwater borrowers”- most flexibilities for LTV ratio of 80% or less because of mortgage insurance requirements

· Streamlined refinance mortgages

· Manually underwritten option of Fannie Mae loans

· Originating lender must be the current servicer

· HomePath Option

· For Fannie Mae REO

· Eligible homes identified on www.HomePath.com 
· Numerous flexibilities included
· Renovation mortgage can finance purchase with light renovation

· Available from select local and national lenders

· REO Homebuyer Survey

· Younger buyers

· First time homebuyers

· Concerned about price

· Use internet and real estate agents 

· Concerned about “getting finance” and “condition of property”

· Seeking handyman special
· Return to fundamentals and response to market
· Reinforced Fannie Mae’s goal to support successful owning not just buying

· Modified bankruptcy and foreclosure policies

· Updated home-buyer education and counseling policy (effective for loan applications on or after 1/1/2009)

Comments
· How are work-outs affecting credit scoring? 
· As a work-out ages, it has lower impact on scoring. However, if lender decides to scratch delinquency off record once worked out, then it may have no impact on credit report.

· Who is paying for counseling (lender or borrower) under Fannie Mae program? Are there any guidelines? 
· Yes, the guidelines follow NCHEC standards and Bank of America pays for the homeownership counseling.
· Who is Fannie Mae REO’s available to? 

· It is available to any organization and investor and a listing can be found on www.homepath.com 
· How will policy affect the consumer who has lost his/her job and is now in a different industry? 
· This will have no impact on underwriting. There will be more of a focus on income than employment history.
2009 Neighborhood Lending

Kathy Cummings

SVP- Consumer Education and Counseling Executive, Bank of America

· Modified 230,000 home loans
· From 2006 to now: option ARMs gone; No alternative docs, No NINA, VOA, SISA; down to 95% LTV/CLTV (90% in declining markets); from 580 FICO to 660 FICO; from 50% DTI to 45%; 2 months reserve requirements; interest only options no longer available; homebuyer education from sporadic to required.
· The new creative financing

· Identify DAP and Bond options 

· Work with borrowers to increase credit score

· Establish savings patterns

· REO acquisition opportunities

· Lease to own opportunities

· Assumable mortgages and short sales

· $8000 tax credit highlights

Comments
· What is definition of “low to medium income” according to Bank of America standards?

· 50% AMI would be low and 80% AMI is moderate 
· Is the $300 credit to homeownership counseling agencies paid through borrowers via closing costs? 
· No, this is a paid by lender and is included as a line item.
· The $8000 tax credit - if home is purchased before 2008 return, it can be claimed on 2008 return instead of 2009. 

Key Take Aways

· Majority of delinquencies have to be erased from file in 7 years and in rare cases, 10 years (count begins after last report date; not after debt is satisfied)
· Fannie Mae REO listings are available on www.HomePath.com 
· Familiarizing oneself with the changes in FICO 8 is key 

· Bank of America will pay for homeownership counseling fee

