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IMPACT OF LOAN STATUS ON FICO® SCORES

FICO® scores may be affected by the current status on mortgage loans. How much depends on the
overall composition of the consumer’s file and how the lender reports the account.

e Will a loan modification affect my FICO® score?

- The FICO® score considers a trade line identified as modified under a federal government
program (MHA/HAMP) or modified outside of a federal program in the same way it
considers any other trade line. Consumers are not penalized due to loans modified under
such a program. However, if a lender reports a mortgage modification that indicates "not
paid as agreed," the information on the consumer’s credit report will likely be considered
as negative by the FICO® scores.

e How will my lender report these accounts?
- ltis best to contact your lender for specific policies about loan modifications.

e Will a foreclosure or deed-in-lieu of foreclosure do more damage to my FICO® score?
- Both of these scenarios are considered serious derogatory items and can have a negative
impact on FICO® scores

e Will a ‘short sale’ affect my FICO® score?

- Ashort sale is usually reported as “Settled for less than full amount”; “Account Paid
for Less than the Full Balance”; or similar statements. These statements are considered
derogatory indicators by the FICO® score model.

- NOTE: A deficiency balance may have greater impact on the consumer’s score.

e Will making partial payments affect my FICO® score?

- “Paying under a partial payment agreement" has a negative impact on the FICO®
score; the extent of the impact can vary depending on information in each consumer credit
file.

e  Why do these scenarios affect my FICO® score?
- That's because FICO® scores measure future risk. Statistically, the likelihood that a
person will become seriously delinquent in the near future increases when they are
reported as not paying an existing obligation as agreed.

e Are any of these options better than others?

- Some of these options may have different financial benefits or viewed differently by
lenders and underwriters and may have a negative impact on FICO® scores. The status
may stay on the consumer’s file for up to 7 years. The common alternatives to foreclosure,
such as short sales, and deeds-in-lieu of foreclosure can all impact a consumer’s FICO®
score. A consumer may have financial or other reasons to choose one of these
alternatlves instead of foreclosure, but they will be considered no better or worse for the
FICO® score.

e Is bankruptcy a better option?
Bankruptcy is an alternative, but it is advisable to consult with an attorney before
proceedlng Bankruptcy as an alternative to foreclosure may have a greater impact to a
FICO® score. While a foreclosure is a single account that a consumer may default on,
declaring bankruptcy has the opportunity to affect multlple accounts and has potential to
have a greater negative impact on the consumer’s FICO® score.

Source: FICO®



Research looks at how mortgage delinquencies affect scores

How much impact does a short sale have on FICO® Scores? How about a foreclosure? Since |
frequently hear these questions from clients and others, | thought I'd share new FICO research
that sheds light on this very subject.

The FICO study simulated various types of mortgage delinquencies on three representative credit
bureau profiles of consumers scoring 680, 720 and 780, respectively. | say “representative
profiles” because we focused on consumers whose credit characteristics (e.g., utilization,
delinquency history, age of file) were typical of the three score points considered. All consumers
had an active currently-paid-as-agreed mortgage on file.

Results are shown below. The first chart shows the impact on the score for each stage of
delinquency, and the second shows how long it takes the score to fully “recover” after the fact.

Impactto FICO® Score

Source: FICO® Banking Analytics Blog. © 2011 Fair Isaac Corporation.
Estimated Time for FICO* Score to Fully Recover

Starting FICO® Score ~680 ~F20 ~F80
FICO* Score after these events:
30 days late on mortgage 600-620 | 630-650 670-690
90 days late on mortgage G00-620 610-630 650-670
Shaort sale / deed-in-lieu / settlement 610-630 605-625 655675
(no deficiency balance)
short sale (with deficiency balance) 575-595 570-590 6205640
Foreclosure 575=595 570=-590 620-640
Bankruptcy 530=550 525=545 540=560

|cmn||ur.i | Consumer B | Consumer C

Starting FICO* Score - ~680 ~720 ~780
Time for FICO® Score to recover after these events:
30 days late on mortgage ~Gmonths | ~2.5years ~3 years
%0 days late on mortgage ~& months -3 years =7 years
Short sale / deed-in-lieu / settlement ~3 years ~7 years ~7 years
_{na deficiency bialance) .
shart sale (with deficiency balance) ~3 years ~7 years ~T years
Foreclosure =3 Years =7 years =7 years
Bankruptcy =5 yaars | ~7-10years | ~7-10years

Mote: Estimates assume all else held constant over time (e.g., no new account openings, no new

delinquency, similar outstanding debt).

Source: FIOO® Banking Analytics Blog. © 2011 Fair Isaac Corporation.

e The magnitude of FICO® Score impact is highly dependent on the starting score.

e There's no significant difference in score impact between short sale/deed-in-
lieu/settlement and foreclosure.

e While a score may begin to improve sooner, it could take up to 7-10 years to fully
recover, assuming all other obligations are paid as agreed.
In general, the higher starting score, the longer it takes for the score to fully recover.
Even if there’s minimal difference in score impact between moderate and severe
delinquencies, there may be significant difference in time required for the score to fully
recover.

This study provides good benchmarks of score impact from mortgage delinquencies.
However, it is important to note that research was done only on select consumer credit
profiles. Given the wide range of credit profiles that exist, results may vary beyond what's in
the charts above
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YOUR FICO® SCORE

What are the primary factors that determine a FICO® credit score?
e 35% is based on your payment history for all accounts.
e 30% is based on the amount you owe on revolving accounts.
e 15% is based on how long you have been using credit.
e 10% is based on your applications for new credit.
e 10% based on types of credit used.
What are the minimum requirements to receive a FICO® score?
¢ At least one open account for six months.

e At least one undisputed account reported to the credit bureaus in the
past six months.

¢ No indication of deceased or disputed on the credit report.
How can a consumer improve their FICO® score?
e Bring active past due accounts current and keep them current.

e Keep account balances as low as possible — a good rule is below 25% of
the credit limit especially on credit card accounts.

¢ Request correction letters for any reporting errors.
¢ Do not close existing accounts. This may lower your credit score

e Limit applications for new revolving debt — credit cards, department
stores, etc.

Source: FICO®
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EQUIFAX
PO BOX 105873 ATLANTA, GA 30348
800-685-1111
Fraud department:
800-525-6285

TRANSUNION
PO BOX 1000 CHESTER, PA 19022
800-888-4213
Fraud department:
800-680-7289

EXPERIAN
PO BOX 2002 ALLEN, TX 75013
888-397-3742
Fraud department:
888-397-3742 (Option 2; then Option 3)

NOTE: For a direct link to each of the credit bureaus you may go to:
www.arcreports.com

To be removed from solicitation mailing lists — up to 5 years or permanently:
888-567-8688
www.OptOutprescreen.com

To be placed on the ‘Do-Not-Call’ list — permanent deletion of home and cell phones:
888-382-1222
www.donotcall.gov

Federal Trade Commission
www.ftc.gov/moneymatters
For important consumer protection information and how to file a dispute

Attorney General
Please contact your state AG office

For Your FREE FACT ACT credit report:
1-877-322-8228
www.annualcreditreport.com

FICO Consumer Web Sites:

www.myfico.com
www.scoreinfo.org

Q3 2011
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Dispelling common scoring myths

If your experience is anything like ours, you’ve found that some banking customers harbor strange ideas about credit scores. Here are several
myths about FICO® Scores that we hear often.

Myth: To get a high score, run up high balances on your credit cards.

Contrary to what some believe, using a lot of credit is usually NOT good for one's credit risk score. Roughly 30 percent of a FICO® Score is
determined by the person’s reported debt, with particular emphasis on revolving credit utilization (balance divided by credit limit). We find that
high scorers typically keep their reported utilization under 25 percent on credit cards.

Myth: Paying your credit card bill down to zero every month will boost your score.

This is a great habit to get into and we strongly encourage it. It helps the consumer firmly control her credit card usage, encourages her to
spend within her means, and helps avoid runaway debt. Because the information on credit reports is limited, however, this excellent habit
doesn’t necessarily translate into a higher credit score.

Here’s why. The FICO® Score can't see — and can’t deduce -- how much the borrower last paid the card issuer. On the credit report you'll see
the account balance last reported by the card issuer. But the previous month’s balance isn’t shown. Nor is the amount of the borrower’s last
payment. And the way an account balance is reported, it rarely reflects the borrower’s most recent payment. That's because many lenders
report to the credit bureau the same outstanding balance that was last billed to the borrower. Other lenders report the balance as of a
particular day in the month. So if a borrower habitually runs up a high card balance every month, his credit report will likely show those same
high balances even though he routinely pays off his balance in full every month.

Myth: To raise your credit score quickly, open a new credit card or take out a loan.

The FICO® Score considers a wide variety of information about each reported account. In this case, opening a new account will likely have
more negative effects than positive effects on the person’s score. On the plus side, it may improve the person’s credit utilization rate. It may
also broaden the mix of credit types on the person’s credit report although this is a minor scoring factor. On the down side, the person will
typically lose points in areas such as their length of credit history and the area we describe as “new credit,” or one’s propensity to seek new
credit. Although the score will most likely drop from opening a new account, it should recover within a few months in response to responsible
credit management. The best advice for consumers is to take on new credit sparingly and only when genuinely needed.

Myth: To raise your credit score quickly, close any unused credit cards.

If opening an account can lower your score, then closing an account must raise it, right? Actually this is rarely the case. Years ago lenders
believed that having too much unused or available credit was a high-risk factor. In reality, having unused or available credit is often indicative
of lower risk, and is viewed favorably by the FICO® Score. Closing a credit card typically removes available credit from the person’s credit
report. That's why closing a credit card doesn’t boost one's FICO Score, and in some situations may actually cause the person’s score to drop.



FICO® Scoring Myths: Closing Credit Cards

People believe that their credit scores should improve when a credit card account is closed.
Not true. In all likelihood, closing a revolving credit account either will not affect the FICO®
Score at all, or it will cause the score to drop slightly.

The myth seems to be based on the notion that if someone has lots of untapped credit
available, he could conceivably use it all up in a short time, become maxed out, and pose a
much greater threat to default. But generally people do not go credit-mad one day and spend
money like maniacs. Over the years, FICO® has consistently found that a characteristic of
low-risk consumers is they have access to significant amounts of credit but use it sparingly.
This correlation has been proven mathematically beyond question.

HATIL UF TOTAL BALANUES 10U TUTAL LIPS UN BEVULVING | HALE LINES

Source: FICO® Banking Analytics Blog. © 2011 Fair Isaac Corporation,

The “why” is less well known. It may be that these borrowers have the willpower to resist the
siren song of untapped credit, instead carefully restricting their borrowing to stay within their
means. This applies equally to low-income consumers and to millionaires. On the other hand,
it could be that consumers with large amounts of untapped credit have a larger “safety net”
that allows them to temporarily cover their financial obligations with this available credit and
weather the storm until they get back on their feet. It could even conceivably be a
combination of both profiles.

Closing a card account can cause a person’s FICO® Score to drop when it results in a higher
utilization rate—defined as the total outstanding debt divided by total available credit. That
rate is factored into the "Amounts Owed” part of the scoring model, which generally accounts
for about 30 percent of a consumer’s score.

Impact to the FICO® Score is less likely, however, if the consumer habitually keeps balances
on credit cards low. Then closing an account, and therefore lowering available credit, is less
likely to significantly increase the person’s aggregate utilization rate.

A related myth holds that closing a credit card account shortens a person’s length of credit
history, thereby hurting the FICO® Score. That notion is incorrect too. The FICO® Score
considers the age of both open and closed accounts. When an account is closed, it usually
remains on the credit report for many years. The FICO Score will continue including that
closed account in its assessment of length of credit history



