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New rules for credit scores may help 
many people get a better mortgage

The company behind the most wide-
ly-used credit score in America has 
announced three major changes to 
how it calculates consumers’ scores 

– and they could potentially help 
millions of people to get a better rate 
on a mortgage.

The so-called FICO score is used 
throughout the lending industry. A 
new version – called FICO 9 – has 
now been introduced, and it includes 
these changes:

(1) A limited credit history 
is less of a problem. Currently, if 
people don’t have much of a history 
of borrowing money – because they’re young 
and just starting out in life, or because they 
have simply chosen not to rely heavily on 
credit cards, auto loans, etc. – this is treated 
as a negative. Such people usually get lower 
credit scores because they haven’t established 
a track record of handling credit wisely.

Under FICO 9, though, a limited credit 

history will no longer be treated as a strike 
against you. Rather, the company will look 
at a person’s payment history for other types 
of obligations – rent, cable, Internet, phone, 

utilities, and so on – and assign a score based 
on the person’s track record of regularly 
paying these types of bills on time.

(2) Medical debts are less of a problem. 
Under the current system, overdue medical 
debts are treated the same as any other 
overdue debt, such as mortgages or credit 
cards. Under FICO 9, though, overdue 

medical debts will be treated as less 
important than other types of debts.

This could result in a 25-point increase 
in credit scores for people who have unpaid 

medical debts but no other unpaid 
debts, according to the company.

The number of people who have 
unpaid medical bills has been 
increasing dramatically lately. 
According to the Experian credit 
bureau, about 64 million Americans 
currently have a medical collection 
on their credit report.

The change is occurring because 
FICO believes that medical debts 

aren’t a good way to judge a person’s ability or 
willingness to use credit responsibly. For one 
thing, unlike monthly credit card or auto loan 
payments, medical expenses are often large, 
unforeseen bills that consumers couldn’t 
reasonably have been expected to budget for.

Also, FICO says that people often assume 
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More homeowners want to combine two units into one
What can you do if you live in a condo, townhouse 

or multifamily home, and you need more space but 
don’t want to move?

For a growing number of people, the solution is to 
buy the unit next door, tear down a wall, and create 

a single, larger unit. Recently there’s 
been an uptick in the number of 
people combining two small condos 
into one larger one, or converting 
a two- or three-family home into a 
single-family home.

If you’re considering such a 
move, there’s a lot to keep in mind.

First of all, you’ll need to make 
sure such a project is allowed. 
In a condo, you’ll probably 

need permission from the board or homeowners 
association. If you’re turning a multi-family home 
into a single-family home, you’ll need to make sure 
this is okay under the local zoning rules.

You’ll also want to make sure you’re adding 

value. In some places, a single larger unit might be 
more desirable and valuable than two smaller units, 
but that’s not always the case, and you might be 
better off just selling and moving to a larger home. 
That’s especially true since you’ll have to factor in 
construction and remodeling costs – you probably 
don’t want to live in a home that has two separate 
kitchens, for example.

Arranging financing can be more difficult, since 
this won’t be a typical, off-the-shelf project for a 
mortgage lender. Rather than a simple refinancing, 
you might need to get a completely new mortgage 
for the combined property, and use it to pay off 
your existing mortgage. If you’re doing extensive 
remodeling, you might need to get a standard 
mortgage combined with a construction loan.

Also, you’ll want to look into what your new 
property taxes will be. The property will probably be 
reassessed at some point, and you can’t just assume 
the new tax will be the sum of the old taxes on the 
separate units.
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their insurance company will pay a bill, and don’t 
get much notice if the bill later goes unpaid by the 
insurer. As a result, many times people aren’t even 
aware that there’s a problem by the time a medical 
bill goes to collection.

(3) Paid-off delinquencies are less of a 
problem. Currently, if someone misses a payment 
or a debt goes to collection, this will hurt the 
person’s credit score for many years to come – 
even if the person later pays the bill or reaches a 
settlement with a collection agency.

Under FICO 9, though, old delinquencies won’t be 
considered in calculating a person’s credit score if the 
debt has been paid off in full or settled.

The rationale is that people sometimes miss their 
payments due to circumstances beyond their control 
– such as losing a job – but the fact that they’ve 
taken steps to make good on the debt shows that 
they still have an intent to pay their bills on time.

(You should note, though, that these older debts 
will still show up on your credit report, so while they 
won’t affect your score, a lender could still find out 
about them and take them into account.)

Taken together, these three changes will mean 

better FICO credit scores for millions of Americans. 
This should help many people get better rates on 
a mortgage, or qualify for a mortgage when they 
otherwise couldn’t do so.

However, this won’t happen automatically. 
While FICO scores are considered in about 90% 
of overall consumer credit decisions, banks and 
other mortgage lenders can choose for themselves 
how they use the scores, and whether they want to 
“upgrade” to FICO 9 or use an older FICO version.

A large number of banks will probably follow the 
lead of Fannie Mae and Freddie Mac, which currently 
use an older version of FICO. Fannie and Freddie both 
say they’re studying FICO 9, but haven’t made any 
decisions yet.

FICO 9 might be adopted first by lenders who 
issue “jumbo” mortgages or otherwise keep 
mortgages on their own books, rather than selling 
them to Fannie and Freddie.

It appears FICO 9 is being adopted more rapidly 
by credit card issuers, auto lenders, and other types 
of consumer credit providers. At a minimum, this 
could help borrowers obtain and use other types of 
credit, which could boost their FICO scores even 
under the older versions.

How to keep out competitors if you lease retail space
Most stores that lease space in a mall or other 

commercial area would like a guarantee of “exclusive 
use,” meaning that the landlord won’t also rent space 
to a competing business.

Here are some things to consider if you’re 
negotiating over such a right in a lease:

What’s the use? The “use” you have in mind 
should be described in detail, to avoid problems 
later. For instance, if an ice-cream-cone shop also 
sells some ice-cream cakes, does that mean that the 
landlord can’t also rent space to a bakery? If a coffee 
retailer has “exclusive use,” does that mean that a 
sandwich shop can’t also sell coffee?

What about pre-existing tenants? A landlord 
can promise not to rent to a competing business in 
the future, but what happens if an existing tenant 
wants to change its business model and start offering 
competing products? 

What if things change? What happens to the 
exclusive-use provision if the tenant changes its 
business – say, a toy store decides to focus exclusively 

on video games instead? What happens if the tenant 
sublets space in the store or assigns the lease to 
someone else – does the exclusive-
use provision still apply? What 
happens if the tenant falls behind 
on the rent – does the tenant lose 
the right to exclusive use?

What’s the remedy? If the 
landlord violates the contract and 
leases space to a competitor, what 
can the tenant do? The tenant can 
presumably sue in court to make 
the landlord stop, but does it also 
have the right to withhold rent, or 
to terminate the lease? If so, does 
it first have to prove that it actually 
suffered some financial harm as a 
result?

Spelling all these things out 
in the lease may take some extra work, but it can 
prevent a lot of messy disputes down the road.

New problem when getting a loan to remodel a home
Some homeowners are running into a big 

problem when the take out a mortgage (or refinance 
a mortgage) to pay for a remodeling project. The 

problem occurs if the remodeling 
is so extensive that the owners 
temporarily move out while the work 
is being done.

Generally, lenders give better 
terms and rates to homebuyers 
who plan to stay in a home as their 
primary residence, as opposed 
to investors who plan to quickly 
remodel a home and “flip” it to a new 
owner. Investor loans are riskier, so 

lenders typically require a larger down payment and 
a higher interest rate. To qualify for better terms, 
buyers who plan to stay put often have to prove that 
they’re actually living in the home – which they can’t 
do if they’ve moved out during remodeling.

In addition, even some banks that don’t have their 
own residency requirements are interpreting a new 
federal law – passed after the recent real estate crash – 
as requiring proof of residency in certain cases. Since 
the Consumer Financial Protection Bureau hasn’t yet 

officially ruled on the issue, some banks feel they have 
to interpret the law very conservatively in order to avoid 
getting into trouble during an audit down the road. 

If this is a potential problem, here are a few 
options to consider:

Shop around. A lender might be more flexible 
if it plans to keep the loan on its own books, instead 
of reselling it to a government-related entity such as 
Fannie Mae.

Refinance later. If you’re stuck with an 
“investor” loan, you can always plan to refinance it 
once the work is done and you can move back into 
the property.

Consider other options. The residency rules 
generally apply only to traditional mortgages, and 
not to equity lines of credit, bridge loans or reverse 
mortgages.

Cut a deal. Some lenders will let you temporarily 
move out as long as you sign an “occupancy affidavit” 
saying you’ll move back as soon as the work is 
completed, and you provide proof of residency once 
you do. This is especially true if you have a health-
related reason for moving out, such as exposure to 
lead paint or asbestos. New rules for credit scores may help get a better mortgage
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U.S. announces plans to loosen mortgage lending
Federal regulators recently announced a 

number of initiatives to loosen mortgage lending. 
Their view is that the current standards, adopted 
years ago in response to the financial crisis, were 
an overreaction, and the current tighter rules are 
choking off a housing recovery.

Here’s the background: After the housing 
bust six years ago, the government wanted to 
prevent another round of risky loans that led to 
foreclosures. So it required that lenders insist on 
higher down payments if they want to have Fannie 
Mae or Freddie Mac buy or guarantee their loans. 
And if lender wants to sell a loan to someone other 
than Fannie or Freddie, it has to require a 20% 
down payment or else keep part of the risk itself. 

In addition, the government said that if Fannie 
or Freddie bought a loan that went into foreclosure 
and it turned out that the lender made some error 
in the initial paperwork years ago – even a fairly 
minor or technical error – Fannie or Freddie could 

force the lender to take the bad loan back. That’s 
the main reason lenders have been so obsessive in 
recent years about loan documentation, which has 
frequently delayed or even capsized loans.

Recently, though, the head regulator of Fannie 
and Freddie announced that the agencies would 
soon be able to buy or guarantee loans with smaller 
down payments – in some cases as low as 3%. In 
addition, regulators dropped the requirement of a 
20% down payment in order for a lender to re-sell a 
loan to private investors. (Now, lenders must merely 
verify the borrower’s ability to pay and make sure 
the borrower’s total debt-to-income ratio isn’t more 
than 43%.)

Finally, Fannie and Freddie have reached a 
settlement that defines exactly what sorts of 
mistakes will and won’t cause a lender to have 
to take back a bad loan years after the fact. This 
should make lenders less worried, and generally 
streamline the documentation process.
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get much notice if the bill later goes unpaid by the 
insurer. As a result, many times people aren’t even 
aware that there’s a problem by the time a medical 
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under the older versions.
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U.S. announces plans to loosen mortgage lending
Federal regulators recently announced a 

number of initiatives to loosen mortgage lending. 
Their view is that the current standards, adopted 
years ago in response to the financial crisis, were 
an overreaction, and the current tighter rules are 
choking off a housing recovery.

Here’s the background: After the housing 
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higher down payments if they want to have Fannie 
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And if lender wants to sell a loan to someone other 
than Fannie or Freddie, it has to require a 20% 
down payment or else keep part of the risk itself. 
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or Freddie bought a loan that went into foreclosure 
and it turned out that the lender made some error 
in the initial paperwork years ago – even a fairly 
minor or technical error – Fannie or Freddie could 

force the lender to take the bad loan back. That’s 
the main reason lenders have been so obsessive in 
recent years about loan documentation, which has 
frequently delayed or even capsized loans.

Recently, though, the head regulator of Fannie 
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soon be able to buy or guarantee loans with smaller 
down payments – in some cases as low as 3%. In 
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20% down payment in order for a lender to re-sell a 
loan to private investors. (Now, lenders must merely 
verify the borrower’s ability to pay and make sure 
the borrower’s total debt-to-income ratio isn’t more 
than 43%.)
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to take back a bad loan years after the fact. This 
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how it calculates consumers’ scores 

– and they could potentially help 
millions of people to get a better rate 
on a mortgage.
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credit scores because they haven’t established 
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on the person’s track record of regularly 
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Under the current system, overdue medical 
debts are treated the same as any other 
overdue debt, such as mortgages or credit 
cards. Under FICO 9, though, overdue 

medical debts will be treated as less 
important than other types of debts.

This could result in a 25-point increase 
in credit scores for people who have unpaid 

medical debts but no other unpaid 
debts, according to the company.

The number of people who have 
unpaid medical bills has been 
increasing dramatically lately. 
According to the Experian credit 
bureau, about 64 million Americans 
currently have a medical collection 
on their credit report.

The change is occurring because 
FICO believes that medical debts 

aren’t a good way to judge a person’s ability or 
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payments, medical expenses are often large, 
unforeseen bills that consumers couldn’t 
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More homeowners want to combine two units into one
What can you do if you live in a condo, townhouse 

or multifamily home, and you need more space but 
don’t want to move?

For a growing number of people, the solution is to 
buy the unit next door, tear down a wall, and create 

a single, larger unit. Recently there’s 
been an uptick in the number of 
people combining two small condos 
into one larger one, or converting 
a two- or three-family home into a 
single-family home.

If you’re considering such a 
move, there’s a lot to keep in mind.

First of all, you’ll need to make 
sure such a project is allowed. 
In a condo, you’ll probably 

need permission from the board or homeowners 
association. If you’re turning a multi-family home 
into a single-family home, you’ll need to make sure 
this is okay under the local zoning rules.

You’ll also want to make sure you’re adding 

value. In some places, a single larger unit might be 
more desirable and valuable than two smaller units, 
but that’s not always the case, and you might be 
better off just selling and moving to a larger home. 
That’s especially true since you’ll have to factor in 
construction and remodeling costs – you probably 
don’t want to live in a home that has two separate 
kitchens, for example.

Arranging financing can be more difficult, since 
this won’t be a typical, off-the-shelf project for a 
mortgage lender. Rather than a simple refinancing, 
you might need to get a completely new mortgage 
for the combined property, and use it to pay off 
your existing mortgage. If you’re doing extensive 
remodeling, you might need to get a standard 
mortgage combined with a construction loan.

Also, you’ll want to look into what your new 
property taxes will be. The property will probably be 
reassessed at some point, and you can’t just assume 
the new tax will be the sum of the old taxes on the 
separate units.
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