
The 4 C’s of Mortgage Lending
What Underwriters review to approve/deny a Mortgage 

Application



It all begins with the 1003-

Uniform Residential Loan 

Application





Who can get a mortgage loan?

 The question homebuyers ask most often is, “Will I qualify 

for a Mortgage Loan?” or “What does it take to qualify for 

a Mortgage?

 To answer those questions, the borrower needs to look at 

themselves through the eyes of a lender

 The lender wants to make sure the borrower can afford 

the home they are buying and that they are likely to repay 

the loan. The lender also wants to make sure that the 

house they want buy is worth the price they are paying.

 That review process is called the 4 C’s of lending



Credit 

A borrower’s repayment abilities are evaluated by 

reviewing their previous payment trends. Factors 

such as payment history, total outstanding debt, 

revolving credit etc. are evaluated to assign a credit 

score that reiterates buyer’s payment likelihood in 

the future. People with stronger credit often are 

offered better interest rates than those borrowers 

with lower scores. A loan officer will run a credit 

check during the initial stages of loan application to 

identify potential issues that can arise based on the 

credit report. 



Capacity 

The analysis conducted to evaluate a borrower’s current  

income against their projected debt is called capacity. This 

factor determines the borrower’s ability to repay the loan. While 

establishing borrower’s capacity, lenders take two calculations 

into account – Housing Ratio and Debt Ratio. Underwriters 

review the client’s debt to income ratio to determine if they can 

make the payments on a regular basis. Student loans, car loans 

and credit cards can impact the loan amount that will be 

approved. Underwriters also take stability of the borrower’s 

employment into account and the time they have been in their 

current jobs. 



Capital/Cash

 This aspect of the 4 C’s takes the borrower’s assets into 

consideration. Underwriters look at cash in reserve and 

cash in transaction. They also scrutinize the bank 

statements to determine where the closing money will come 

from. The borrowers are allowed to use gifts as down 

payment, as far as they have a valid paper trail to justify the 

money. They must also document all the large deposits 

made into their bank accounts. The loan officer should 

always be informed about the origin of large sums of 

money. 

 The underwriter is review your assets to confirm there is 

money for down payment, loan fees, closing costs, escrow 

impounds, reserves for a rainy day and moving expenses.



Collateral 
Also known as home appraisal, collateral takes 

many factors into account before it attaches a value 

to the property. Property location, size, condition of 

the home, rebuilding cost, cost of other similar 

homes is taken into consideration. As a lender, your 

objective is not to foreclose the property, but to 

have a security that you can use to safeguard the 

loan, should the buyer default on their payments.  

The buyer may fall in love with that 233 Square foot 

A frame but the investor may not be so interested in 

going into partnership with them on that particular 

home. Regardless of credit, capacity or capital.



The underwriter is required to insure that 
the loan application and supporting 
documentation meet the requirements of 
the underlying investor, for example Fannie 
Mae, Freddie Mac, VA and FHA. Each 
investor has a handbook, typically over 
1000 pages long, which sets the parameters 
for the loan and acceptable loan 
documentation to satisfy the investor 
requirements.



Equal Credit Opportunity 

Act

ECOA



ECOA makes it unlawful for any creditor to discriminate against 
any applicant with respect to any aspect of a credit transaction 
on the basis of:

 Race;

 Color;

 Religion;

 National Origin;

 Sex;

 Marital Status;

 Age (provided the applicant has the capacity to contract);

 Because all or part of the applicant’s income derives from 

any public assistance program; or

 Because the applicant has in good faith exercised any right 

under the Consumer Credit Protection Act.



The Equal Credit Opportunity Act 
(ECOA), which is implemented by 
Regulation B, requires financial 
institutions and other firms 
engaged in the extension of credit 
to make credit equally available to 
all creditworthy customers.



An applicant is any person who 
requests or who has received an 
extension of credit from a creditor and 
includes any person who is or may 
become contractually liable regarding 
an extension of credit.

An application is an oral or written 
request for an extension of credit 
made in accordance with procedures 
used by a creditor for the type of credit 
requested.



A creditor is a person who, in the ordinary 
course of business, regularly participates in 
the credit decision, including setting the terms 
of the credit. This includes a creditor’s 
assignee, transferee, or subrogee who so 
participates. For purposes of discrimination or 
discouragement, the term creditor also 
includes a person who, in the ordinary course 
of business, regularly refers applicants or 
prospective applicants to creditors, or selects 
or offers to select creditors to whom requests 

for credit may be made.



Extension of credit means the 
granting of credit in any form 
including, but not limited to, credit 
granted in addition to any existing 
credit, the refinancing or other 
renewal of credit, or the 
continuance of existing credit 
without any special effort to collect 
at or after maturity.



Disparate Treatment

 occurs when a lender treats an applicant 

differently based on any prohibited factor. A 

difference in treatment (i.e. different pricing, 

different conditions, etc.) that has no credible 

non-discriminatory explanation is considered an 

act of intentional discrimination, even if the 

difference in treatment was not motivated by a 

conscious intent to discriminate.



Disparate Impact 

occurs when a lender applies a neutral, non-

discriminatory policy equally to all applicants, but 

the policy still has an adverse impact on applicants 

of a prohibited basis group.



Overt Discrimination

exists when a lender openly discriminates against 

applicants on a prohibited basis. This includes 

instances where a lender expresses any type of 

discriminatory preference, even if the lender does 

not act on that preference.



The Fair Housing Act - FHAct



The Fair Housing Act (FHAct), which is implemented by HUD 
regulations, prohibits discrimination in any aspect of a residential 
real estate-related transaction, including but not limited to:

 Making loans to buy, build, repair or improve a dwelling;

 Purchasing real estate loans;

 Selling, brokering or appraising residential real estate; and

 Selling or renting a dwelling.

The FHAct prohibits discrimination based on:

 Race or color;

 National origin;

 Religion;

 Sex;

 Familial status (defined as children under the age of 18 living 

with a parent or legal custodian, pregnant women, and people 
securing custody of children under 18); or

 Handicap



An Underwriters job is to protect the investor and 

the borrower
 The underwriter is required to apply the 4 c’s to the 

analysis of the application based on the guidelines for the 

loan type. 

 A loan officer is there to advocate for the borrower and 

apply his/her knowledge and skills, working with the 

applicant/s/ to make sure the loan application is 

complete and all due diligence has been gathered.

 If there are unique aspects to the file ( 4C’s), and there 

usually is, the Loan Officer typically works with the 

applicant to improve those aspects so that 

homeownership is attainable.

 The lender, the loan officer, the processor, the 

underwriter all want the same thing as the borrower: A 

home at the end of the day that is sustainable for their 

family.
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