- Understanding Credit
Bureau Scores

What is credit scoring?

Cradit searing is the use of 2 mathematical model (o evaluate your creditworthiness ata point in uime. The resuling score assesses the likelthood that o borrower
wili repay a loan or credit card on time. The hagher the score the greater the likelibood that you witl be approved for credil, possibly with o better rate thanaf you
had @ low score. Anytime information changes in your credit repart, your score will change. [f vou iave & short or incomplete credit history. it may nol be possi-
ble 10 calculate a score

The most popular credit score is a credil bureaw risk score thal i bused only on what is in your credit report. These scores are cammoenly referred (o FICO
scores (named after Fuir lszac, the company who developed the scaring model}. altiough the three credil bureaus sometimes usc their own names: Beacon
(Equifax), Empirica (Trans Union} and Experian/Fair Isauc Model.

THE FIVE FACTORS THAT COUNT Amounts owed (adoit 30% of total scores):
While owing & lol ol morey an nany
accounts might indicate that you are overex-
tended. your FICO™ score will not aeces-
sarily be harmed by larce outstanding
amounts. Whal is more imponant is how
many accounls have balances and how
much of the total credit Line 15 being used on
credit cards and otier “revobving credit”
accounts.  [n an atemnpt o tmprove their

New credit (about {09 of wial seore): Even though his
category makes up only about 10% of the total score, apply -
ing for 100 much pew credit is probubly one of the easiest
ways for people 10 inadvertently harm their credit score,
Here, the FICO™ model lnoks at how many new accounts
vou have established, how Jong it has been since you
opened @ new account and how many recent requests for
vour credit have been made by reporting agencics.  Fair
Tsanc says that if vou request your credit report from one ol
the agencies this does DOV accoknl since Il 15 4 “conswmer-
ntiated inguiny.”  Untid recently. your score wouid hive
wonc down if you made s number of applications tor cred-
il cards ar mortgages within a shor period of time - even if
all vou were doing was shopping around lor the lowest rate
of best overall deal. Now, Fair lsaac claims that they lump
togcther nguirics made within u shon period of tine as one
o, if vou apping around, make your
Jew divsal you can.

credil scores, people somenmes make the
nustake of closing duwn credil card
accounts where they huve small bulances
and consolidating taen debt under one cred-
1 card. This can actually worsen vour scare
since the pereentage of your lines of credil
that i still owed would usually go up.

Length of credit history (abaut 15% of total
score): 1l you arc just trying to extablish a
credit record, you have lew options lo

Payment history {about 35% of your score): Your pavment

nistory on credit cards, retuil accounts at stores, installment Types of credit (about 10% of torat scare); This improve your score here. since haw long
loans and morlgages is taken into account in caleulating factor (akes into account your mix of insall- your eredil accounts have been established
vour score.  Specifically, how late your payments were, ment loans, mengages. tetail accounts, credit is what counts. Parents should lake nole
how much was owed, how many late payments and how cards and finance company accounts. Fair that establishing a credit record for your
recently they occurred are all tzken into account. 1f you lsaac, however, is 2 Hitle vapue abowl how it children before they go out on theic own
have a number of accounts and Most show no laie pay- weights your mix of account tvpes. It does not could give them a leg up when they apply
ments, your seare will be improved. How old the late pay- indicale that his faclor may be given less for credit later.

ments were can be vty imporiant, According to Fair Isaac, weight if the company has full information

“A 30-dav lale paymenl made just a month ago will count about you for the other four factors.

more then a $0-day late payment from five years ago ™

Scores and the Odds of Delinquent Accounts Reasons Codes
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