Understanding Credit Scoring

Where does your Credit Report come from?

Your credit history originates from multiple sources.  Here are some common sources:

· Credit Cards – your account information and payment history

· Mortgages – your mortgage terms and payment history

· Auto Financing – terms and payment history

· Court Houses – report judgments and disputes related to credit as well as bankruptcies, tax liens, etc.

All of these sources report their data to one or more of the 3 national credit repositories (bureaus): TransUnion, Equifax, and Experian.  Based on the data that each of these has on file, they calculate what your credit score or FICO score is.
Credit Scoring Highlights: 
· A credit score is a mathematical model (formula) that evaluates many types of information in a credit file. It indicates the likelihood that a person will make payments on time. The higher the score, the less the risk.  A score is only calculated when all the data in your credit file at the bureaus is “pulled” through the scoring model.
· Credit Scores vary from industry to industry (mortgage, auto, insurance, credit card, etc.) because each has its own specific criteria and scoring model version.  Even within each industry, there are various scoring models.
· The score you get if you “buy” a credit report from a website is based on a generic scoring model.  It will not be the same score you get when you actually apply for a mortgage, car loan, credit card, etc.
This chart shows some of the main factors that affect your score, 
and approximately how heavily they are weighted.
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35% Based on Payment History 

· Recent Delinquency, Frequency, Severity
30% Revolving Debt Ratio

· Credit Cards / Department Stores – Balance 33% of Credit Limit
15% Credit History
· Number of Credit Cards / Length of time opened. 

10% Inquiries
· 7-10 inquiries for that 12 month period permitted.
10% Types of Credit Trades

· A mix of types of trade is a positive factor. (Mtg, auto loans, credit cards)
[image: image3.png]


 The Credit DOs and Don’ts
      DO
1. Know your credit facts and consumer rights
2. Check your credit file (report) for accuracy, see next page
3. Pay bills on time!!

4. Keep balances on credit cards under 33%

5. Ask creditor for 1 time courtesy to remove a late date on your account
6. Watch inquiries – excessive inquiries diminish rating; however, inquiries don’t drop your score as much as people tend to believe (usually it’s only 1-5 points), and it’s important to note that while shopping for a mortgage you have a 30 day window in which only the very first inquiry actually affects your score


          DO NOT

1. Do not close revolving accounts – you need to keep your oldest accounts still active since payment history is a key part of your credit score
2. Do not open any new credit before a new loan since this might temporarily lower your score – however, if you are months away from the purchase, and you have little or no active revolving debt (credit cards), adding a new credit card account and keeping it current might help your credit score
3. Do not pay off old collections – recent activity on an old derogatory account will usually drop your score; however, as the months pass, those paid collections will eventually start to bring your score back up

Identity Theft
If you suspect that you have been a victim of identity theft you can place a fraud alert on your credit file.  This will alert any creditor to the possibility of fraud and may prevent someone from obtaining credit in your name.  To place a fraud alert on your file, you can contact the three credit repositories as follows:
Equifax:
Call: Consumer Fraud Division 1 800-525-6285
or 888-397-3742
Or Write: Equifax Consumer Fraud Division
P.O. Box 740256
Atlanta, GA 30374



Experian:
Call: 1 888 397-3742
Or Write: Experian
P.O. Box 2002 
Allen, Texas 75013



TransUnion:
Call: TransUnion Fraud Victim Assistance 800-680-7289
Or Write: TransUnion LLC
P.O. Box 1000
Chester, PA 19022 

Many people, out of fear of identity theft, have “frozen” their credit file at 1 or more of the national bureaus.   This actually stops any 3rd party (ie: department store, car dealership, bank, etc) from being able to run a credit report on you.   While this will certainly prevent thieves from opening false account in your name, it will also prevent you from opening an account somewhere or applying for a loan.   If you do decide to freeze your credit file, the bureaus will normally give you a PIN so that you can get it “unfrozen” whenever you want to give access to your credit report to a 3rd party.   Do not loose that PIN.   It can be extremely difficult and time consuming to unfreeze your credit file without it.
A better option might simply be to regularly monitor your credit information as you will see on the next page.

Check Your Own Credit Report
The law now mandates that you may receive one free consumer copy of your credit report every year.  
Go to   www.annualcreditreport.com   

When you use AnnualCreditReport.com you will not get all three national bureaus at the same time.   You will request your credit report from each one separately.   So, a good suggestion is to get just 1 bureau at the beginning of the year, then wait a few months and get your report from another bureau, and then wait a few more months and get a report from the third bureau.  This way, you can be monitoring your credit report for free throughout the entire year.

Remember what was mentioned on the previous pages…even if you get a score with your report, it will not be a score that you can actually use for a mortgage, car loan, etc., so it doesn’t really matter.  What does matter is the information (data) in your credit file since your score will always be calculated from that.  The free annual credit report is a great way to check that information.

First, check your personal information that is shown on the credit report.
· Is your name spelled exactly as it should be, including middle name and any suffixes (Jr, Sr, etc.)?
· Is your social security number shown correctly?

· Is your address shown correctly?

Next, check all of the accounts shown on the credit report.

· Are any accounts missing that should be there?

· Do you see accounts that are not yours?

· Does information on any account look wrong?   Remember, balances might be a little different because most creditors only report new information to the bureaus once per month.

· Do you see any judgments or court records that you know have been satisfied but are still showing as unpaid?

By ordering your credit report online through AnnualCreditReport.com, you will be able to address any of these issues on your credit report directly with the bureau so that when you are ready to apply for a loan, you will have an accurate credit report.
As you are reviewing your report, also look for some simple ways to improve your score.

· Do you see any accounts with only 1 late date?  Call the creditor (not the bureau) and see if they will remove that late date as a courtesy.

· Do you see revolving accounts with high balances?  Ask the creditor for a credit line increase, and pay down the balance so that the proportion is 1/3 or less.   Note, this only applies to revolving accounts, not auto loans, student loans, open accounts, etc.

· Are you just an “authorized user” on an account that is derogatory?   For example, perhaps you are just a user on someone else’s credit card, and that account has some recent late dates and is maxed out to the credit limit.   That account is most probably hurting your credit score, but since you are just a user and not the actual account holder, you can call the creditor and be removed from the account.  However, only do this if you have other revolving accounts on your credit report.

For a wealth of additional information on credit reports and scores, as well as frequently asked questions, 
go to www.myfico.com , which is a website created by Fair Isaac, the developers of the FICO score. 

For example, at myfico.com you can find information like this:
	Question

	 
	How long does negative information stay on my credit report?
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	Answer

	 
	While most negative credit information remains on your credit report for a maximum of 7 years, some information remains longer.   
 

Credit Accounts: 
Negative information remains for 7 years from the initial missed payment that led to the delinquency.
Active positive information can remain indefinitely (if an account is closed that has been positive, then it will typically remain on your report for 10 years after the date the account is closed).
 

Collection Accounts: 
A collection account remains for 7 years from the initial missed payment that led to the collection. 
 

Public Records:
Chapter 7, 11 and 12 bankruptcies remain for 10 years from the date filed.
Completed Chapter 13 bankruptcies remain for 7 years from the date paid, and 10 years if not completed.
Tax liens remain for 7 years from the date filed if paid and remain indefinitely if not paid.
All judgments remain for 7 years from the date filed.
 

Inquiries:
Inquiries remain for 2 years.
 

California State Residents Only (must be current resident):
· Paid or released tax liens remain on file seven years from the date released or 10 years from the date file
·  Unpaid or unreleased tax liens remain 10 years from the file date
·  All consumer-initiated inquiries for the purpose of obtaining a loan and/or benefit remain on the file for two years
·  All other purge rules as noted above apply
New York State Residents Only:
· Satisfied judgments remain 5 years from the date filed.

· Paid collections remain 5 years from the date of last activity.
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