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SUMMARY: Your credit score describes your credit risk to lenders, or the likelihood that you will repay your 

debts based on your repayment history. Three independent credit bureaus (Equifax, Experian, and Transunion) 

collect and manage information provided to them to compile your credit file. When a potential lender “runs your 

credit” they receive the current information in your file along with a credit score. The most common score is the 

“FICO” credit score, developed by Fair Isaac and Company, which uses an equation to evaluate your lending and 

payment history, comparing it to the patterns of hundreds of thousands of credit files. FICO scores range from 

300 to 850. Scores above 760 are likely to be offered the lowest interest rates and better loan options, and scores 

below 620 can be considered “subprime” resulting in higher rates and lower likelihood of application approval. 

 

START WITH A FREE REPORT: By law, you are entitled to a free copy of each of the three credit bureau reports 

once a year, any time you are denied credit, and when you suspect fraud or identity theft. To download your 

reports, visit www.AnnualCreditReport.com which is jointly owned by the three credit bureaus. Review each 

report carefully for mistakes. Consider running one of the reports every three months to allow regular reviews. 

 

WHAT GOES INTO YOUR SCORE? Five main factors figure into your credit score:  

Payment History (35%) Negative entries such as late payments or charged off accounts can remain for up to 

seven years, but positive entries like on-time payments can remain indefinitely.  

Debt vs Available (30%)  A credit card with a $1000 credit limit and a $100 balance is looked at more 

      favorably than a $1000 limit with a $900 balance. 

Length of History (15%)  A longer history of making on time payments reflects well on your ability to pay. 

Opening many newer accounts as wells closing older positive accounts, can lower 

the average age of your accounts, reducing your score. 

New Inquiries (10%) Many recent inquiries can be a flag that you are taking on more debt and lower your 

score. Inquiries stay in file for two years, but affect your score for only one year. 

Unsolicited credit offers and running your own credit report do not affect your score. 

Types of Credit (10%) Lenders like to see that you have done well with various types of accounts, like credit 

cards, installment loans and mortgages. The total number of accounts figures into 

this factor too. Generally, it’s a good idea to keep accounts with a good history open, 

and close those that may have a negative history. 

 

WHAT YOU CAN DO NOW: 

• Dispute all errors on your credit reports. Use the credit bureau’s process outlined by them (often an 

online dispute form). Bureaus have 30 days to investigate and either, confirm the information is accurate 

or remove errors from your report. Disputed entries are removed if the creditor does not respond. 

• Bring past due accounts current. Unpaid collection accounts report as past due every single month, even 

if the company is not actively attempting collection on you. Bringing accounts current and keeping them 

so is the single biggest thing you can do to improve your score in as early as 30 days. Contact one your 

financial counselor for strategies to bring accounts current and settle collections. 

• Reduce the amount you owe. Ideally, reducing your outstanding credit card debt to an average of 30% - 

50% of available credit will yield better a credit score. 

• Learn about credit, borrowing and repayment at: http://www.myfico.com/CreditEducation/articles/ 

and http://www.myfico.com/myfico/creditcentral/loanrates.aspx 
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TIPS, TRICKS AND CAUTIONS: 

• Set up automatic payments for minimum payments so accounts are never late. You can always pay extra 

voluntarily to reduce debt. Try using www.powerpay.org to set up a “debt stacking” strategy to reduce 

overall debt and improve your credit scores. 

• Be wary of “Debt Settlement” firms. The programs often require that you stop paying your creditors, 

making payments instead to the organization, who keeps a large portion of the payment for themselves. 

Meanwhile you go into default with your creditors, further ruining your credit. 

• The Federal Trade Commission Consumer Information website provides a wealth of information on how 

to correct errors on your credit report, including sample letters and checklists. Use this link to learn 

more: http://www.consumer.ftc.gov/articles/0151-disputing-errors-credit-reports 

 

KEY TERMS: 

CHARGE OFF: The balance on a credit obligation that a lender no longer expects to be repaid and writes off as a 

bad debt. Charge offs are usually sold to a collection agency who can continue to try collecting the debt for 7 

years or more, before sometimes reselling it to another collection agency and so on. 

CREDIT BUREAU / CREDIT REPORTING AGENCY: Another name for a company that manages credit files and 

credit reporting. The three major credit bureaus/CRA’s are Experian (888) 397-3742 www.experian.com, 

TransUnion (800) 916-8800 www.transunion.com, and Equifax (800) 685-1111 www.equifax.com 

DEBT CONSOLIDATION: The process involves qualifying for and taking out a new loan to pay off existing debt, 

leaving the borrowing with one, consolidated loan. Debt consolidation can sometimes be harmful to your credit 

and financial situation if the paid off debt is run back up due to unexpected expenses, leaving the borrower with 

more debt than before. 

DEBT SETTLEMENT: This process involves negotiating with creditors to pay less than what is owed on your 

accounts. Debt settlement can be harmful to your credit rating as it is considered a compromise with creditors, 

but may be helpful to pay off existing collection accounts or other delinquencies. 

DEFAULT: A failure to make a loan or debt payment when due. Usually an account is considered to be “in 

default” after being delinquent for several consecutive 30-day billing cycles. 

DELINQUENT: A failure to deliver even the minimum payment on a loan or debt payment on or before the time 

agreed. Accounts are often referred to as 30, 60, 90 or 120 days delinquent because most lenders have monthly 

payment cycles. 

FAIR CREDIT REPORTING ACT (FCRA): A group of rules and laws that protect both consumers and creditors. Your 

FCRA rights are summarized at http://www.consumer.ftc.gov/articles/pdf-0096-fair-credit-reporting-act.pdf  

FEDERAL TRADE COMMISSION (FTC): A federal agency that since 1914 has been administering consumer 

protection legislation. Their Consumer Information site provides honest, unbiased information to help 

consumers make better-informed decisions. http://www.consumer.ftc.gov/topics/money-credit 

FAIR ISAAC & COMPANY (FICO): Fair Isaac develops software to allow credit reporting agencies to evaluate 

information reported by creditors about your payment habits. Fair Isaac found a way to score each file arriving at 

what is now known as your FICO score, the most common credit score currently in use by lenders. 


