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hen buying a big-ticket item, such as a house 
or a car, there is one number that matters 
almost as much as the item’s price – your 

credit score! A consumer’s FICO credit score, a 
nationally recognized credit score model which 
ranges between scores of 300 and 850, is actually the 
composite of many smaller scores determined by 
credit reporting agencies. The score, which is based 
on your credit history, represents the risk a seller 
would be taking by lending to you. The lower the 
score, the lower the guarantee that the desired item 
will be paid for on time, and the less likely a potential 
buyer will qualify for a loan to make the purchase. 
Credit scores affect everyone with a credit history. 
Even those without a credit history can be affected by 
their lack of a credit score.

Components of a Credit Score

Credit reporting agencies determine a credit score 
based on account information such as prior loan 
accounts (automobile, student, mortgage, etc.) and 
credit card repayment history. This information 
indicates how well you handle your financial 
responsibilities over time. When a lender extends 
a line of credit, the debtor agrees to pay back the 
amount owed plus any financial charges. Whether 
this debt is paid back on time affects a large 
portion, approximately 35 percent, of credit score 
determination.

Public records, including bankruptcies, foreclosures, 
and tax liens, are another major factor which can 
impact credit scores. Bankruptcies and foreclosures 
can decrease a credit score by as much as 250 points 
and can be very hard to reconcile. Most public records 
remain in the credit report for seven years though 
some unpaid records, such as tax liens, may remain 
indefinitely. 

The length of your credit history is another sizable 
factor, determining approximately 15 percent of 
the credit score. The longer the history of on-time 
payments, the higher the score and the more reliable 
a debtor will seem when determining lending 
agreements. 

The number of inquiries and accounts in use each 
make up approximately 10 percent of the final score. 
When a lender, landlord, or other authority requests 
your credit report, the inquiry is recorded. Multiple 
credit report inquiries during the same time period 
can jeopardize future applications to borrow. If you do 
not have a credit history, you may have a difficult time 
securing a lease with a landlord, as you have no record 
demonstrating your ability to pay bills in a timely 
manner. Additionally, if you have too many credit card 
accounts, regardless of whether you use them, your 
score may be negatively impacted. Having several credit 
cards puts a borrower at risk for utilizing too much 
credit and increases the probability of a late payment.

Each credit reporting agency weighs these factors 
differently, causing minor discrepancies in credit 
scores from the three major national credit reporting 
agencies – Experian, Equifax, and TransUnion. Despite 
standardized information, the credit score from each of 
the three bureaus varies, as each organization employs 
its own algorithm to determine credit scores.

The national credit reporting agencies each compare 
data from millions of borrowers using statistical 
models to predict the risk of future credit behavior. 
These reporting agencies receive and evaluate 
consumer credit information, individual applications 
for credit (such as credit cards and loans), and public 
records. It was not until the Fair Credit Reporting Act 
of 1971 that U.S. citizens gained the right to access their 
credit reports and scores in order to understand why 
they were denied credit or to check for mistakes.

Why Should you Check your Credit Report?

Checking your credit report is important to ensure 
that the information is accurate and to know your 
risk level relative to other borrowers. A Federal Trade 
Commission study reported that at least one in every 
20 people has a significant credit report error, with 
some studies showing as much as 20 percent of all 
credit reports containing errors. Ensuring credit report 
information is accurate guards against identity theft. 
Furthermore, knowing your credit score helps you 
predict if you will be able to afford a house mortgage 
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or car payments as well as understand how your score 
compares to everyone else’s. Your credit score can also 
affect your chances of getting hired; many companies 
look at a prospective employee’s credit history before 
making a final hiring decision.

The Proof is in the Numbers

A higher credit score can result in a higher likelihood 
of qualifying for a loan, more favorable interest rates 
when borrowing, and lower loan payments. A good 
score can also result in better terms when signing 
up for services like cell phone contracts or rental 
agreements. A score of 700 and above is generally 
considered good and those with a score above 800 are 
in the top 10 percent of borrowers nationwide.

For borrowers with a credit score below 600, higher 
interest rates and extra finance charges are common 
and sometimes even double that of consumers with a 
good score. The lower the credit score, the higher the 
probability of getting rejected for a loan. So what can 
you do if your credit score needs improvement? 

Improving your credit score takes time; negative 
credit history can follow you for seven years after the 
date of delinquency. In order to increase your credit 
score, you must build a more reliable credit history. 
The following tips can help you regain control of your 
credit score: 

• Set up payment reminders to remind you to pay bills 
on time

• Pay off the debts you owe and begin a dialogue with 
creditors to establish repayment plans if you cannot 
pay them off immediately

• Keep credit card balances low
• Set up a monthly budget and consider using a 

management tool, such as Intuit’s MINT app for 
smartphones, to help you stick to this budget

• Cut down on the number of credit cards in your 
name

In 2003, the Fair and Accurate Credit Transactions 
Act (FACTA) gave U.S. citizens the right to one free 
comprehensive credit report from the three national 
credit reporting agencies per year. The credit report is 
only free via Central Source (www.annualcreditreport.
com) which is a joint venture of the three major credit 
reporting companies. The three companies do not 
provide free reports via their individual websites. 
The report also does not include a final credit score. 
Credit scores can be purchased separately from the 
three national agencies or from other private credit 
reporting agencies.

How to access your free credit report:

Utilize the Central Source credit report processing 
service online:
www.AnnualCreditReport.com

Request by phone:
1-877-FACT-ACT (1-877-322-8228)

Complete a request form and mail it to:
Annual Credit Report Request Service, P.O. Box 105281, 
Atlanta, GA 30348-5281

To buy your credit score or credit report, visit any of the 
three national credit reporting agencies’ websites or 
choose one of several free credit score sites (taking note 
that free sites require credit card information and will 
charge you after an initial grace period):

Experian: http://www.experian.com/
TransUnion: http://www.transunion.com/
Equifax: http://www.equifax.com/home/en_us 
Credit Karma: https://www.creditkarma.com
Credit .com: https://www.credit.com/free-credit-score/ 


