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Module 6 Introduction

Thin musdule cxplaing credit seoriug
from o Borrower s perspechive,

I sy ilfansiranie Ao comvimier
Bedavior affects crodit scores.

What Is Credit Scoring?

Cradit scoring is the sclantific process
where o model deternyines a consumer’s
eredit rizk by companng mformation
about one consumer fo e credid
performance of mamy others with
similar credif profiles,
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What Is a Credit Score?

A crait score is 4 compater-pencrated
menber that indicates your pbility and
willingness to repay 8 debsl besesd om the
information i your credil report.,

Soores are wof static; they chinge over

churinge enwer Hime

WIIHI_ Factors Inlluence
Credit Scores?

A eredst seore i hasod mpem mdormetson s from
& inalsvidual's credit eepon, There are a vanely of
was that eredit scoring comgamies determing
cnédid soong, Hased om the Fair boag Comporstivn
oredit mmeaded, ihere are live promary facions
i order ol i

1. Payment hisncey (35%)

1. Owslundisg debst (M%)

3. Cresdip Bistory (15%)

A Pursaii il mew creds (10P)
5. Types of cnedil im we [ 1Ps)

* sy wrw myies oy SOOT =

Negative Impact on Credit Score
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Factors Not Considered for
Calculating Gredil Scores

There b no inherend bias o crodit scoring

are considerod when caloulsting riske The
following [sciors are nol convidered when

cabculating o wore:
= Age L

What Is the Purpose
of a Credit Score?

* Acredit score is 3 mumber which
lenders wse to help them 1o decide:
"I T wivee his porson a doan or credif
dennal, frewe fikely £ 1 et | Wil grer e
Fraack e b

= A eredit scoee 18 used bo determines
whether b approve a loan and how
much mterest and foes to charge.

Types ol Credit Scores

There are many bpes of credit scores;
however, the most commaonly used are
credit reporting agency scores.

Credit reporting agency Scones qc
basod solely on information contamed (0

comsumeT credit repors.
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How Is a Credit
Score Generated?

What Is Contained
in a Credit Score?

Your eredit score will assign a scare
{a numerical valug) which indicates
how likely you ane to repay 8 loan
In ncdditson, credit scones may provide
i hisl of the goneral reasons or factors
which had the greatest negative impact
o the ealeulation of your eredil score

Can | Improve My Gredit Score?

Caution: 11 is important 16 note that mising
your soore takes time. There s mo quack fix
In foct, quick-fix effors con hackfine.

Therefore, always make suse thas the
information in your credil report i comect
il manage your credel responsibly iver Hme,
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Pl & reneg

Tips lor Raising
Your Credit Score

- ﬁﬁq_:u-lﬂll:mu
= 1 yodd haae s puyenests, pet curent and sy
Eurresa,

= B aware that paiing o 8 collection sccotst will
mad e it fimm yor credit repor.

& i s e Beavmng drouble eyt v bills, oomsiect
v crealiioes o see @ begiiimaie creilit conmseloe

* Keep halsnes bow on ceedit cands sl ather
revilving enedid.

= Dhh ot e oo many credit condy, sed do nil ise:
the masiowain cradi Fird on any of (hem.

Tips lor Raising
Your Credit Score

+ Pay of deba ather than moving it aromd.

= Don't chose umused credit cards as a shorf-term
SiERbepy 10 Fiise Youu seore,

= [t opein @ miimber of new credit cands thal yoa

doa's el just b increase your available credis,

+ 1 you have been managing credit for  short tim

‘don't open & kot 0f new accoumes Soo rapidiy

* [ your rade shoppang For a given boan within o
Togused persd of time.

Tips lor Raising
Your Credit Score

» Nate that it is OK to request and
check your own credil repaort,

* Apply for and open new' cradit
acomints only ws necded.

= Have grr_uﬁl curels -~ but
manage tem responashly,

« Note that closing an account
docsn't make it “go away”
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What Is a Good Credit Score?

There are several tvpes of sporing sysiems
nad ench has a different sconing (rating)
method, Therefore, it depends on ' the credit
scoring model and te lender.

When applying for a boan, ask your lender or
ereditor 1o explain what vour eredin seore
mcans in relation 10 fhe final credit decision.

GCredit Scores
Remambar:
Cradit scorcs refhoct a person's

long-term patterns of credit isage
ani repayinent history.

Soores sutomatically improvie o
your overall credit picture gets
beiter or shows o historical pattem
of paying your bills on fime.

summary of Tips on
improving Your Gredit Score

1. Pay your hills consistently and on time.

4. Muaintain ooby a resscmable smount of
el credit.

5, Do not evcessively shop foe unsecured ¢t
6. Establish credit and wse it wisely,

||-|_—Il-—
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SUMMARY

nﬂlmmh-mm
likely u person is 1o repay a debi. They
are determined by how an individual kas
harslled credt in the st

;MWipmﬂbﬁlﬂwm
-eredin determiines his or ber cnadit scome,
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p Credit Scoring Factors and Ratings
A credit score is based upon information drawn from an individual’s credit report. According
to Fair Isaac Corporation (FICO), about 30 individual factors are used to determine the score.
These factors, known as predictive variables, can be categorized into five primary areas
(in order of importance):

1) Payment history
2) Outstanding debt
3) Credit history

4) Pursuit of new credit

5) Types of credit in use /

The following provides some questions relating to each of the factors and the approximate
weight given to each category.

1) Payment history: \What is your track record?
Have your payments been made on time? (35%)

10%
. ) I~
2) Outstanding debt: How much do you owe” Types of Credit

Do you have a high level of debt? That is, in Use
are you near the maximum on some or all

of your credit limits? (30%) ’1:0% it of
ursuit o

3) Credit history: \What is the length of your New Credit
credit history? That is, how long have you 35%
had credit? The longer the better. (15%) Payment

4) Pursuit of new credit: Does your credit History

report indicate that you have made numerous 15%_ )
applications for new credit and are potentially Credit History
taking on too much debt? (10%)

30%
5) Types of credit in use: Does your credit report Outstanding
show a “healthy” mix of credit types in use? The Debt

score will consider your mix of credit cards, retail

accounts, installment loans, finance company accounts,

and mortgage loans. It is important to note, however, that it
is NOT necessary to have one of each, nor is it a good idea
to open credit accounts that you do not intend to use. (10%)

Source: www.myfico.com, 2007. Percentages subject to change.
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There is no inherent bias in credit scoring
because only the applicant’s prior credit habits
are considered when calculating risk.

The following factors are NOT

considered when calculating a score:

1 Age 1 National Origin

1 Race 1 Marital Status

1 Gender 1 Sources of Income
1 Religion 1 Income Level

- /

> Tips to Help You Maintain and Improve Your Credit Score

—

Pay your bills consistently and on time.

N

Check your credit report and correct any errors.

w

Keep credit card balances low.

Maintain only a reasonable amount of new credit accounts.

a &
= L X ==

Do not excessively shop for unsecured credit.

Establish credit and use it wisely.

A copy of your FICO credit score may be obtained online
for a fee at www.myfico.com. This Web site also offers
additional information on credit scoring, factors, and
credit tips.
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