
Credit Scoring

Have you ever wondered how a lender
decides whether to grant you credit? Credit
scores are one tool used by lenders to evalu-
ate your ability to repay loans. Since they
are used so widely today, it is a good idea to
learn as much as possible about credit scor-
ing and how your behavior can affect your
credit score.

Information about you and your credit
experiences, such as payment history, num-
ber and type of credit accounts you have,
collection actions, outstanding debt, and age
of your accounts is gathered from your cred-
it application and credit report. Using a
complex statistical program, this informa-
tion is compared to the credit performance
of consumers with similar profiles. The cred-
it scoring system awards points for each fac-
tor that helps predict likelihood of repaying
debt. The total number of points—your
credit score—helps predict creditworthiness. 

Advantages of credit scoring 
Credit scores provide lenders a fast, objec-
tive measure of your credit risk to help the
credit granting process. Benefits to con-
sumers include:

• Faster loan approval. Scoring allows
lenders to make credit decisions
almost instantaneously.

• Fairer credit decisions. Scoring focuses
on facts, rather than personal feelings.
Gender, race, religion, nationality, mar-
ital status, and similar factors are omit-
ted from the process.

• Credit “mistakes” don’t haunt forev-
er. Past credit problems fade as time
passes and good payment patterns
emerge. 

• More credit available. Scoring allows
lenders to offer credit products geared
to different risk levels.

• Credit rates reduced. Scoring allows
lenders to reduce credit losses, lower-
ing credit rates overall. 

What’s in a name?
Credit bureau scores are often called
“FICO” scores, because most credit bureau
scores are produced by software produced
by Fair, Isaac, and Company. However, each
credit-reporting agency calls its scores by a
different name. They include:

Equifax—BEACON®

Experian-Experian/Fair, Isaac Risk
Model

TransUnion—EMPIRICA®

Your score may be different at each of
these credit-reporting agencies. Each agency
bases its scores on only the information in
their respective files. 



What does a credit score consider?
Five main categories of information are generally evalu-
ated to determine your credit score. They include: 

1. Payment history—approximately 35 percent. A
lender’s first concern is whether you have paid
your credit accounts on time. This category looks
at:

• Payment information on many types of accounts
including credit cards, retail accounts, installment
loans, finance company accounts, and mortgage
loans. 

• Public record and collection items. Reports of
events such as bankruptcies, foreclosures, suits,
wage attachments, liens, and judgments are con-
sidered quite serious.

• Details on missed or late payments, public record,
and collection items. The scoring process considers
how late payments were, how much was owed,
how many are on your record, and how recently
they occurred.

• On time payments. A good track record of paying
your bills on time will increase your credit score.

2. Amounts Owed—Approximately 30 percent.
Owing a lot of money on many accounts can indi-
cate that you are overextended, and are more like-
ly to become delinquent in your payments. This
category considers:

• Total amount owed on all accounts.

• Total amount owed on differed types of accounts.

• Balance on certain types of accounts. Having a low
balance with no delinquencies may show responsi-
ble credit management. In contrast, closing unused
accounts with zero balances will not generally
raise your score.

• How many accounts have balances.

• Portion of total credit line used on credit cards and
other “revolving credit” accounts. Persons close to
“maxing out” their accounts may have difficulty
making payments.

• Portion of installment loans still owed, compared
to original loan amounts. Paying down installment
accounts is considered a good indication that the
individual will be able to manage and repay. 

3. Length of credit history—approximately 15 per-
cent. A longer credit history will generally increase
your score. This section looks at:

• How long your accounts have been established. It
considers the age of your oldest account and the
average age of all your accounts.

• How long specific accounts have been established.

• Length of time since certain accounts were used.

4. New credit—approximately 10 percent. Research

suggests that opening several accounts in a short

period of time represents greater risk. This catego-

ry examines: 

• How many new accounts do you have and what

type are they? What portion of your accounts is

new?

• How long has it been since you opened a new

account?

• How many recent requests for credit have you

made? This is determined by inquiries by the cred-

it reporting agencies? 

• Length of time since credit inquiries were made by

lenders.

• Improvement in credit history, following past cred-

it problems. Improving payment history after a

period of late payment behavior will help to raise

your score over time. 

5. Types of credit use—approximately 10 percent.

Do you have a “healthy” credit mix? This category

considers your mix or credit cards, retail accounts,

installment loans, finance company accounts, and

mortgage loans. This factor becomes important if

your credit score does not have a lot of other infor-

mation on which to base your score. 



Interpreting Your Score
Credit scores range from 300 to 850. The higher the
score, the lower the predicted list for lenders.
Approximate distribution of score ranges is as follows:

Below 620—20 percent

620-690—20 percent

690-745—20 percent

745-780—20 percent

Above 780—20 percent

Lenders receive up to four “score reason codes” with
each credit score. These reasons explain why your score
was not higher. The reasons can be more helpful to con-
sumers than the actual score. They can show consumers
the areas where their score may be improved over time.
The most frequently given score reasons are:

• Serious delinquency

• Serious delinquency, and public record or collec-
tion filed

• Derogatory public record or collection filed

• Time since delinquency is too recent or unknown

• Level of delinquency on accounts

• Number of accounts with delinquency

• Amount owed on accounts

• Length of time accounts have been established

• Too many accounts with balances.

Improving your score
To improve your credit score, concentrate on:

• Paying your bills on time

• Paying down outstanding balances

• Keeping balances low on credit cards and other
revolving credit products

• Applying for and opening new accounts only as
needed.

How credit scores impact interest rates?
Lenders use credit scores as a component in determining
the interest rate they will charge for a loan. However, the
actual interest rate for which you qualify will depend on
several additional factors including income, down pay-
ment, debt-to-income ratios, additional credit-related
evaluations, and other lender specific criteria. 

The following table shows examples of the impact of
FICO scores on average annual percentage rate (APR)
for several credit options in January 2003.

Examples of FICO Scores on APR

Home Mortgage – 30 Year Fixed

FICO Score 500-599 560-619 620-674 675-699 700-719

APR 8.690 8.312 7.641 6.491 5.954

Home Equity Loan

FICO Score 500-559 560-639 640-659 660-679 680-719

APR 12.430 11.180 9.680 8.905 8.405

60-Month New Auto Loan

FICO Score 500-589 590-624 625-659 660-689 690-719

APR 16.765 15.669 11.555 8.623 6.361

Note: These rates represent averages by credit score ranges. Each lender determines its own credit score ranges for the interest rate terms it offers. 
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What happens if I am denied credit
because of information on my credit
report or credit score?
The Fair Credit Reporting Act requires the lender to pro-
vide the name, address, and phone number of the credit-
reporting agency that supplied the information. Contact
that agency to find out what your report said. You
receive a free copy of your credit report if you request it
within 60 days of being turned down for credit. The
credit-reporting agency can tell you what’s in your
report; however, only the creditor can tell you why your
application was denied.

If you have been denied credit, or did not get the
interest rate or credit terms that you want, inquire if a
credit system was used. If so, ask which factors were
used in that system and the best way to improve your
application. If you were granted credit, ask if you are

getting the best terms available, and if not, why. If inac-

curacies in your credit report were the causes of higher

rates, take action to dispute the inaccurate information in

your credit report. 
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