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I. UNDERSTANDING YOUR CREDIT

Credit reporting agencies are companies that gather information on consumers who use credit
cards and sell that information in the form of credit reports to grantors, such as banks, finance
companies and retailers. Credit bureaus keep records of consumer debt and how regularly these
debts are repaid. They gather information from creditors who send payment data to credit
bureaus, usually monthly, showing what each account-holder owes or has paid. The data show
if payments are up to date or overdue and if any action has been taken to collect overdue bills.
The credit bureau adds this data to existing information in consumer files, creating a history of
activity on consumer accounts.
Experian
PO Box 2002
Allen, TX 75013-0949
(888) 397-3742
www.experian.com

Equifax
PO Box 740241
Atlanta, GA 30375
(800) 685-1111
www.equifax.com

Trans Union LLC
2 Baldwin Place
PO Box 2000, Chester, PA 19022
(800) 888- 4213
www.transunion.com

What is credit scoring?

Credit scoring is a method of measuring the likelihood that an individual will repay a credit
obligation as agreed. In other words, it is a numerical representation of “What’s the probability
that the lender will get its money back, on time, as agreed, and in full?” To maintain a good credit
score, a consumer needs to show that he/she can be responsible with someone else’s money.
To begin, you should understand that there is no quick fix for a poor credit score. Scores reflect
credit payment patterns over time with more of an emphasis on recently reported information than
older information. Be very cautious of any person or company that promises, for a fee, to quickly
“repair” your credit.
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I. UNDERSTANDING YOUR CREDIT
The most common scoring model used by lender is FICO. Scores range from 300 - 900. The
higher the score the lower the risk.

What Makes Up a Credit Score?

Payment History

10%
10%

35%

Amounts Owed
Length of Credit History

15%
New Credit

30%

Types of Credit

Credit scoring uses the following factors to calculate
your score:
1.
2.
3.
4.
5.

Payment History (35%)
Amounts Owed (30%)
Length of Credit History (15%)
New Credit (10%)
Types of Credit (10%)
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I. UNDERSTANDING YOUR CREDIT
How to conduct your own credit check-up?
Even if you have not been denied credit, you may want to find out what information is in your
credit file. Some financial advisors suggest that consumers periodically review their credit reports
to check for inaccuracies or omissions. This could be especially important if you are considering
making a major purchase, such as buying a home. Checking in advance on the accuracy of
information in your credit file could speed the credit granting process.
The three major credit-reporting agencies (or bureaus) in the U.S. are Experian, Equifax and
Trans Union LLC. In order for you to know what is being reported by these agencies, you should
obtain a copy of your credit report.
An amendment to the Fair Credit Reporting Act (FCRA) requires each of the nationwide credit
reporting companies — Equifax, Experian, and TransUnion — to provide you with a free copy of
your credit report, at your request, once every 12 months.
The three nationwide credit reporting companies have set up one website, toll-free telephone
number, and mailing address through which you can order your free annual report. To order,
visit annualcreditreport.com, call 1-877-322-8228, or complete the Annual Credit Report
Request Form and mail it to:
Annual Credit Report Request Service
P.O. Box 105281
Atlanta, GA 30348-5281
You need to provide your name, address, Social Security number, and date of birth. If you have
moved in the last two years, you may have to provide your previous address. To maintain the
security of your file, each nationwide credit reporting company may ask you for some information
that only you would know, like the amount of your monthly mortgage payment. Each company
may ask you for different information because the information each has in your file may come
from different sources.

Why don't my free credit reports
include credit scores?

Your credit report and your credit score are not the same thing. Your credit report contains
information that a credit reporting company has received about you. Your credit score is calculated
by plugging the information found in your credit report into a credit score formula. You may have
multiple credit scores based upon who provided the score, and whether the company providing
the score used their own scoring model or used a model available from a third party.
Federal law gives you the right to ask for a copy of your credit report from each nationwide credit
reporting company every year for free. However, the law does not require the credit reporting
companies to provide a free credit score.
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I. UNDERSTANDING YOUR CREDIT
What does the credit report disclose?
Credit reports vary slightly between agencies; however, most reports include:
1.

Identification Information - full name, last two addresses, social security number, date of
birth and place of employment.

2.

Detailed Information on the Accounts that are listed - name of the creditor, date the account
was opened, original balance or credit limit, current balance, term of the account, late
payment history and the current status of the account. This information comes from the
companies that do business with you.

3.

Public Record Information - bankruptcies, state and county court records of tax liens and
monetary judgments. This information comes from public records.

4.

Credit Report Inquiries - each time a creditor requests a copy of a credit report (called an
inquiry), it is recorded on your report as "non-evaluated" by the bureau. This can
sometimes have a negative connation if there are many inquiries with no subsequent
accounts opened. Other creditors who later see this might assume the consumer was
turned down, even though there are other possible explanations for the inquiries.
Consumer Statement - There is a space on the report for you to place a personal statement.
This statement allows you to challenge or explain any creditor entry in the file, 100 words
or less.

5.

The credit reporting agencies maintain individual credit files for each U.S. resident. They do not
maintain combined files for spouses. Therefore, your credit report is separate and different from
your spouse’s. Joint credit accounts you have with your spouse will appear on both credit reports.
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I. UNDERSTANDING YOUR CREDIT
Sample Credit Report from Equifax

Revolving
accounts
are
charge
accounts that have a credit limit and
require a minimum payment each
month, i.e. credit cards.

This is a summary of the account.

Detailed information of the
account.
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I. UNDERSTANDING YOUR CREDIT

Gives payment history for the
last five years. * denotes
payment received on time.

8
Information from “Building a Better Credit Record” Produced by the Federal Trade Commission in cooperation with Associated Bureaus, Inc.
Equifax: "How to Read Your Credit Report"

I. UNDERSTANDING YOUR CREDIT
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I. UNDERSTANDING YOUR CREDIT
A request for your credit history is
called an inquiry. Inquiries remain on
your credit report for two years.

There are inquiries that may
impact your credit rating.
These inquiries are made by
companies with whom you
have applied for a loan or
credit.

There are inquiries that do not
impact your credit rating. These
inquiries include requests from
employers, companies making
promotional offers and your
own requests to check your
credit. These requests are only
viewable to you.
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I. UNDERSTANDING YOUR CREDIT
Accounts that contain a negative
account status. These accounts
remain a part of your credit report
for up to ten years from date of last
activity. The date of last activity is
the last date financial activity was
reported by the lender.
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I. UNDERSTANDING YOUR CREDIT

A collection is an account that has been
turned over to a collection agency by a
creditor.
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I. UNDERSTANDING YOUR CREDIT

Public record information includes
bankruptcies, liens or judgements and
comes from federal, state and county
court.

This information is added to your
file either when creditors enter
requests to view your credit
history, or when you report it to
Equifax directly.

Personal statement added by the
consumer
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I. UNDERSTANDING YOUR CREDIT

How long do items remain on my credit report?
Payment in full does not remove a particular entry from a payment history. The credit bureaus
store information from credit grantors and public records, including bankruptcies, judgments and
liens. Missed payments and most public record items remain on the credit report for seven years,
except for consumer bankruptcies, which can remain for up to 10 years. Active positive
information may remain on the report indefinitely. Requests for your credit history remain on the
credit report for up to two years.
The length of time information remains on the credit file varies, as follows:
ITEMS

LENGTH OF TIME

Chapter 7 Bankruptcy

10 years from the date of entry or the date of discharge

Chapter 13 Bankruptcy

7 years from the date filed

Suits & Judgments

7 years from the date filed, whether paid or not

Paid Tax Lien

7 years from the date paid

Unpaid Tax Lien

Can remain on the file indefinitely

Collections/Charge-offs

7 years from the date placed in collection or from date of last
activity

Records of arrest,

7 years from date of incident indictment, dispositions parole

Any other adverse info.

7 years from date of delinquency action

“Hard” Inquiries
“Hard” inquiries are inquiries for the purpose
of granting or denying an application for
credit.

2 years from date of entry

Accounts Paid as Agreed

For up to 10 years from the date of last activity

A divorce decree does not supersede the original contract with the creditor and does not release
a consumer from legal responsibility. To release a consumer from liability, the consumer must
contact each creditor and requires a legal release of obligation. Only after the release has been
approved can the credit history be updated.
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I. UNDERSTANDING YOUR CREDIT
Common credit problems
You may have credit problems that will need to be resolved before you can
realistically obtain financing to purchase a home. Some common
problems include:
Late payments: If you don’t pay your debt obligations on-time each month, a late fee will be
charged to your account. These late fees and payments will lower your credit score. Delinquent
payments can have a major negative impact on your credit score. This applies to all your accounts,
including utilities.
Lack of credit:
Excessive debt: This means long-term debt (over 6 months) which exceeds 38-40% of your gross
monthly income
Erroneous information on your credit report: This is why checking your credit report annually is
so important.
Accounts which have been turned over to collection agencies
Judgments, IRS tax liens, and / or bankruptcies.
Charge-Off: a.k.a. “write-off” or “non-performing asset”; a charge-off doesn’t remove the
obligation. A charge-off is considered as “due in full” due to a breach of contract.

You may qualify in all respects except credit history. Types of credit limitations that are common
include:
1. Young and working at first job
2. A married woman which has relied solely on the husband's credit
3. Recently divorced or widowed with no separate credit history
4. Always paid cash for purchases.

When there is no credit history because of never borrowing money to buy
a car, stereo or other goods, it's important that you establish a credit file,
which shows your willingness and ability to repay debts.
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I. UNDERSTANDING YOUR CREDIT
Bankruptcy
Bankruptcy is a federal law that establishes an orderly process to provide protection to debtors
and fair treatment to creditors. Bankruptcy is an option to deal with a financial crisis, but all
consumers are urged to fully understand the process and potential ramifications.
Chapter 7 and Chapter 13 - The two most common types of consumer bankruptcy are referred
to as Chapter 7 and Chapter 13 bankruptcies.
Chapter 7 bankruptcy is a roughly 90-day process that gives you the opportunity to wipe the slate
clean, eliminating many or all your debts without having to make any future payments. "Discharge"
is the legal term that means you no longer have a legal obligation to repay a debt. In a Chapter 7
bankruptcy, your assets can be at risk and some debts will not be discharged.
A Chapter 13 bankruptcy is a three to five-year repayment proceeding. In Chapter 13, you gain
protection for your assets, and you can repay certain debts such as child support arrearages,
taxes, car payments and home mortgage arrearages over a three to five-year period rather than
having your wages garnished or your assets seized. In exchange for this added benefit, you must
agree to make a monthly payment of your disposable income to repay a portion of your debts.
Will bankruptcy help my situation?
Bankruptcy can give you a fresh financial start on life and can seem very attractive to people who
cannot afford to pay their bills as they become due. However, the process is not for everyone.
Filing for bankruptcy comes with attorney fees and court costs, filing will have a negative impact
on your credit report, and it may be difficult to obtain credit for 2-3 years following a bankruptcy.
You should always talk to a licensed bankruptcy lawyer to assess the pros and cons of filing in
your situation.
What will happen to my credit rating?
A Chapter 7 bankruptcy case will be reported by credit reporting agencies for 10 years. A Chapter
13 bankruptcy case will be reported by credit reporting agencies for seven years.

NOTE: The information contained herein is for educational purposes only and is not legal
advice. You should seek advice from a legal professional regarding your situation.
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I. UNDERSTANDING YOUR CREDIT

If you find an error, you may dispute it online – go the websites for the main credit reporting
agencies. You’ll need to write a letter that specifying the account number of an item you feel is in
error and explain exactly why you feel it is inaccurate. You may need to include copies of “paidin-full” or “satisfied” receipts. Simply saying an item is wrong does not give enough detail to help
resolve the issue. Investigations of disputed items can take up to 30 days or up to 45 days for
items disputed on an annual free credit report.
Use this sample to draft a letter disputing errors on your credit report.
Your letter should clearly identify each item in your report you dispute, state the facts and
explain why you dispute the information, and request that it be removed or corrected. You
may want to enclose a copy of your report with the items in question circled.
Send your letter by certified mail, “return receipt requested,” so you can document what the
credit reporting company received. Remember to include copies of the applicable enclosures
and save copies for your files

To begin, you should understand that there is no quick fix for a poor credit score. Scores reflect
credit payment patterns over time with more of an emphasis on recently reported information than
older information. Be very cautious of any person or company that promises, for a fee, to quickly
“repair” your credit.
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I. UNDERSTANDING YOUR CREDIT
SAMPLE DISPUTE LETTER

Date
Complaint Department
Company Name
Street Address
City, State, Zip Code
Dear Sir or Madam:
I am writing to dispute the following information in my file. I have circled the items I dispute on
the attached copy of the report I received.
This item (identify item /items disputed by name of source, such as creditors or tax court, and
identify type of item, such as credit account, judgment, etc.) is inaccurate/incomplete (choose
one) because (describe what is inaccurate or incomplete and why.)
I am requesting the item be removed (or request another specific change) to correct the
information.
Enclosed are copies of (use this sentence if applicable and describe any enclosed
documentation, such as payment records and court documents) supporting my position.
Please reinvestigate this/these matter/matters and (delete or correct) the disputed item/items
as soon as possible.
Sincerely,
[Your Name]
[Your Address]
[Your City, State, Zip Code]
Enclosures: (List what you are enclosing.)
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I. UNDERSTANDING YOUR CREDIT
How Do I Improve My Credit Score?
If you recently filed for bankruptcy, a stable income and two to three years of solid money
management can help rebuild your credit history. Here are ways to help rebuild your credit.
1.
Make all payments on time.
A late payment damages your credit score. Delinquent payments, even if
only a few days late, can have a major negative impact on your credit score.
This applies to all your accounts, including utilities. And every late payment
reaffirms your creditors' belief that you are a bad credit risk.
2.
Open a bank or credit union account. If you don't
already have a checking or savings account,
consider opening one. This sends a positive
message to lenders about your ability to manage
your finances.

3.
Avoid high-interest loans.
Payday loans and cash advances have extremely high interest
rates. Try to avoid them and make sure you know what is expected of
you before you take out a loan.

4.
Apply for a secured credit card.
These cards are guaranteed by a bank account, such as a
savings account. This limits the amount you can spend while
establishing a positive credit history. These cards can be
beneficial in improving a credit record, particularly if you’ve
never had credit or have a poor credit history.
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I. UNDERSTANDING YOUR CREDIT
5.
Get educated. There are computer programs, books and courses
available that teach people about financial planning and money
management.

6.
Show that you are a responsible consumer.
If you have a credit card, always make timely payments. Pay your utility
bills on time. Don't live beyond your means or purchase anything that
you can't afford.

7.
Make a budget and stick to it.
Having nice car and expensive clothes are nice, but if you must put
items on a credit card to pay for them, you cannot afford to buy
them.

8.
Keep credit card balances well under the credit limit.
Try to use no more than 50% of your available credit lines. In
general, having credit cards and installment loans (and
making timely payments) will raise your score. People with no
credit cards, for example, tend to be higher risk than people
who have managed credit cards responsibly.
9.

Keep your debt-to-income ratio low. Your debt-to-income
ratio (DTI) is your debt load versus the amount of income you
bring in each month. The lower your DTI, the higher your
credit score.
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I. UNDERSTANDING YOUR CREDIT
10.
Apply for and open new credit accounts only as needed. Don't
open accounts for the 15% store discount or for more spending.

11.
Avoid bankruptcy and foreclosure if possible. Understand
that bankruptcy and foreclosure should be used only as
necessary because each will have a significant negative
impact on your credit score, especially during the first 24-36
months. But it is possible to recover.
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I. UNDERSTANDING YOUR CREDIT
OTHER COMMON CREDIT QUESTIONS

What impact does “maxing out” your credit cards have on your credit score?
Don't even come close to "maxing out" on your credit cards. It's statistically better to have
smaller balances on more cards than high balances relative to your credit limit on just a few
cards. Keep your balances less than 40% of the total amount owed, can improve your score.

Should I open new credit
card accounts?
Don’t open a lot of new
accounts just to increase the
score. This may initially lower
your score.

What impact does paying on time
have on your credit score?
Pay everything on time, in the amounts
agreed upon. That's probably the single
most important factor in your score, but
it's not something you can fix overnight.
The longer you pay on time, the better
the score.

Should I close unused credit cards?
Don’t close unused credit cards as a strategy to improve your score. Scoring models
include length of credit history, so it helps to have established accounts that have been
open and managed well.
Closing unused credit cards might lower the score because:
a. Late payments don’t disappear from the credit report if the account is closed;
b. Long established account history shows long history of managing credit.
c. Having available credit doesn’t lower the score.
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