BUILDING OR REBUILDING YOUR CREDIT

Why is Good Credit So Important?

If your financial goals include major purchases, you'll probably need to take out a loan.
Most people don’t have $100,000, or even $15,000, at one time, so instead, we
borrow the money, and pay it back over time.

Your lenders are interested in one thing: how reliably you will pay them back—your
financial future. Your financial history shown in your credit report helps lenders
judge your future. Your credit report may determine whether you can get a loan,
and how much the loan will cost you.

If you’re worried that your financial history doesn't really reflect what you believe your
financial future looks like, just remember this:

Your financial future begins today.
You can’t erase the past, and your past can remain on your credit report for years. But, you

can demonstrate good habits starting today that can show lenders that your financial future
is a bright one.
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Your Credit Score

Your credit score may be the single most important number in your financial life.
It's going to be a major factor in whether you can get a loan or credit card, and
if you can, what rate you’ll be given.

What’s a credit score or a FICO score?

Your credit score is a number that is created based on information in your credit report (see
section on credit report). The most common type of credit score used today is called a FICO
score and scores range from 300 to 850. Your FICO score is updated monthly and can
change when companies report information about you to the credit bureaus. If a credit report
is a “financial report card,” a credit score is similar to your final grade. Although creditors are
not required to use the FICO score, most do use FICO and their own internal scores.

What is a “good” score?

Almost 75% of the U.S. population with scores have a score of 650 or above. Another 50
million Americans have no score at all. That means that about 74 million Americans have no
score or a score below 600.
In general, though, the higher
your score the better. The
lower your score, the more
you will likely be charged
through higher fees and/or
higher interest rates. To get
better rates, your score
should be above 720.
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What goes into a FICO Score?

FICO scores are figured out using a very complicated formula. The major factors and about
how much they weigh in calculating your score:

Mix of Type Some loans like mortgages
of Credit

look less risky than other loans,
like personal loans.

Recent Inquiries
and Applications

for More Credit

The number of accounts
you’ve opened recently,
and how many “inquiries”
you've had on the account.

Payment
History

Your history of paying

to a wide variety

of accounts, including
credit cards, store cards,
installment loans,
mortgages and others,
along with how long past
due the accounts are and
the amount past due
and how long since

you went past due.

Length of Your /

Credit History
Total /

Both how long the accounts
Amount Owed

have been opened and how
long it’s been since you had
any activity on the account.

The amount you owe on a wide variety
of accounts, and how much of your
available credit you've already used.

SOURCE: www.myfico.com

GENERAL INFO

Debt-credit ratio: The
amount of debt you owe
compared to the amount
of credit you have avail-
able to you. If you have
more credit available
than debt owed, this can
help boost your credit
score.

INSIDER TIP

Any time you apply for
more credit, or a new
loan, a lender may
“inquire” about your
credit. Too many
inquiries could hurt your
credit score. Why?
Because lenders may
think that you’re desper-
ate for new credit or
money. Applying for a
new loan occasionally is
unlikely to drop your
score. And creditors
understand that if you’re
shopping around for
something like a mort-
gage or car loan, you
may have a number of
inquiries from various
lenders. As long as
inquiries happen within a
short period of time, they
may be treated as a sin-
gle inquiry and may not
have much impact on
your score.



BUILDING OR REBUILDING YOUR CREDIT

Did You Know???
Credit reports are not
just for banks—they
are also used by

others, including

insurance compa-
nies, landlords and
even potential
employers, who use
these reports to tell
them whether you
have good financial
habits. So even if
you aren’t looking for
a loan, your history
can affect you!
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What’s a credit report?

Your credit score changes when companies send updates to credit bureaus about your
accounts with them. Your credit report is a detailed record of your history of borrowing
money and paying it back—your “report card” about your credit standing. Any time you
borrow money—personal loans, auto loans, credit cards—your payment history can
become part of your credit report. The reports are used by most lenders when considering

whether applicants qualify for home, credit card, car, boat, education and other loans and
how much the loan will cost (interest rate and fees).

Who puts together the credit reports?

The credit reports are provided by credit reporting agencies also known as credit bureaus.
There are three major national credit bureaus—Equifax, TransUnion and Experian, as well as
many smaller regional and local bureaus. Credit bureaus create a credit report based on
information creditors send them about their customers. There are slight differences in the
information reported to the bureaus, so your report can vary depending on the bureau.

Sections of Your Credit Report

Most credit reports include the following basic information, but each credit bureau may list
the information in a different order.

Personal Information Your name(s), social security number, birth date, spouse’s
name, current and previous phone numbers, and current and previous addresses.
Account Information For each accounts, the report may list some or all of the
following categories, depending on what information creditors have reported. They may
be separated into Accounts in Good Standing and Derogatory Accounts (accounts with
negative information reported).

Creditor information Name of
creditor, mailing address, phone
number and your account number.

Credit limit or Original loan amount

High balance The most you've

owed on this account
Status Open, Closed, Paid, Never

Late, In Collections, Charged-Off, etc.
Date opened

Date of last report

Type of account Usually
revolving like credit cards or install-
ment like auto loans, or mortgage

Responsibility Whether you
are an individual account holder,

co-signer, authorized user, or
other

Recent balance The amount you
owe now

Recent payment The most recent
amount reported as paid

Late payments Date of missed
payments, # of times late, how late
payment was (30, 60, 90 days, etc.)

Other Some creditors report a history
of your balances or your credit limits

Public Records Details of public records like bankruptcy, liens,

overdue child support or alimony, court actions, etc. These records can
remain on your credit report for 7 to 10 years.

Inquiries or Requests for Information List of businesses who received
information from your credit report by the credit reporting agency. “Soft requests” are
requests you did not initiate (current creditors reviewing your report or potential creditors

looking to send you a pre-qualified offer) and do not harm your credit score. “Hard
requests” occur when you apply for credit and these can affect your credit score.



BUILDING OR REBUILDING YOUR CREDIT

INSIDER TIPS

® Most lenders will con-
sider your payment
late if you pay less
than the minimum Build a Solid Payment History—

requtired_or if your pay- @ Pay all of your bills on time, even if it's just the minimum payment. Make sure that you
ment afrives even one send in the full payment due every month, and that your payment reaches the company

day after the due date.
Some lenders require before the due date.

What Steps Can You Take
to Improve Your Credit?

the payment to arrive ® Remember that all payments are important. Your credit report may include missed
before a certain time payments to various creditors such as your phone or electric companies or a debt buyer.
on the due date. Also, bankruptcy filings, failure to pay chilld support or civil suits can show up in the

® Check your account “public records” section of your report and hurt your credit.
terms to find out the
due date and cut-off Don’t Max Out Your Accounts—Don't use up too much of the credit available
time for each lender. to you. If you get an increase in your credit line, don’t spend it all at once—lt is also good to

® Some creditors will take have more credit available in case of emergencies.

overnight payments at a
special address or offer
pay-by-phone services
to help you get a pay-
ment in on time.

Show a Long Credit History—=Keep your card
accounts open, even if you pay a card off in full. This can help
reduce your debt-to-credit ratio. It can also help you to maintain
' arelationship with your lender and possibly qualify you for bet-
ter credit terms if the lender knows you have been a good cus-
tomer. Your credit score takes into account the length
of time your accounts have been open. You want to
show a long history of borrowing and paying
back money reliably.

)

Only Apply For Credit You
Need—Don't take out or apply for too
many loans at once. It can make you

look desperate for money—not a good
sign to lenders.

Don’t Take Out Too
Many Types of Loans—
Don’t take out new department
store credit cards just because
they are offering you a discount.
It's generally better to carry only a
small number of cards at once,
and not apply for credit you
don’t need. Plus it is easier to
keep track of your payments
with fewer cards.





