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How Credit Scoring Began

Need to evaluate the risk of lending money
• Standardized, not based on personal judgment 

and first impressions.
• The Fair Credit Reporting Act passed in 1970.
• Created a regulated system to determine what information 

could be used to determine credit worthiness.
• Required bureaus to open files to the public & to delete 

negative files over time.

Presenter Notes
Presentation Notes
It all started with a need to evaluate the risk of lending money to consumers.  Lenders such as Banks, Credit Card Companies and Credit Unions use these scores to determine the creditworthiness based on an analysis of their credit records. Credit scores didn’t become important for lenders until the 1970s. Before then, the decision to extend credit to a consumer was largely based on the person’s character. This meant that even if you had a good credit score, you could get rejected if the banker didn’t like you.




Credit Scoring Models

3 major credit bureaus
• Equifax, Experian, and TransUnion
• Each creates their own credit reports.
• They don’t share info with each other.
• All likely to be different.

What is considered excellent for one might 
only be good for another. 

Presenter Notes
Presentation Notes
Equifax, Experian and TransUnion are three major credit bureaus. Each compiles its own credit reports. But they don’t share information with each other, so your credit report for each bureau may be different. Creditors are also not required to report to the bureaus, and many don’t report to all three, which is another reason your credit score from each agency is different.

Each credit bureau can have different credit information considered in each type of score model, so what might qualify as an excellent credit score for one bureau might only be considered good for another. 



Credit Scoring Models

Fico Scores 
• Widely used by lenders.  
• Credit-scoring algorithm created in 1989.
• Last updated in 2014.

Vantage Scores
• Created by Equifax, Experian & TransUnion.
• Created in 2006 to give more people scores.

Presenter Notes
Presentation Notes
Fico Scores – One of the most widely known scores used by lenders.  The software company, Fair Isaac Corporation, developed a consistent credit-scoring algorithm in 1989.
Vantage Scores – Created by the three top Credit Bureau Agencies (Equifax, Experian & TransUnion). This score was created in 2006.




Differences in Scoring Models

Fico Scores 
• Based on credit reports.
• Requires at least 6 months of activity.
• Doesn’t use trend data.

(Minimum payments or paying bill in full.)

Presenter Notes
Presentation Notes
FICO Scores –  To create a credit score based on one of your credit reports, you’ll need to have a credit account/tradeline that’s at least 6 months old with activity during the last 6 months.  FICO scores don’t usually use trended data  to assign a score such as if you only make minimum payments or pay your bill in full.



Differences in Scoring Models

Vantage Scores
• Uses trend data & patterns of behavior. (payment history)
• Credit History, Amount Owed, Length of Credit , 

New Credit, & Types of Credit.
• Devalues medical accounts in collection.
• Reflects positively to pay down debt over time. 

Presenter Notes
Presentation Notes
Vantage Scores – A Vantage Score is trended data.   Which looks at patterns of behavior rather than just a snapshot in time.  It not only looks at Credit History, Amount Owed, Length of Credit , New Credit & Types of Credit, it assigns less value to  medical accounts in collection.  It does not count a medical collection if it is less than 6 months old.  As consumers pay down debt over time it will reflect positively on their credit score.



What is a credit score?

Scores range from 250 - 850

FICO Very poor:
300 to 579

Fair:
580 to 669

Good:
670 to 739

Very good:
740 to 799

Excellent:
800 to 850

VANTAGE Very poor: 
300 to 499

Poor: 
500 to 600

Fair: 
601 to 660

Good: 
661 to 780

Excellent: 
781 to 850

Presenter Notes
Presentation Notes
What three-digit number is so important to financial health? Your credit score.
Credit Score - Scores Range from 250 – 850.

When a score doesn’t meet the minimum scoring criteria, it indicates that no score can be calculated, not that your score is “zero.” While you won’t have a credit score of zero, you also won’t start at a 300.




Who Uses Credit Scores?

Financial Intuitions
Will they loan 

money and at what 
rate?

Landlords
How likely you are to 

pay rent on time.

Employers
How a candidate 

handles their 
responsibilities.

Insurance Company
Statistically, those with 
poor credit are more 
likely to file claims.

Presenter Notes
Presentation Notes
The most obvious businesses would be banks, credit unions, mortgage companies, auto dealers, and credit card companies from whom you are seeking credit. Each one uses information from your credit report to determine how much credit to extend you and what interest rate to charge.

Landlords, utility, cable and cell phone companies use the information to determine if you would be a reliable customer.

Credit reports help insurance companies set their rates by assessing risk. Statistically, those with poor credit scores are more likely to file a claim,

For employers, it is a big picture snapshot of how a potential candidate handles their responsibilities. Companies need written permission from the employee or applicant to view a credit report. If you are denied a job because of a credit report, the company is required to provide an adverse action notice.



Forecast whether a consumer will default on certain types of 
accounts such as auto loans, mortgage loans, cellphone accounts 
and utility bills.

Forecast

Estimate the amount a consumer is likely to pay toward a 
delinquent account.Estimate

Predict which consumers might close a credit card or pay the 
balance down to zero and the probability that a consumer will 
respond to a direct mail credit card solicitation.

Predict

What the score is designed to do



Credit Behavior Affects Your Score

Current Credit behavior has 
a greater affect on your 

score than past behavior.

Creating new tradelines and 
history of positive  

payments can increase your 
score or decrease your score 
if too many new tradelines 

are opened too quickly.

Scores fall quickly at first. 
Signal that credit behavior is 

becoming risky.



Credit History 
Accounts for the largest  part of your score – 35%

Amount Owed
The 2nd largest part of your score – 30%

Length of Credit 
Accounts for 15% of your score.

New Credit & Types of Credit
Account for 10% each of the score

Credit History
35%

Amount Owed
30%

Length of Credit
15%

Types of Credit
10%

New Credit
10%

Five Factors of Your Score

Presenter Notes
Presentation Notes
Credit utilization - How much of your credit you’re using compared to your balance and how much credit you have available.
Credit mix and experience  - Do you have experience handling different types of credit?
Payment history – Do you pay your bills on time?
New accounts opened - How often you are applying for new lines of credit and opening new accounts.
Since various factors are more or less significant depending on the type of scoring model being used, your exact score with each model can be different. This may be relevant when applying for credit, so you might want to keep track of all your credit scores.



1. Payment History – Describes your bill-paying habits.
2. How Much You Owe - Total amount owed on all accounts. 
3. How Long You’ve had Credit – The longer history you have 

the better.
4. New Credit - The last applications or inquiries.
5. The Types of Credit Used (Mix) – Having revolving credit, 

installment account and mortgage accounts.

The Five Factors of Your Score

Presenter Notes
Presentation Notes
Credit utilization - How much of your credit you’re using compared to your balance and how much credit you have available.
Credit mix and experience  - Do you have experience handling different types of credit?
Payment history – Do you pay your bills on time?
New accounts opened - How often you are applying for new lines of credit and opening new accounts.
Since various factors are more or less significant depending on the type of scoring model being used, your exact score with each model can be different. This may be relevant when applying for credit, so you might want to keep track of all your credit scores.




Why Low Credit Scores Cost You

Borrower A Borrower B
Average balance $8,000 Average balance $8000
Car loans $20,000 Car loans $20,000
1st mortgage $350,000 1st mortgage $350,000
Never turned down for loan Never turned down for loan

Presenter Notes
Presentation Notes
Let’s look at similar 2 borrowers. They both have the same bills for the same assets. However, over the past year, they manage their bills differently. 



Why Low Credit Scores Cost You

Borrower A Borrower B
Paid bills on time Did not always pay bills timely
Paid more than minimum Only paid minimum
Spread balances across cards High balances on few cards
Average interest rate = 9.9% Average interest rate = 19.9%

Credit Score = 750 Credit Score = 600 

Presenter Notes
Presentation Notes
Their actions over the year will generate 2 different credit scores. 
Your score and where it falls tells lenders and credit card issuers how likely you are to pay off a loan, pay off a credit card, make late payments, and default on payments. In other words, it tells them if you’re an acceptable risk and if they should approve you for a loan or credit card.





Why Low Credit Scores Cost You

Borrower B

Will pay significantly more!

$40,000 more on credit cards

$13,487 more on auto

$68,261 more on 1st mortgage

$199,984 more on 2nd mortgage

Presenter Notes
Presentation Notes
A low score doesn’t necessarily mean lenders won’t give you a loan or card. Instead, it can mean they do so at a higher interest rate and with inferior loan terms. In other words, to offset the risk you pose, they charge you more interest or a higher annual fee. ��Those fees and higher rates can add up significantly over time. 




Points To Keep In Mind

• Check your credit report to make sure there are no 
errors.  Make sure that all accounts listed are yours and 
balances seem correct.

• Make sure that your name and social security number 
are reporting correctly.  Sometimes Sr. & Jr. gets mixed 
up on the report.

• Make sure that addresses and places of employment 
are correct.



Where To Access Your Credit Report

• Experian.com/consumer-products/free credit report.html
• transunion.com/myoptions
• Equifax.com
• AnnualCreditReport.com

You can request your credit reports from each bureau for free once each year.

Presenter Notes
Presentation Notes
You can see your credit reports from each bureau for free once each year by visiting AnnualCreditReport.com and requesting copies. When you get your free credit reports through AnnualCreditReport.com, you only get your report and not your score. If you want to see your actual credit score, you’ll need to buy it from the credit bureau or other service. 

http://www.experian.com/consumer-products/free%20credit%20report.html
http://www.transunion.com/myoptions
http://www.equifax.com/
http://www.annualcreditreport.com/


Improving Your Credit Score

 Pay your bills on time – One late payment can lower scores.
 Pay down your debt – Only use 30% of your total available credit. (Or less!)
 Do Not Close out Accounts – Can shorten credit history.
 Don’t apply for credit you don’t need – Triggers a “Hard Pull.”
 View it yearly – Watch for inconsistencies and errors.
Dispute errors

Need Help? Schedule an appointment with a FECA Credit Counselor!

Presenter Notes
Presentation Notes
Improving your credit score takes time. Focus on good credit behaviors—they’ll reflect positively on you no matter which score a potential lender is looking at. These good credit activities include:
Having a good payment history with no late payments
Avoiding closing old accounts if possible
Maintaining a strong credit utilization ratio
- Many credit experts say you should keep your credit utilization ratio — the percentage of your total credit that you use — below 30% to maintain a good or excellent credit score.
Credit utilization is a major factor in your credit score, so it pays to keep an eye on it. View the 30% rule as a good guideline but be aware that using even less is better for your score.

- If your credit is fair or poor, find out why. Then you can address the factors and work to improve your score. 




Hard Pulls vs. Soft Pulls

• Hard Pull
A credit inquiry is performed when you attempt to open a 
new line of credit. Such as applying for secured loans and 
credit cards.  These can affect your score.

• Soft Pull
When you request a copy of your credit report. Also when 
an employer or landlord pulls your credit history. These do 
not count against you or lower your score.

Presenter Notes
Presentation Notes
Hard inquiries happen when a lender looks at your credit report because you’ve applied for credit. A hard inquiry affects your credit score—lowering it by 5 to 10 points! The inquiry can stay on your credit report for up to two years, but it will impact your score for only 12 months. Though hard inquiries make up only 10% of your score, try to minimize credit inquiries to maximize your score.

When you need an auto loan or mortgage, it’s normal to shop around to find the best rates. Depending on the scoring model used, if you do your loan shopping in a 14- to 45-day span, the inquiries can be lumped into a single inquiry and affect your score less.

Soft inquiries don’t affect your credits score.



Disputing Errors Online
The three major credit bureaus have links on their website to 

dispute and check the status of disputes.

Creditors are given 30 day to respond to a credit bureau 
investigation but could settle in less time.

Disputing and correcting errors online can 
save you time… and aggravation.

Presenter Notes
Presentation Notes
Both the credit bureau and the business that supplied the information to a credit bureau have to correct information that’s wrong or incomplete in your report. And they have to do it for free. To correct mistakes in your report, contact the credit bureau and the business that reported the inaccurate information. Tell them you want to dispute that information on your report.

You should dispute with each credit bureau that has the mistake. Explain IN WRITING what you think is wrong, include the credit bureau’s dispute form (if they have one), copies of documents that support your dispute, and keep records of everything you send.



FECA can help you take the 
first steps.

Schedule an appointment 
with a FECA Credit Counselor!

Presenter Notes
Presentation Notes
Want assistance in getting started? FECA can help you on your path to improving your credit. You can contact us online or reach out to your local branch to schedule Credit Counseling with one of our certified Credit Counselors.




Got questions? 
Contact us! 

• Message us within the FECA mobile app.
• Leave a message online: fecca.com/contact-us
• 800-228-8513 or 901-344-2500

https://fecca.com/contact-us/


http://www.fecca.com/
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