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WHAT'S IN YOUR CREDIT SCORE 
Credit scoring has been in existence since the late 1950s, when it was first used by large retail stores and in 
finance companies to support lending decisions. 
 

Scoring has evolved over the years and today is utilized by a broad range of potential creditors, as well as 
insurance companies, mortgage lenders, and even employers. 
 
While there are several different versions of the credit score, the FICO 
score - introduced in 1989 by the Fair Isaac Corporation - has become 
the most commonly used measurement to evaluate an individual's ability 
to repay debts and determine how favorable payment terms will be.  The 
chart to the right summarizes the five categories - and corresponding 
percentages of importance - that are considered when calculating a 
FICO score, which ranges between 300 - 850.  To purchase your FICO 
score, visit www.myFICO.com. 
 

CREDIT SCORE FACTORS 
Because some parts of your bill-paying history are more important than 
others, different pieces of your credit history are given different weights 
in calculating your credit score.  Even though the specific equation for 
coming up with your credit score is proprietary information owned by Fair 
Isaac, we do know what information is used to calculate your score. 
 

 Payment History (35%) - Lenders are most concerned about whether or not you pay your bills.  The best 
indicator of this is how you’ve paid your bills in the past.  Late payments, collections, and bankruptcies all 
affect the payment history of your credit score.  More recent delinquencies hurt your credit score more than 
those in the past. 
 

 Amount Owed (30%) - The amount of debt you have in comparison to your credit limits is known as credit 
utilization.  The higher your credit utilization – the closer you are to your limits – the lower your credit score will 
be.  Keep your credit card balances at about 30% of your credit limit or less.  
 

 Length of Credit History (15%) - Having a longer credit history is favorable because it gives more information 
about your spending habits.  It’s good to leave open the accounts that you’ve had for a long time.  
 

 New Credit Inquiries (10%) - Each time you make an application for credit, an inquiry is added to your credit 
report.  Too many applications for credit can mean that you are taking on a lot of debt or that you are in some 
kind of financial trouble.  While inquiries can remain on your credit report for two years, your credit score 
calculation only considers those made within a year.  
 

 Mix of Credit (10%) - Having different kinds of accounts is favorable because it shows that you have 
experience managing a mix of credit.  This isn’t a significant factor in your credit score unless you don’t have 
much other information on which to base your score.  Open new accounts as you need them, not to simply 
have what seems like a better mix of credit.  

 

WHY YOUR FICO CREDIT SCORE IS IMPORTANT 
We’ve determined what makes up a credit score, but why is it so important?  Your credit score will follow you for 
your entire life and if you are ever trying to borrow money, the lender is going to look at your credit score to 
determine whether or not to lend money to you.  Need to buy a car?  They will check your credit score.  Looking for 
a mortgage? You can bet they are checking your credit score.  In fact, even some employers are checking credit 
scores when hiring to possibly determine who would make a good employee. 
 
Not only does your credit score determine whether or not you’ll receive financing, it also determines how much it 
will cost you to borrow that money.  People with higher credit scores are deemed to be less of a risk and therefore 
will typically receive the lowest interest rates.  Those with lower scores are viewed as more of a risk so the bank 
will offset that risk by lending you money at a higher interest rate.  And when you’re talking about larger loans such 
as buying a vehicle or a home, just an extra interest rate point could add up to thousands, and even tens of 
thousands of dollars wasted on interest. 

http://credit.about.com/od/usingcreditcards/a/latecardpayment.htm
http://credit.about.com/od/ac/g/bankruptcy.htm
http://credit.about.com/od/glossary/g/utilization.htm
http://credit.about.com/od/glossary/g/utilization.htm
http://credit.about.com/od/glossary/g/creditlimit.htm
http://credit.about.com/od/creditreportscoring/a/creditinquiry.htm
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TIPS FOR IMPROVING YOUR CREDIT SCORE 
A higher credit score can result in better financial options for you, including more attractive interest rates and loan 
terms, potentially saving you money over the long term.  As detailed above, the bulk of your credit score comes 
from your payment history and how much debt you actually have.  Those two items account for 65% of your score.  
So, if you’re really looking to improve your credit score, these are the areas you’ll want to tackle first.  While there 
are no quick fixes for increasing your score, here are some tips for raising it over time: 
 

Make timely payments - your payment history has greater influence on your credit score than any other factor.  
Paying at least a minimum amount on every debt - on or before the due date each month - will help boost your 
score.  Remember that paying your bills late or having an account referred to collections can negatively affect your 
score. 
 

Pay down debt - consider paying down your revolving credit rather than moving it around.  (Note that reducing the 
number of open revolving accounts but maintaining the same outstanding balance may actually decrease your 
score.)  So try to keep credit card and other revolving account balances low. 
 

Manage new account openings - the third-highest factor in determining your credit score is the length of your 
credit history.  Opening new accounts will lower your average account age, which may reduce your score - 
especially if you don't have a lot of other credit information.  If you've been managing your credit for a short period 
of time, be mindful of opening new accounts to rapidly. 
 


