)5l g et By: Giovanna M Benitez,

FCS Financial Management Agent 1

Understanding Credit

The Five components of Credit Scores County

Marion

FLORIDA
EXTENSION SERVICE

FCS2301-0816

Credit bureaus collect a series of information that composes a credit report. A credit report has personal
information and financial decisions that have been made by the account owner, that’s you! A credit report
has your name, birthdate, social security number, current employer, employment history,
homeownership, income, previous addresses, and creditors who have requested information on your
behalf. Based on open lines of credit, your credit score is composed of five pieces of pie.

New Credit -10%

Establishing credit can open many financing
opportunities. Establishing and maintaining
good credit ratingis crucial in obtaining
reasonable interestrates. Openinga new line of
credit can affect up to 10% of an applicant’s
credit score. Opening a credit card, line of credit,
or vehicle financingis not bad. However, when
an applicant hastoo many inquiriesinashort
period, not only does it drop anapplicant’s credit
score because of hard inquiries, butlending
institutions caninterpretitas a sign of credit
risk.Itis recommendedto space out

credit applications for atleastsixmonths or
longer. If you are considering purchasinga home,
avoidapplyingfor new credit at least six

months before startingthe home-buying
process.
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Length of Credit History -15%

Credit history is based on the average age of
open credit lines. The longer the credit history,
the better the creditscore. Closing an account
can affect credit length history, especially if the
credit line is the oldest. The same rule applies
when a new credit line is open. Opening a new
credit line lowers the average age of all open
lines of credit available and, thus, reduces the
account owner's credit score by up to 15%.

Credit Mix-10%

Credit Mixon a credit reportiswhen thereisa
variety of open credit on acredit report. Two
types of creditarerevolvingcreditand
installment credit. Creditcards and home equity
Lines of creditare examples of revolving credit.
Revolving credit is when the borrower can
borrow as much or as little up to the available
credit limit. It has a flexible repayment plan
based on how much the borrower has borrowed.
Yet, mortgages, car, and student loans are prime
examplesinstallmentloans. Installment loans
have a specificpaymentamount for a set
amount of time.

AmountOwed -30%

Credit reportingagencies calculate the amount
owed by dividingthe available credit. The
number is called the credit ratio. The amount
owed on credit has a30% impacton credit
reports. It is essentialto keep revolving credit
balances below 30%. Closing unused credit
cards will reduce the amount of available credit
and increase the credit ratio, affecting and
decreasingcreditscores.

Payment History -35%

There are no quick fixes on a paymenthistory
when we default on a payment. Those who
promiseto erase accurate negative
information from creditfiles are scams. They
can’t deliver those promises! Only time and
makingon-time payments willimprove your
credit report. Accurate negative informationcan
stay on your credit reportup to 10 years.
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