THE COST OF A BAD CREDIT SCORE
Some of life’s biggest moments are also some of the most expensive. The average cost of a home
in the U.S. is more than $300,000. A college degree can easily top $100,000. Even the price of
new car can exceed $30,000.
According to Syracuse University, the average person can save thousands throughout their
lifetime by maintaining a good credit score. It can knock down the interest rate on a car by 10
percent and cut the amount a person pays in interest for a college degree in half. Maintaining a
good credit score can also keep you from joining the 1 in 10 unemployed people who are denied
a job due to poor credit.
When most people think about bad credit scores they think about their impact on the ability to
borrow but one thing they don’t think about is the impact on their careers. Prospective employers
will check credit history, particularly in the finance and insurance industries. How well you
manage your finances, including your credit score, can be an indication of how well you will
perform on the job.
Therefore, it’s important to understand what goes into maintaining a good credit score and to
know exactly what your current credit score is. A credit score is a numerical rating from 300 to
850 that expresses how much of a potential risk you may be to lenders. Simply put: A low
number means you are a risky investment.
While companies define their risk categories differently, the range tends to look something like
this: having a credit score that falls on the lower end of the spectrum can result in being denied
loans and even leases on apartments. A bad credit score is not only inconvenient, it is also
expensive. Even if you’re approved for a loan, your interest rate is determined in large part by
your credit score.
A credit score is based on your credit report information, usually from the three most prominent
credit bureaus in the United States: TransUnion, Equifax and Experian. The most common
calculation of a credit score is through the FICO method, which uses the following five factors to
determine a score.
1. Payment history — 35 percent: Often the most important part of your credit score, payment
history tells lenders if you have a history of paying your debts on time.
2. Amounts owed — 30 percent: A high amount owed is not necessarily a bad influence on credit.
FICO looks at your “Credit Utilization Ratio,” which is the percentage of your available credit
that is currently being used. For example, if your credit card sets your credit limit at $1,500 and
you keep a balance of $1,400, you may be at risk of negatively affecting your credit score.
3. Length of credit history — 15 percent: In general, the longer your credit history, the better.
For those just starting to build a credit history, don’t worry. It is still possible to maintain a high
credit score by paying extra attention to the other criteria.
4. Credit mix in use — 10 percent: The credit mix investigates the types and number of credit
accounts owned. While it is a good idea to maintain credit accounts, it is not a good idea to open
an account you don’t intend to use.

5. New credit — 10 percent: Opening multiple new lines of credit in quick succession can
negatively affect a credit score. Despite myths about credit inquiries being harmful, these alone
tend to have little to no effect.
Keep in mind that your credit score is just one factor lenders consider. They will likely
investigate your income, debt-to-income (DTI) ratio, and length of employment in addition to
your credit score before issuing a line of credit.
You’re entitled to one free credit report per bureau every 12 months, but to get your credit score
you’ll most likely have to pay a fee. Certain banks offer free credit scores with memberships.
You can purchase your score directly from FICO or find a credit report monitoring service you
like and purchase a subscription to get your credit score included for free.
It is important to monitor your credit report and immediately dispute any fraudulent or incorrect
information. If you have a checkered credit history, fixing a bad credit score is possible, but it is
a lengthy process. FICO provides a list of tips for repairing a credit score. The most important
word for those working to improve their scores is “patience.”
For more information contact the MSU Powell County Extension Office at 846-9791
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