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	Save Money By Boosting Your Credit Score
 by Michelle Pastor, MBA, Accredited Financial Counselor, Certified Credit Report Reviewer, and a

 Sand Creek Financial Counselor  (From The Sand Paper, Summer 2006 edition)

	
	



	

	
	
	
	





























As a financial counselor, I am often asked by clients to help boost their credit score. Credit scores have become one of the most important indicators of your financial well-being. Everyone knows that potential lenders will look at your credit score to decide if they can lend you money, but few realize how much money they can save by boosting their credit score. For example, when a consumer slides from an “Excellent” credit rating to just “Good”, it has a big impact on his/her finances. The difference between “Excellent” and “Good” may not sound like a big deal but that change may increase an interest by almost 1%. The 1% translates to an extra $240 payment per month on a $200,000 mortgage or almost $87,000 extra for the life of a 30 year mortgage. It’s no wonder that consumers should try to maintain the best credit score possible. 





We’ll look at some ways to raise your credit score but first, let’s cover the basics. Your FICO (Fair Issac Company score is a 3 digit number that indicates how risky you are to a lender. The higher the score, the safer you are to a lender, and the lower the interest rate you pay. A FICO score of 750-850 is considered excellent, 650-749 is good, 550-649 is fair and less than 550 indicates that your credit score is poor.





Your credit score is weighted as follows:





35% Payment History—Do you pay your bills on time? Even one late payment can lower your credit score by as much as 100 points.





30% Outstanding Debt—If any of your credit card balances exceed 50% of your credit limit, your credit score will take a hit.





15% Length of Credit History—The longer you have had credit, the better.





10% Credit Mix—A good mix of secured and unsecured credit helps your score. Secured debt includes a mortgage or a car loan and unsecured credit is either credit card debt of a line of credit.





10% Searches for Credit—Credit checks by a potential lender will lower your score because they indicate that you are applying for new credit.





You are entitled to a free credit report from each Credit Reporting Agency (Experian, Equifax and Trans Union) once every 12 months. To get your free credit report, call 877-322-8228 or visit www.annualcreditreport.com. Your credit score is not automatically given to you with your free credit report so if you want to see your credit score, you must request it and it will cost about $12.





Once you have your credit report, look it over carefully and make sure that every credit account or loan is yours and that the payment history is reported accurately. If you find an error, fill out the form that you receive with the credit report and send it to the appropriate credit reporting agency.


Others ways to boost your credit score:





Pay your bills on time. Over a long period of time, this is the surest way to a better credit score.





Remove negative items that are more than 7 years old. Other than a bankruptcy which will stay on your report for 7 to 10 years, unpaid accounts and late payments should “fall off” your credit report after 7 years. If they don’t, you will need to dispute the information to have it removed.





Pay down balances to less than 50% of the credit limit. It’s better for your credit score when you borrow less than half of your eligible credit limit.





Don’t ask the credit card company to reduce your credit limit as you pay a card down.


This will reflect poorly in your credit score because it will look as if you are borrowing close to the credit limit.





Don’t close unused credit cards as a short-term strategy to raise your score. Again, this will reduce your available credit and appear that you are borrowing close to your limit. The rule of thumb is to borrow only 50% of your credit limit on each card.





Pay off debt rather than move it around. Your credit score will take a hit as you chase financing deals and open new credit accounts, because with each new card, the lender will perform a credit check.





Do your rate shopping for a mortgage and car loan within 14 days. If you have potential mortgage lenders pull your credit report within 14 days of one another, it will appear as only one credit check. If you string it out, your credit score will take more than one hit.





Be aware that paying off a collection account will not remove it from your credit report.


The fact that you didn’t pay it until recently will continue to affect your credit score.





Make sure that each account shows the correct credit limit. Some credit card companies fail to supply a credit limit, so the credit score considers that your account balance is the credit limit. This will count against you because it looks as if you are borrowing 100% of your available credit. Make sure that a credit limit appears on all revolving credit accounts.





Beware of credit repair scams. Many companies offer to repair your credit. There is nothing they can do legally that you can’t do for yourself for free.





If you have questions about your credit report or credit score, call the Sand Creek EAP at 888-243-5744 for free financial counseling from a Certified Credit Report Reviewer.















































The Sand Paper is a quarterly newsletter produced by Sand Creek Group, Ltd.  











Sand Creek clients and customers are welcome to reprint this article. All others must first request permission by contacting:





Sand Creek Group, Ltd.


610 N Main Street #200


Stillwater, MN  55082





651-430-3383


888-243-5744





www.sandcreekeap.com


info@sandcreekeap.com











Sand Creek’s Employee Assistance Programs (EAP) are designed to address employees' personal and work-related problems with care and confidentiality. For more information on EAP services, please contact Sand Creek.
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