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Understanding Credit 

Learning Objectives 

What you will learn about: 

• How Credit Works
• Understanding Credit Scores
• Obtaining Your Credit Report
• Improving Your Credit Scores

What you will be able to do: 

• Understand the role of credit reports and scores
• Understand how to take action to improve your credit score and reduce

actions that will lower your score
• Understand how to access and review your credit report
• Learn specific strategies to build, improve, and maintain your credit score
• Identify and avoid high cost or predatory financial products and services
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Financial Foundation Goal 

Eliminate all high interest debt 
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The Role of Credit in Building Assets 

Setting financial and life goals, routinely maintaining a spending and savings plan, and 
keeping a record of household expenses are all pillars of a healthy financial foundation. 
Another important element is having access to credit. Credit is the ability to borrow 
money. Just like monies in checking and savings accounts are assets (things that we own 
that can be converted to cash), having the ability to borrow money is an important asset. 
Lots of things that we need and want to purchase are best to purchase with cash when we 
are able. There are some items, however, like cars, houses and other “big ticket” items that 
it would be very difficult to build up the cash to purchase. For those items, having access to 
credit is critical. Building and maintaining good credit gives us access to safe, affordable 
financial services, and helps us to build assets and wealth.  

How Good Credit Saves 

The following two examples show how building up a good credit record can lower our costs 
when we borrow money for two “big ticket” items.  

$10,000 auto loan, 5 year term 
Credit Score Interest Rate Monthly Payment Total Interest Paid 
Low 25% $294.00 $7,611.00 
Okay 12% $222.00 $3,347.00 
Excellent 5% $189.00 $1,232.00 

Potential savings over 5 years = $6,288 
(Source: www.bankrate.com) 

30 year fixed rate mortgage of $300,000 
Credit Score Monthly Payment Total Interest Paid 
620 $1,815.00 $353,400.00 
650 $1,711.00 $315,960.00 
700 $1,559.00 $261,240.00 

Potential savings over 30 years = $92,160 
(Source: www.myfico.com) 

One estimate is that a good credit rating will save approximately $250,00 in interest 
throughout our working lives (Source: Credit Builders Alliance).  
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Understand your credit score

Banks, credit card companies and 
other businesses use credit scores 
to estimate how likely you are to 
pay back money you borrow. 

A higher score makes it easier to qualify for a loan or 
lower interest rates. Many scores range from 300-
850, but different companies use different ranges.

You have many credit scores
You can have more than one score, because: 

§§ Lenders use different scores for 
different products. 

§§ There are many different credit scoring formulas. 

§§ Information can come from different credit 
reporting sources. 

For example, your credit card score could be different 
from your home loan score, and the scores you 
purchase online could be different from both of those. 

For some people, these differences aren’t that big. 
But because lenders use different scores, you might 
qualify for lower rates with one lender and not 
another. It can pay to shop around. 

Where do credit scores come from?
Your credit scores are generally based on information 
in your credit reports. This information is reported 
by your creditors to credit reporting companies. The 
three biggest are Equifax, Experian and TransUnion.

Several variables affect your credit score:

§§ How many credit accounts you have

§§ How long you’ve had those accounts

§§ How close you are to your credit limit

§§ How much credit you have left

§§ How often your payments have been late

§§ Other factors

How to raise your score
§§ Pay your bills on time, every time. One way to 

make sure your payments are on time is to set 
up automatic payments, or set up electronic 
reminders. If you have missed payments, get 
current and stay current.

§§ Don’t get close to your credit limit. Credit scoring 
models look at how close you are to being “maxed 
out,” so try to keep your balances low in proportion 
to your overall credit limit. Experts advise keeping 
your use of credit at no more than 30 percent of 
your total credit limit.
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§§ A long credit history will help your score. Credit 
scores are based on experience over time. Your 
score will improve the longer you have credit, 
open different types of accounts, and pay back 
what you owe on time.

§§ Be careful closing accounts. If you close some 
credit card accounts and put most or all of 
your credit card balances onto one card, it may 
hurt your credit score if you are using a high 
percentage of your total credit limit. Frequently 
opening accounts and transferring balances can 
hurt your score too.

§§ Only apply for credit you need. Credit scores 
look at your recent credit activity as an indicator 
of your need for credit. If you apply for a lot of 
credit over a short period of time, it may appear 
that your economic circumstances have changed 
for the worse.

Your credit report matters as much 
as your score
Mistakes in your credit reports could hurt your 
credit history and credit score, so check them 
regularly. You can get one free credit report from 
each of the big three credit reporting companies 
every 12 months. Go to annualcreditreport.com or 
call 877-322-8228.

When you get your report, look for:
§§ Mistakes in your name, phone number, 

or address.

§§ Loans, credit cards, or other accounts that are 
not yours.

§§ Reports saying you paid late when you paid 
on time.

§§ Accounts you closed that are listed as open.

§§ The same item showing up more than once (like 
an unpaid debt).

How to fix mistakes 
If you find something wrong in your credit report, 
you may contact both the credit reporting company 
and the creditor that provided the information. 
Explain what you think is wrong and why. Include 
copies of documents that support your dispute.

Your credit reports will come with instructions on 
how to dispute mistakes.

Submit a complaint

If you have a credit reporting problem, you 
can submit a complaint:

	 Online
consumerfinance.gov/complaint

	 By mail
Consumer Financial Protection Bureau 
P.O. Box 4503 
Iowa City, Iowa 52244

We’ll forward your complaint to the 
company and work to get a response from 
them. You will receive email updates along 
the way and can track the status of your 
complaint online.
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Borrower Rights and Responsibilities 

As consumers of credit we have several responsibilities: 1) to borrow only what we believe 
we can repay; 2) to read and understand credit contracts; 3) to pay on time; 4) to notify the 
creditor if we can’t make payments on time; and 5) to report lost or stolen credit 
information as soon as possible. We also have rights when we borrow money. Below are 
some of our most important consumer rights.  

Truth in Lending Act (1968) 
Ensures consumers are fully informed about cost and conditions of borrowing. Each loan 
should have a document that outlines the total costs of the loan.  

Fair Credit Reporting Act (1970) 
Protects the privacy, completeness, and accuracy of information in a credit check. Ensures 
your right to receive a free credit report when your credit application is denied. 

Equal Credit Opportunity Act (1974) 
Prohibits discrimination in giving credit on the basis of sex, race, marital status, religion, 
national origin, age, or receipt of public assistance. If you are denied credit, you have the 
right to know why.  

Fair Credit Billing Act (1974) 
Sets up a procedure for the quick correction of mistakes that appear on consumer credit 
accounts or in electronic fund transfer account statements.  

Fair Debt Collection Practices Act (1977) 
Prevents abuse by professional debt collectors, and applies to anyone employed to collect 
debts owed to others (professional debt collectors). Debt collectors may not contact you at 
work if instructed not to, harass you, lie, and must not identify themselves as trying to 
collect a debt to your employer and family, and must stop contacting you if you ask them to 
in writing.  

7



The Consumer Financial 
Protection Bureau advises 
consumers to check their credit 
reports at least once a year.

Check your credit report 
at least once a year

Dispute mistakes you find
Your credit report will include information about how 
to dispute a mistake. If your dispute is about a credit 
account, you should send a dispute letter to both the 
credit reporting company and creditor that was the 
source of the information.

Your dispute should clearly explain what you think 
is wrong and why. State the facts, explain why you 
are disputing the information, and request that it be 
corrected.

In your dispute letter to the creditor, you may want to 
enclose a copy of the relevant portion of your credit 
report. Highlight the items in question. Also, include 
copies of documents that support your position. Never 
send your original documents. Keep copies of your 
dispute letters and enclosures.

The credit reporting company and the creditor should 
investigate the dispute or fix any mistake. If the disputed 
information is wrong or cannot be verified, the creditor 

Consumers can receive free copies of their credit 
reports every 12 months from AnnualCreditReport.
com. This is the only authorized source under federal law 
that provides free credit reports from the three major 
national credit reporting companies – Equifax, Experian 
and TransUnion. Other websites that promise free credit 
reports may require you to sign up for “free trials” that 
eventually charge you or purchase other products or 
services you may not need.

Check your credit report to:
§§ Look for and fix mistakes that could hurt your ability 

to get credit. 

§§ Be sure your information is correct and up-to-date.

§§ Guard against identity theft.

Mistakes in your credit reports, or fraud caused by 
identity theft, can make borrowing more expensive 
or prevent you from getting credit.

Common mistakes in credit 
reports include:
§§ Loans and credit accounts you’ve never opened.

§§ Misspelled name, wrong Social Security number, 
wrong address, or phone number.

§§ Accounts wrongly listed as late, incorrect balances, 
incorrect credit limits, closed accounts listed as open, 
incorrect delinquency dates, or accounts listed more 
than once.
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TIP:  If you suspect that the error on your report 
is a result of identity theft, you will need to file 
a dispute to correct it. For information about 
identity theft and steps to take if you have been 
victimized, You can also visit the Federal Trade 
Commission’s Fighting Back Against Identity 
Theft website: http://www.ftc.gov/idtheft/

Servicemembers 
If you are a member of the military on active duty, you 
may place an “active-duty alert” on your credit report to 
reduce the risk of identity theft while you are deployed. 
This alert lets a business know that you are probably 
out of the country, so the business is required to take 
reasonable steps to verify your identity before issuing 
credit in your name. More information about active-duty 
alerts can be found on Ask CFPB at consumerfinance.
gov/askcfpb.

If you have complaints or concerns about a credit 
monitoring service, contact the Federal Trade 
Commission, 877-FTC-HELP.

1 consumerfinance.gov/askcfpb/31/what-do-i-do-if-i-think-i-have-      	
    been-a-victim-of-identity-theft.html

must delete or change it and provide a correction to the 
credit reporting companies that received the disputed 
information. If an investigation doesn’t resolve your 
dispute filed with a consumer report company, you can 
ask that a statement of the dispute be included in your 
credit file and in future credit reports.

You don’t need to pay for 
credit monitoring
Many companies that promise free credit reports want 
to sign you up for credit monitoring services or other 
products. You can take these free or lower cost steps to 
protect yourself.

Monitor your credit yourself 
Under the law, you are entitled to a free credit report 
every 12 months from each of the nationwide credit 
reporting companies. You can get these reports all 
at once, or spread them out. For example, you could 
visit AnnualCreditReport.com in January to get your 
Experian report, in April to check your Equifax report, 
and again in August to get your TransUnion report. By 
rotating your requests this way, you can keep a periodic 
eye on your credit records for free.

Put the freeze on identity thieves 
You do not need to pay a credit monitoring service 
to stop thieves from opening accounts with your 
information. Contact Equifax, Experian and TransUnion 
and ask that they put a freeze on your credit reports. A 
freeze prevents prospective creditors from accessing 
your credit file unless you lift the freeze for that creditor 
or for a specified period of time. Typically, creditors 
won’t offer you credit if they can’t access your credit 
reporting file, so a freeze prevents you or others from 
opening accounts in your name. Freezes are generally 
free for victims of identity theft.

Request a fraud alert 
If you believe that you have been or are about to become 
the victim of identity theft or fraud, you can place a fraud 
alert on your credit report.1 A fraud alert requires lenders 
to take steps to verify your identity before opening a new 
account in your name, or issuing an additional credit card 
or increasing the credit limit on an existing account. You 
can also provide a telephone number so lenders can call 
you to verify your identity (a fraud alert does not prevent a 
lender from opening credit in your name).

Contact Us 

Website
consumerfinance.gov

General inquiries
Consumer Financial Protection Bureau
1700 G Street NW
Washington DC 20552

Submit a complaint by phone
855-411-CFPB (2372)  
TTY/TDD 855-729-CFPB (2372)
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Understanding Credit Reports 
Each credit bureau’s credit report looks a little different. All of them, however, have the 
same basic information: 1) personal identification information; 2) public record information 
(basically, civil things that you’ve been to court about); 3) derogatory information (accounts 
with negative history or activity); 4) credit account information; and 5) inquiry information 
(a record of who has accessed your credit information recently). Below is a sample report.  
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Negative Information on Credit Reports
Negative information on your credit report generally lowers your scores. However, how 
much your score is affected depends on the type of negative information. For all of these 
negative items, the older they are the less impact they will have on your score. For example, 
a collection that is five years old will hurt your score much less than a collection that is five 
months old. Below is the basic breakdown of how long different types of negative 
information will remain on a credit report. 

Collections and Charge Offs 

When you fail to pay a bill on time and several months go by with it unpaid, the creditor can 
choose to send your account to “collections.” The collection agency will then begin trying to 
collect the debt from you. If you then pay the debt, unfortunately it does not mean that the 
negative information will be immediately removed from your credit report. The account 
should be noted as “paid” on your report, but the negative information about the debt 
generally will remain on your credit report for the full seven years from the original 
delinquency date.  

When a creditor notifies a credit bureau that it has “charged off” a debt, it means the 
creditor has given up on trying to collect an unpaid debt. Having a debt charged off does not 
mean you no longer owe it! Typically, a creditor will turn over the debt to a collection 
agency. The collection agency will then try to collect the debt. That collection agency may 
sell the account to another collection agency, and that collection agency may be 
represented by an attorney. Although each collection agency account will show the open 
date as the date it purchased the debt, the accounts should still be removed seven years 
from the date of the delinquency on the original account.  

Collection efforts can continue even after a debt is removed from your credit report. You 
owe the debt until it is paid, settled, or discharged in a bankruptcy. A charged off account 
remains on your credit report for seven years from the original delinquency date. 
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How to rebuild your credit 

When you experience a financial 
challenge, your credit record 	could 
suffer. Rebuilding it takes time. 
There are no shortcuts or secrets. 

The steps below can help

1. Pay your bills on time, every time
“On time” means the payment gets to the company 
by the day the bill is due. Mail your bills a few days 
before they’re due.

Think about signing up for text alerts to make sure 
you don’t pay late or miss a payment. Or, consider 
automatic payments from your bank to help make 
sure your bills get paid on time. Keep track of 
automatic payments so you know you have 	
enough money in your account to cover them.

2. Don’t get too close to your
credit limit

Credit scores consider how close you are to being 
“maxed out” on credit cards. If you use too much of 
your available credit, you can hurt your credit score. 
Experts advise using no more than 30 percent of 
your available credit — some even say you should 
use less than 10 percent.

3. Don’t apply for too much credit
in a short time

Your credit score may go down if you apply for 	
or open a lot of new accounts in a short time. 	
This includes getting a new card so you can transfer

balances, or opening a new store card account so 
you can get a discount.  

4. If you can’t qualify for a regular
credit card, try a secured card

Many banks and credit unions offer secured credit 
cards. With most of these cards, your credit line 
starts out small. You put an amount equal to your 
credit limit in an account as a deposit.

As you show you can pay on time, your credit limit 
may grow and you may have your deposit refunded. 
Fees and interest rates can be high for secured 
cards, but using one can help you to establish a 
credit record.

5. If you pay with a credit card, pay your
balance off every month

You’ll build credit by using your credit card and 
paying on time, every time. Pay off your balances
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in full each month to avoid paying finance charges. 
Paying off your balance each month can also build 
better credit than carrying a balance. 

Keep it up 

Credit scores are partly based on experience 	
over time. The longer you have credit and pay on 
time, the more information there is to show you’re 
a good credit risk.

6. Check your credit reports and fix
errors right away

You can get a free copy of each of your credit 
reports from the three nationwide credit reporting 
companies every year at annualcreditreport.com.

You may find incorrect information that is bringing 
your score down. If you do, file a dispute with the 
credit reporting company and with the company 
that was the source of the information.

How long does negative information 
generally stay on your credit report?

Bankruptcy			   10 years

Foreclosure			   7 years

Lawsuits and judgments	   7 years or longer

These four things don’t help 
rebuild your credit
1. Using a debit card or paying cash.

These transactions don’t help you prove
you can repay debts.

2. Using a prepaid card. A prepaid card is
your own money, loaded on to the card
in advance.

3. Taking out a payday loan. Even making
on-time repayments might not help
your credit.

4. Taking an auto loan from a “buy here,
pay here” car lot, unless they promise in
writing to report your on-time payments.

Submit a complaint

Have an issue with a financial product or 
service? We’ll forward your complaint to the 
company and work to get you a response – 
generally within 15 days.

  Online 
  consumerfinance.gov/complaint 

  By phone (180+ languages)
  M-F, 8 a.m. - 8 p.m. ET
  (855) 411-CFPB (2372) 
  (855) 729-CFPB (2372) TTY/TDD

  By mail
  Consumer Financial Protection Bureau 
  P.O. Box 2900 
  Clinton, Iowa 52733-2900

  By fax 
  (855) 237-2392

7/2017
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High Cost Financial Products 

Check-cashing outlets:   
For most American consumers, cashing a check is simple – they simply deposit it at their 
bank’s ATM or through a bank teller. However, a large number of people either don’t have 
bank accounts or rely on alternative channels financial services. Check cashing services are 
an option for those consumers, but generally charge high fees. Some charge fees equivalent 
to a percentage of the check value. Others may charge a flat fee in addition to a percentage 
fee. For instance, to cash a $1,000 check, a $5 plus 1 percent fee means you’ll pay $15 for 
the check cashing service. Some retailers and supermarket chains offer check-cashing 
services that may be loss costly than at check-cashing stores and banks.  

Pawnshops:  
Pawnshops offer collateral-based loans – meaning the loan is secured by something of 
value. You take in something you own, and if the pawnbroker is interested, they will offer 
you a loan. They keep your item until you repay the loan. The loan amount will likely be a 
small fraction of the item’s actual value. Pawnshops frequently charge very finance charges 
for loans on the value of items, and rules regarding the fees vary widely from state to state. 

Rent-to-own programs:  
Rent-to-own programs offer an opportunity to obtain home entertainment systems, 
appliances, or furniture for a small weekly fee. Customers typically rent an item for a 
monthly cost that’s usually lower than a monthly loan payment would be. The rate is 
attractive because it seems more affordable than an up-front purchase or typical payment 
plan. However, the rental period is much longer, and after calculating the total expense, the 
buyer ends up paying far more than a conventional loan would have cost.  Example: 40” LCD 
TV – Buy it now price is $1,199. Rent-to-Own Price is $1,919, interest rate is 60%.  

Payday loans or cash advance loans:  
Allow consumers to get a cash advance on their next paycheck. A borrower writes personal 
check payable to the lender, plus the fee. The company gives the borrower the amount of 
the check less the fee, and agrees to hold the check until the loan is due – the borrowers 
next payday. However, these short-term loans are very expensive. A $200, two-week 
advance may cost over $30 (with yearly costs exceeding $900). Some credit unions now 
have payday alternative loans at much lower rates and fees. Many credit unions offer 
excellent alternatives to payday loans.  

Tax refund anticipation loans or rapid-refund tax services: 
Provide “instant funds” when you pay to have your federal tax return prepared. However, 
this “instant refund” is loan with interest rates as high as 120%, and your actual refund is 
used to pay off the loan plus the interest and/or fees. 
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Understanding Credit 
Resources 

Order Your Credit Report 
You can request and review your free report through one of the following ways: 

 Online: Visit  AnnualCreditReport.com
 Phone: Call (877) 322-8228
 Mail: Download and complete the Annual Credit Report Request form . Mail the

completed form to:
Annual Credit Report Request Service 
P.O. Box 105281 
Atlanta, GA 30348-5281 

Dispute information on your credit report 

How do I dispute an error on my credit report?, CFPB website, 
https://www.consumerfinance.gov/ask-cfpb/how-do-i-dispute-an-error-on-my-credit-
report-en-314/ 

Contact your credit reporting agency 

Equifax 
Online: www.ai.equifax.com/CreditInvesti
gation  
By mail: Mail the dispute form with your 
letter to: 
Equifax Information Services LLC 
P.O. Box 740256 
Atlanta, GA 30348 
By phone: Phone number provided on 
credit report or (866) 349-5191 

Experian 
Online: www.experian.com/disputes/mai
n.html  
By mail: Use the address provided on 
your credit report or mail your letter to: 
Experian 
P.O. Box 4500 
Allen, TX 75013 
By phone: Phone number provided on 
credit report or (888) 397-3742 

TransUnion 
Online: https://dispute.transunion.com  
By mail:  Mail the dispute form with your 
letter to: 
TransUnion LLC 
Consumer Dispute Center 
P.O. Box 2000 
Chester, PA 19016 
By phone: (800) 916-8800
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