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Credit is not free money; it is borrowed trust with a due date.  

Executive Summary 
A credit score is a three-digit number that estimates how likely a person is to repay borrowed money on 

time. Lenders, credit card companies, landlords, insurers, and sometimes employers may use credit-

related information to evaluate risk. The most common consumer credit score range in the United States 

is 300 to 850, where higher scores generally suggest lower credit risk. 

Credit scores are not based on income, job title, race, religion, gender, marital status, or where someone 

lives. They are mainly based on information in credit reports, such as payment history, amounts owed, 

age of accounts, mix of credit accounts, and recent applications for credit. 

What Credit Scoring Means 
Credit scoring is the process of converting information from a credit report into a numerical score. The 

score helps a lender answer a practical question: “Based on this person’s past credit behavior, how likely 

are they to repay this new debt as agreed?” 

A credit score is only one part of a lending decision. A lender usually also considers income, 

employment, debt-to-income ratio, down payment, collateral, and its own internal policies. This is why 

two people with similar scores may receive different loan decisions or interest rates. 

How Credit Is Scored 

Common scoring factors 
Factor What it means Why it matters 

Payment history Whether bills were paid on time, paid 
late, sent to collections, or defaulted. 

It is usually the most important factor 
because it shows repayment 
behavior. 

Amounts owed and 
credit utilization 

How much debt is owed, especially 
credit card balances compared with 
credit limits. 

High balances may signal financial 
stress, while lower utilization can 
help scores. 



Length of credit 
history 

How long accounts have been open 
and the average age of accounts. 

Longer histories give scoring models 
more evidence of credit 
management. 

Credit mix The variety of accounts, such as credit 
cards, auto loans, student loans, and 
mortgages. 

A healthy mix can show experience 
handling different types of credit. 

New credit and 
inquiries 

Recent applications, hard inquiries, and 
newly opened accounts. 

Many applications in a short time can 
suggest higher borrowing risk. 

 

How credit scores are judged 

Credit scores are usually judged in ranges instead of as exact numbers. A few points rarely matter by 

themselves, but moving from one range to another can affect approval chances, required deposits, credit 

limits, and interest rates. Lenders can set their own rules, so these ranges should be treated as general 

guidance rather than guaranteed approval standards. 

FICO 
range 

Common label What it usually means 

300–579 Poor Credit approval may be difficult, and approved credit may come with 
higher rates, fees, or deposits. 

580–669 Fair Some credit may be available, but terms are often less favorable than 
for higher scores. 

670–739 Good Many mainstream loans and credit cards become more realistic, often 
with reasonable terms. 

740–799 Very Good Borrowers often qualify for strong offers, better rates, and higher 
approval odds. 

800–850 Exceptional or 
Excellent 

This is the top range. Borrowers are generally viewed as very low risk 
and may qualify for the best available terms. 

 

Some organizations use borrower-risk labels instead of everyday words like good or excellent. For 

example, the Consumer Financial Protection Bureau groups FICO Score 8 borrowers as deep subprime 

below 580, subprime from 580 to 619, near-prime from 620 to 659, prime from 660 to 719, and super-

prime at 720 or higher. VantageScore commonly uses similar prime-style categories, but its cutoffs may 

differ from FICO categories. 

FICO Scores 

FICO scores were developed by Fair Isaac Corporation and are widely used by lenders. A typical FICO 

score uses information from credit reports and commonly weighs payment history, amounts owed, 

length of credit history, credit mix, and new credit. Many FICO scores use a 300 to 850 range, but there 

are different versions for different lending purposes. 



VantageScore 

VantageScore was created through a collaboration of the three major nationwide credit bureaus: 

Equifax, Experian, and TransUnion. Like FICO, it uses credit report information and often uses a 300 to 

850 range. VantageScore and FICO consider many similar factors, but they may weigh those factors 

differently, so the scores can vary. 

Why scores can differ 

• Different scoring models may weigh the same information differently. 

• Different versions of a model may be used for credit cards, auto loans, mortgages, or general 

lending. 

• Each credit bureau may have slightly different information in its report. 

• Credit report information changes over time as lenders report new balances and payments. 

How to Improve a Credit Score 
1. Pay every bill on time. Payment history is one of the strongest scoring factors. Set reminders or 

automatic payments for at least the minimum due. 

2. Lower credit card balances. When using credit, try to use as small a portion as practical of 

available credit and pay the balance each month. Paying balances before the statement closes 

can reduce reported utilization. 

3. Bring past-due accounts current. A current account is generally better than an account that 

remains delinquent. 

4. Check credit reports for errors. Review reports from Equifax, Experian, and TransUnion and 

dispute inaccurate information. 

5. Keep older accounts open when possible. Older accounts can support credit history length, as 

long as they do not create fees or risk. 

6. Apply for new credit only when needed. Too many hard inquiries and new accounts in a short 

period can hurt scores. 

7. Use a mix of credit responsibly. A variety of account types can help, but it is not worth taking on 

unnecessary debt just to change the mix. 

8. Build positive history over time. Improving credit is usually gradual. Consistent on-time 

payments and lower balances are the most reliable habits. 

Credit Scoring Organizations 

Major credit scoring model companies 

• FICO. Fair Isaac Corporation creates FICO scoring models used in many lending decisions. 

• VantageScore. VantageScore Solutions creates VantageScore models, which are also used by 

many lenders, financial institutions, and consumer credit education tools. 



Major nationwide credit bureaus 

• Equifax. Collects and maintains credit report information and provides credit-related products 

and services. 

• Experian. Collects and maintains credit report information and provides credit scores, reports, 

monitoring, and identity-related services. 

• TransUnion. Collects and maintains credit report information and provides credit reporting, 

analytics, and consumer services. 

Simple Example 
Suppose two borrowers both earn the same income. Borrower A pays every bill on time, keeps credit 

card balances low, and has several years of account history. Borrower B has recent late payments and 

high card balances. A credit scoring model will usually rate Borrower A as lower risk, which may lead to 

better approval chances and lower interest rates. 

Glossary 
• Credit report: A record of credit accounts, payment history, balances, inquiries, and certain 

public-record or collection information. 

• Credit score: A numerical estimate of credit risk based on credit report information. 

• Hard inquiry: A credit check usually connected to an application for new credit. 

• Credit utilization: The percentage of available revolving credit currently being used. 

• Delinquency: A missed or late payment that may be reported to credit bureaus. 

Key Takeaways 
• Credit scores summarize credit risk, not personal worth. 

• The two best-known scoring model organizations are FICO and VantageScore. 

• The three major nationwide credit bureaus are Equifax, Experian, and TransUnion. 

• Scores can differ because models, versions, and credit bureau data can differ. 

• Credit score ranges help lenders judge whether a score is poor, fair, good, very good, or 

excellent, but lenders may set their own approval rules. 

• The most reliable ways to improve a score are paying on time, lowering balances, correcting 

report errors, and using credit responsibly over time. 

Further Reading and Resources 

Official websites and online resources 

• Consumer Financial Protection Bureau: Credit reports and scores — Clear government 

guidance on understanding credit reports, credit scores, disputes, and credit repair scams. 

https://www.consumerfinance.gov/consumer-tools/credit-reports-and-scores/


• AnnualCreditReport.com — The official federally authorized site for requesting free credit 

reports from Equifax, Experian, and TransUnion. 

• Federal Trade Commission: Credit, Loans, and Debt — Consumer protection information on 

credit, debt, scams, and borrowing. 

• FICO Score Education — Official educational material explaining FICO scores, score factors, and 

why different FICO scores may vary. 

• VantageScore Consumer Resources — Consumer-focused explanations of VantageScore, 

credit score factors, and credit-building topics. 

• USA.gov: Credit reports and scores — A plain-language government starting point for getting 

reports, improving credit, and freezing credit reports. 

Book and library suggestions 

• Your Score: An Insider’s Secrets to Understanding, Controlling, and Protecting Your Credit Score 

by Anthony Davenport — A practical guide focused on how credit scores work and how 

consumers can manage them. 

• Credit Repair by Robin Leonard and Margaret Reiter — A consumer-oriented guide often 

associated with legal self-help publisher Nolo; useful for learning about credit report errors and 

dispute rights. 

• Credit Repair Kit For Dummies by Steve Bucci — A beginner-friendly guide for understanding 

reports, rebuilding credit, and avoiding common mistakes. 

• The Total Money Makeover by Dave Ramsey — A broader personal finance book that emphasizes 

budgeting, debt reduction, and long-term financial discipline. 

• Get Good with Money by Tiffany Aliche — A practical personal finance book that covers 

budgeting, saving, debt management, and financial habits that can support better credit over 

time. 

• Local library or financial education workshops. Many public libraries, nonprofit credit 

counseling agencies, and community organizations offer free or low-cost classes on budgeting, 

debt management, and credit reports. 

 

Financial and Legal Disclaimer 
The information contained in this document is provided for general informational and educational 

purposes only and should not be construed as financial, investment, tax, accounting, or legal advice. 

Nothing in this document constitutes an offer, solicitation, recommendation, or endorsement to buy, sell, 

hold, or otherwise transact in any security, financial product, service, or investment strategy. 

All financial decisions involve risk, including the possible loss of principal, and past performance is not a 

guarantee of future results. Any examples, projections, estimates, or forward-looking statements are 

illustrative only and may not reflect actual outcomes. You are solely responsible for evaluating whether 

any information, strategy, product, or service discussed is appropriate for your individual circumstances. 

You should consult with a qualified financial advisor, attorney, tax professional, accountant, or other 

licensed professional before making decisions or taking action based on the information in this 

https://www.annualcreditreport.com/index.action?from=landing
https://consumer.ftc.gov/credit-loans-debt
https://www.ficoscore.com/education
https://www.vantagescore.com/consumers/
https://www.usa.gov/credit


document. No attorney-client, advisor-client, fiduciary, or other professional relationship is created by the 

receipt or use of this document. 

To the fullest extent permitted by law, the author and any associated parties disclaim liability for any 

direct, indirect, incidental, consequential, or other damages arising from or related to the use of, reliance 

on, or inability to use the information contained in this document. Laws, regulations, and market 

conditions may change, and the information may not be current, complete, or applicable to your specific 

situation. 
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