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Ruminations on Credit Reports

As you may know, you can receive a free credit report annually from each of the nationwide
consumer credit reporting agencies. Below I will explain why, how, and when you should review
your credit report. I will also give a brief overview of credit scores.

Why? There are two primary reasons to review your credit report. First, many people find
inaccuracies on their reports. While most of these are minor, occasionally there might be something
significant enough to impair your credit. The ideal time to discover this is not when you are trying
to secure a new home or job. Second, it will give you early warning of identity theft or fraud. While
many people are concerned with computer hackers stealing their identity, the more mundane
methods are still the most prevalent. A salesclerk stealing a credit card number or a relative stealing
a check and forging the signature may not make headlines, but they are still classified as “identity
theft.” Periodically checking your credit report will ensure that you quickly become aware of
irregularities in your accounts.

How? There are a few ways to monitor and protect your credit. First, a number of services have
sprung up that will notify you immediately if something looks suspicious. While these may give
some peace of mind, they probably are not worth the fees for most people since you can get copies
of your credit report for free and monitor it yourself. Similatly, you have no doubt seen many offers
for credit protection insurance. Many people don’t realize that consumers are only liable for the first
$50 of fraudulent charges on their credit (not debit) cards. Thus, if you are being charged five
dollars per month for the insurance, there would have to be fraudulent charges more than every ten
months for this to make sense.

As an aside, many experts also recommend not putting outgoing mail (such as bills) containing
checks in your mailbox. Criminals do sometimes steal the checks and “wash” (using chemicals) the
writing (except the signature) off of the check giving them a signed blank check. It is recommended
that outgoing mail with checks be placed in a mailbox that is only accessible with a key.

The easiest way to request your credit report is to go to www.annualcreditreport.com and follow the
steps. Be aware that you will have to get the report from each of the three services separately. Also,
to verify your identity, each of the services may ask you various questions (“What was your address
in 199827, “Into which range does your current mortgage payment with ABC Bank fall?”’). If you do
not have internet access, you may also request the reports by calling toll-free 1-877-322-8228.

When? Some people request all three credit reports simultaneously when it occurs to them, but do
not have a regular schedule for doing so. Others request them all at once, but at a specific time each
year (their birthday, or the first of the year for example). Probably the best way to do it (though it is
slightly more cumbersome) is to stagger the reports throughout the year. Since there are three
national agencies and each report can only be requested free once per year, requesting a report from
a different agency every four months would most likely bring irregularities to light more quickly.

Credit Scores. A FICO score, the most commonly used credit score, is a score developed by Fair
Isaac & Co. to predict the probability that people will pay their bills. It has also been used with
success in the property and casualty areas of the insurance industry to predict claims (people with
poor credit tend to file more claims). Lots of good information can be found in a 20-page booklet
at: http://www.myfico.com/Downloads/Files/myFICO UYFS Booklet.pdf.
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The specific algorithms used to produce the score are kept secret, but in general, the longevity of
accounts, the percentage of available credit used, the length of time at your present residence,
employment history, recent applications for credit, as well as the obviously negative credit
information such as late payments, bankruptcies, charge-offs, collections, etc. are all factors that
impact the score. Here is an approximate breakdown of the factors:

Credit Score Determinants

O Payment History

B Amounts Owed

O Length of Credit History
O Types of Credit in Use
B New Credit

This scoring system can lead to some counter-intuitive results. Closing unused accounts can actually
lower the score because the amount of credit used versus the amount available will increase. Also,
from a scoring perspective, it is better to close a recently opened account rather than an older one.

Most items stay on your credit report for seven years. Credit scores range from a low of 300 to a
high of 850, although there are very few people at the extremes. A score over 700-750 is considered
“good” and will generally result in better financing options and rates. The breakdown of the scores
in the U.S. is:
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Notes:
The analysis in this report has been prepared by David E. Hultstrom, MBA, CFP@, CFA®.
Mr. Hultstrom is the president of Financial Architects, LLC, a financial planning and wealth

management firm. Questions or comments are welcome, and he may be reached at
David@FinancialArchitectsLLC.com or (770) 517-8160.

Reasonable care has been taken to assure the accuracy of the data contained herein and comments are
objectively stated and are based on facts gathered in good faith. We disclaim responsibility, financial or
otherwise, for the accuracy or completeness of this report. Opinions expressed in these reports may change
without prior notice and we are under no obligation to update the information to reflect changes after the
publication date. Nothing contained in this material is intended to constitute legal, tax, securities, or investment
advice, nor an opinion regarding the appropriateness of any investment, nor a solicitation of any type. The
general information contained in this publication should not be acted upon without obtaining specific legal, tax,
and investment advice from a licensed professional. Past performance is no guarantee of future results. This is not
an offer, solicitation, or recommendation to purchase any security or the services of any organization. The
foregoing represents the thoughts and opinions of Financial Architects, LLC, a registered investment advisor. Your
mileage may vary.

This report was originally written in October, 2005 and was last reviewed/updated in April, 2013.
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