Savvy Consumers Are Eager to Know the Score
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When Mary Pelley gets telemarketing calls about refinancing her home loan, she quickly announces that she has an A-plus-plus credit score of 776.

"I say, `Here are my terms: I want a low rate and low fees,"' said Pelley, a mother of three preschoolers in Cleveland. "It might sound cocky, but I tell them I know what I can get and they're not going to soak me."

Pelley is part of a small but growing group of U.S. consumers who know their score -- specifically, the number that results when their entire credit history is squeezed through a complicated formula and boiled down to three digits between 300 and 900.

It has been two years since credit organizations started allowing consumers to find out their scores when they get copies of their credit reports. While millions of consumers have learned their scores in the last two years, the issue remains misunderstood and controversial.  

Meanwhile, credit scores are being used in ways beyond their original intent of deciding who qualifies for a loan or a credit card and at what rates. Scores are also being used increasingly by:

* Landlords to decide on tenants.
* Employers to evaluate the reliability of prospective workers.
* Utilities to determine whether a customer should pay a deposit.
* Insurers to set property and auto insurance premiums.
* Judges to determine the character of people appearing in court.


Scores are critically significant when you realize that only half of the nation's 200 million consumers have "A" credit, according to industry records. For the rest, a difference of just five or 10 points often determines whether they're approved for loans or credit cards and what interest they're charged.

Consumers started getting access to their own credit scores in 2001 after new laws forced the national credit bureaus to disclose the scores and the way in which the numbers are calculated. California was the first state to require the bureaus -- Equifax Inc., Trans Union LLC and Experian Information Solutions Inc. -- to stop the secrecy.  

With other states considering similar legislation and Congress discussing the possibility of a federal law requiring credit score disclosure, the three bureaus and Fair Isaac Corp., whose scoring model is the one most frequently used to crunch the numbers nationwide, agreed to release them.  

Fair Isaac, which long had argued consumers wouldn't understand their scores, said it was bombarded with requests for credit scores in the first half of 2001. "We thought the volume might ebb," said spokesman Craig Watts. "What we found was that with word of mouth, there's been a steady rise month after month."  

Watts declined to provide the number of customers who have requested their credit scores, as did Trans Union spokesman Jeff Junkas.  

"In general, consumer response has been positive and is growing as more awareness is out there," Junkas said.  

Equifax said 5 million consumers have purchased products relating to credit histories and scores in the last two years, with revenue from consumers skyrocketing to $40 million in 2002 from $8 million in 2000.  

Watts said two-thirds of consumers who obtain their credit scores plan to buy a house or car in the next few months. "They're trying to get their ship in shape."  

Feedback from Fair Isaac customers indicates that about half found errors and improved their scores by fixing them, Watts said. Some didn't realize that certain factors, such as having a lot of credit cards, hurt a person's score.  

"Our guess is that most people are improving their scores," Watts said. "Some people have moved scores from the 500s to the high 600s." That's the difference between buying a house at great rates and getting laughed at.  The credit grade is being examined more widely, Watts said.   

More apartment managers and utilities are checking a potential customer's credit. Utilities don't generally turn customers away but "use it to determine whether a deposit is required and how large," Watts said. "Telephone companies especially are starting to use it more."  

Dan Kelso, president of the Ohio Insurance Institute, which represents property insurers, said nearly all insurance companies today evaluate scores before accepting customers and setting premiums.   

"Are more carriers using it than five years ago? Definitely," Kelso said. "Companies that aren't using it are in the radical minority."  

Some judges are reviewing people's credit scores before allowing them to be executors of deceased relatives' estates.  

There is still much that isn't disclosed about credit scores.  

Consumers are put in 10 categories based on things such as the length of their credit history (but not their age) and whether they own a home (but not whether it's in an affluent or run-down neighborhood).  

Fair Isaac won't discuss details of what puts people in certain categories but insists that factors such as gender, race, age and income don't count.  

Some experts find it puzzling that income doesn't matter, particularly considering that the total of a person's debts makes up a third of the credit score, and ability to repay them may depend largely on income.  

"The score considers how much debt is too much based on your credit profile," Fair Isaac's Web site says. Fair Isaac officials decline to explain that, or how Fair Isaac decides who is "OK" to have $10,000 in credit card debt and who is not.  

Fair Isaac's online score simulator can help consumers determine what would happen to their credit score if they pay off that $4,000 credit card balance or buy that new $15,000 car.  

But Watts said allowing consumers to look too far under the hood of credit scores could hurt their integrity.
"It's been a good service for consumers, but we still have a couple of reservations about score disclosure," he said. "There's a fine line between providing enough information to help people manage their credit and crossing the line and helping people find ways to trick the system.  

"The onion has been peeled back very carefully the last two years," Watts said. "But we'll never provide the complete soup-to-nuts recipe."  

Brad Scriber of the Consumer Federation of America in Washington, D.C., said the credit bureaus and Fair Isaac have been "marginally more forthright" about credit scores. But they need to be more accountable, such as explaining why so many consumers can be rated an A by one bureau and a C by another.  

A CFA analysis released in December found that scores from the three bureaus for a sample of 502,623 consumers had an average range of 41 points.  

"If you're a 780, it's not a big deal; but if you're at 680, it is," said Scriber, lead researcher on the study. "No one is taking a look inside that black box to see what values are being given to what factors."  

The details of credit scoring may become more confusing in the near future as Fair Isaac prepares to overhaul its scoring formula.  

But the changes should help the majority of consumers obtain higher scores, said Karlene Bowen, director of solutions delivery for Fair Isaac.  

Fair Isaac's new Next Gen scores will create twice as many ways for consumers to be judged and put more weight on some factors, such as deducting more points if a person is late on a mortgage payment than if one is late on a cell phone bill.  

Improvements are nice but not enough, Scriber said, stressing that government regulators must force the bureaus and Fair Isaac to be more open with consumers and provide more help.  

"When people try to get errors corrected, what seems simple can be a nightmare," he said. "And even things that get deleted can appear again later."  

Since consumers "have no choice but to be judged by these systems," Scriber said, "credit scoring shouldn't be a lottery based on whether your file is right or how the numbers came up that day."  
You can buy your credit report and score from three national credit bureaus and Fair Isaac Corp.
* Fair Isaac – www.myfico.com

* Equifax – 800-685-1111

   www.equifax.com

*  Experian – 888-397-3742

    www.experian.com

*  Transunion – 800-88-4213

    www.transunion.com

