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Classroom Session 4

Lesson III: Compounding

Lesson IV: Credit Reports & Credit Scores



Would you rather have:
$1,000,000
or

a Penny that doubles in value every
day for 30 days?



Historical Stock/Bond Portfolio Returns

Exhibits 2.11, 2.12, 2.13, and 2.14: Portfolios: Summary Statistics of Annual Returns

Always Rebalanced, Never Rebalanced, by Decade, and in the most recent 10-year period
(% per annum) (1926-2015)

Exhibit 2.11: Portfolio Summary Statistics of Annual Returns (Always Rebalanced) (% per annum)

Portfolio Geometric Arithmetic Standard
(Always Rebalanced) Mean Mean Deviation
100% Large Stocks 10.0 12.0 20.0
90% Stocks/10% Bonds 9.8 11.3 18.0
70% Stocks/30% Bonds 9. 10.1 14.3
50% Stocks/50% Bonds 8.3 89 12
30% Stocks/70% Bonds 1.3 1.7 9.3
10% Stocks/90% Bonds 6.2 6.6 9.2

100% Long-term Gov't Bonds 5.6 6.0 10.0



The Early Bird vs. The Procrastinator
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The Persistent Early Bird & the Impact of Expenses
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All credit reports contain basically the

same categories of information. CREDIT REPORT

Personal Information °

Your name, address, Social Security number, date of birth and employment e i a Y~
information. FICO® Scores don’t consider this type of information. FICO@ SCO re: AY ;:} L;

° |
Accounts G Name: John Smith
Your credit accounts, organized by account type {(bankcard, auto loan, Date of Birth: May 1, 1985 o
mortgage, etc.), date opened, credit limit or loan amount, account balance and SSI =300 |
payment history. Current Address: 6100 5th Ave ||

Dayton, OH 45439
Inquiries e
Requests for your credit report within the last two years (FICO® Scores only o
consider inquiries from the past year). There are two types of inquiries—"hard”
. . e o . . ) - Account Type Company Account No. Balance Neg.
inquiries and "soft” inquiries—and FICO® Scores only consider hard inquiries.

Installment Ford Cred BFMS 15X $23,000 No

A hard inquiry occurs when a lender or other third party checks your credit Revolving Citicorp 4271888888 $325 No

report or score when you apply for credit with them. Hard inquiries are

considered by FICO® Scores, but their impact is usually relatively small.

A soft inquiry typically occurs when your credit reports and scores are pulled Date Company requesting your credit reports and scores

without you applying for credit (like when a credit card issuer sends you a pre-
Y A - ( ¥ P MM/DD/YYYY Main Street Bank

approved credit card offer), or when you pull your own credit reports or FICO®
MM/DD/YYYY XKIK Cellular Phone Service

Scores. Soft inquiries don't affect your FICO® Scores.

Negative [tems @ o

Delinquency information from missed payments that have been reported by o . ;
lenders. Also includes information on overdue debt from collections agencies, ssaEutiyRe empany HE Historical Delinquencies
and public record information (bankruptcies, foreclosures, etc.) from federal, Revolving Citicorp Current 1 30 days past due

state and county courts. (36 months ago)



There are 5 key ingredients that your
FICO® Scores consider.

FICO® Scores are calculated from many different pieces of credit data on your
credit reports, but there are 5 main categories of information they consider.

B Payment History B Amount of Debt Length of Credit History

B New Credit B Credit Mix

The chart below shows the relative importance of each category.

30,

Amount of Debt

FICO’ SCORE

The score lenders use:

> 0

Mew Credit
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Payment History



The national average FICO® Score is 695.

Here's a chart that breaks down the ranges of FICO® Scores found across the
U.S. consumer population. Again, each lender has its own credit risk standards,
but this chart will give you a sense of what a FICO® Score in a particular range

means.

FICO® Score What FICO® Scores in this range mean

= Well above the average score of U.5. consumers

800+ Exceptional = Demonstrates to lenders you are an exceptional
borrower
= Above the average of U.5. consumers
740-799 Very Good = Demonstrates to lenders you are a very dependable
borrower
= Mear or slightly above the average of U.S. consumers
Eiill=rai Seive = Most lenders consider this a good score
» Below the average score of U.5. consumers
s llalid I # Though many lenders will approve loans with this
score
= Well below the average score of U.S. consumers
=< 580 Poor

» Demonstrates to lenders that you are a risky borrower



