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Charge off affect credit score

Many retailers take a hard line against shoplifters to deter them. You could face criminal charges for even a relatively small-value theft. A criminal charge or conviction typically won't impact your credit score. However, the retailer may also bring civil charges to recover damages if you steal items of significant value. If a retailer sues you for damages
in a civil court, you naturally have a right to defend yourself. Of course, a criminal conviction hinders your defense. If you settle, or if the court issues judgment against you, you must pay damages. If you fail to do so, a default judgment is often the next step. This judgment may lead to garnishment of wages and can severely affect your credit score.
Many of the credit card offers that appear on the website are from credit card companies from which ThePointsGuy.com receives compensation. This compensation may impact how and where products appear on this site (including, for example, the order in which they appear). This site does not include all credit card companies or all available credit
card offers. Please view our advertising policy page for more information. Editorial Note: Opinions expressed here are the author’s alone, not those of any bank, credit card issuer, airlines or hotel chain, and have not been reviewed, approved or otherwise endorsed by any of these entities. Photo Courtesy: JGI-Tom Grill/Getty Images In the world of
finances, minding your credit score can be tricky. Some seemingly benign actions, such as canceling an old credit card you never use, can actually end up hurting your credit score. Seems counterintuitive, doesn't it? After all, tidying up your finances feels like it should have a positive impact — or, in the very least, be somewhat innocuous. But that's
simply not the case. Or, should we say, things aren't that simple. While many folks opt to cut up under-used credit cards or stow them in desk drawers, far from temptation, others just want to cut ties completely. So, are there ways to cancel a credit card without damaging your credit score? Well, with the right preparation, you can cancel a card you
no longer use, all while keeping your credit score intact. Canceling any credit card can potentially hurt your credit score, but the most damage is done when you cancel cards with high limits. A person's credit score is determined in many ways. The idea behind a credit score is to figure out how financially "worthy" one might be — a metric banks and
other lenders may rely on when qualifying a person for a loan. While it may seem unfair that so much of your financial history (and future) hinges on a credit score, that's the reality of it today. In fact, almost a third of your credit score is determined by the amount of credit you use relative to your limit. This is called credit utilization, and, in the end, it
amounts to something rather simple: the less of your available credit you use, the better it is for your overall credit score.For example, many credit experts claim that you use never use more than 30 percent of your available credit if you want to keep a high score. The people with the highest credit scores tend to use less than 10 percent. These
percentages, of course, are based on credit limits. Based on those numbers, a person with a credit limit of $15,000 across two cards should always keep their balance no higher than $1,500. Photo Courtesy: Westend61/Getty Images This all relates to why canceling a credit card can negatively impact your credit. Imagine the following scenario:Your
overall credit availability is $15,000 divided across two credit cards. One card has a $5,000 limit while the other has a $10,000 limit. Your card with the $10,000 limit has a zero balance and you no longer want or need it, so you decide to cancel it. Meanwhile, your card with the $5,000 limit has a $1,500 balance. Once you cancel your $10,000 card,
your credit availability drops to $5,000. With your $1,500 balance, you are now using 30 percent of your credit availability instead of the previous 10 percent. As a result, your credit score can drop.Another factor that plays into your credit score is the age of your credit cards. The longer you've had a card, the better it can be for your credit. The
reason for this is that it provides a clearer track record of how you manage your credit. As such, canceling an older card can negatively impact your score more than canceling a newer card. Don't fret just yet — there are ways to minimize or even possibly eliminate harming your credit score when canceling a credit card. Both involve a certain amount
of preparation, though. One method? Try increasing the limit on a card you plan on keeping. If you're canceling a card with a $5,000 limit, try increasing your credit limit on another card by the same amount. You can consult with the issuing bank or credit card company to see if you qualify for an increase. Another way to avoid damaging your credit?
Open a new credit card. It may sound counterintuitive if you're trying to cut down on cards, but, potentially, there's a better fit out there. Regardless of which new card you open, it should have the same limit — or higher — as the one you plan to cancel. By opening and canceling at the same limit, your credit utilization won't change, thus the
cancellation won't harm your credit score if timed correctly. Photo Courtesy: Guido Mieth/Getty Images If the card you want to cancel is old, your credit score will likely go down once you cancel it. Luckily, by maintaining good financial practices with your other credit, it will likely bounce back in a few months. Furthermore, canceling a credit

card properly involves several necessary steps. First of all, make sure to pay off the balance on that card before closing it. If you have recurring bill payments connected to that card, change them over to a different card or cancel them. Additionally, make sure you've redeemed all of the rewards you've received through that card. Finally, call the
credit card issuer, cancel the card, and cut it up. To double-check that the card has been closed, view your next credit report. Keeping in mind that canceling a credit card almost always has a negative impact on your credit score, so if you can avoid canceling a card that's often better in the long run. If you're only canceling a card because you no
longer use it, consider keeping it, putting it in a drawer, and maintaining an intact credit score. Of course, there are other valid reasons for canceling a credit card. If you want to avoid an annual fee, for example, you might want to downgrade the card to one without fees. Contacting the lender to switch to a different card will allow you to keep your
payment history while eliminating the fee.Another common reason people cancel credit cards is that it's no longer useful. Perhaps you got the card for its interest-free period and used it to pay off debt. With the debt paid off, you want to eliminate that card and get a more beneficial one with rewards you'll actually use. Check to see if the issuer has
another card that fits your needs. Again, instead of canceling, switching to another card offered by the same company can help you maintain your credit score. Photo Courtesy: People Images/Getty Images Finally, many people cancel credit cards because having them is too much of a temptation — and, in the end, they spend money they don't have
and accumulate unwieldy amounts of debt. While canceling credit cards may be a good idea in this case, consider lowering your credit limit on the card — or even stashing it away — instead.Credit score aside, sometimes you have no choice but to cancel a card. For instance, if you have a shared account with a partner, a divorce or separation may
prompt you to cancel a joint card. Other folks have had bad experiences with particular companies. And, of course, some credit card holders can't help but feel tempted, no matter where they stash their cards. If you're in one of these unavoidable situations — or fear that your spending will lead to crushing debt — then cancelation really might be the
best option. Just be sure to do everything you can to mitigate the damage that can be done to your credit score. As my regular readers may know, there are five FICO factors that make up a credit score. These are payment history at 35 percent, credit utilization at 30 percent, credit history at 15 percent, credit mix at 10 percent and new credit at 10
percent.Let’s look a little closer at that last item, new credit, and examine what it means for your credit score. Just as a reminder, VantageScore also considers inquiries under the “new accounts” category and counts them as “less influential” in determining your score.This category includes the number of recently opened credit accounts and all new
credit inquiries. The inquiries are those made by lenders before approving your request and will remain on your credit report for two years. They have very little effect on credit scores, and what little impact there is typically goes away after a few months.If there is a new account, that will be the main thing lenders are interested in. If there isn’t a
new account in a month or two following the inquiry, the impact of the inquiry goes away as it doesn’t represent any risk to the lender because there is no new debt associated with it.What is new credit?New credit is exactly what it sounds like—credit lines or loans that you applied for that you did not have before. Let’s take a minute and talk about
what new credit is not.Say you have a credit card with a $5,000 limit. You spend $2,500, leaving you with $2,500 of spending capacity available. If you access some or all of the remaining $2,500, you are not using new credit. Your lender has already approved you for your limit and it doesn’t matter how much or how little of it you use in this category.
(Of course, accessing the credit as noted here would have a serious negative effect on the credit utilization portion of your score.)Now let’s say you get an offer from a lender for a new credit card, loan or line of credit. These preapproved offers of credit are also not new credit (unless you take them up on the offer). These offers are just that—a pre-
offer only. You still must formally apply and be approved for the credit that is being marketed.If your application doesn’t hold up, you may find that you in fact do not qualify. Or you may find that you qualify, but not for as high a credit line or as low an interest rate as advertised. These offers always include language that says that the offer you
received is not guaranteed and will be based on information in your credit report.Now if you decide to apply, you have crossed into new credit territory with regard to your credit reports and score. The “new credit” category is triggered any time you apply for credit that you did not have before. This includes credit cards, of course, but also things like
auto loans and mortgages.These latter categories are ones that you may want to rate shop for. The credit bureaus and scoring mavens understand the importance of shopping around for the best rates and count multiple inquiries as a single one if they are made within a certain period of time. Depending on the score version your lender is using, that
period may be from 15 to 45 days.Once you have applied, you may see an increase or even a decrease in score. A lot of this depends on when the items are reported. Once an application is made it will be reported, but the timing between application and acceptance may lag and cause your score to temporarily dip due to the hard inquiry.Although hard
inquiries don’t have a very large impact on the average credit report, they can have a more serious negative impact on a credit file with a short credit history or few entries. These files are also called thin files. They may not cause a greater score decrease in terms of points, but when you already have a limited history and a low score, a few points
could affect a lender’s decision more than it would for a person with a high score and extensive history.But new accounts can also improve your score in a couple of ways. If you open a new credit card line but don’t access the credit, over time this will improve your utilization and overall score. Depending on the amount of credit, you could also access
a small portion of it and see your utilization increase because your credit lines are now higher.Finally, if the new account is for a category of credit you didn’t previously have (like a car loan or other installment-type loan), you will help your credit mix, which accounts for 15 percent of your score. This is an often-overlooked strategy for improving a
credit score, and is especially helpful for those with “thin” credit files. How do new credit inquiries affect your score?Inquiries are simply a record that someone with a permissible purpose under the law has asked for your credit report. They may be credit grantors, employers, insurance companies and lenders, as well as yourself. But there are two
types of inquiries—hard and soft. Only a hard inquiry counts here.Hard inquiries are the result of your application for credit or other services. They indicate you may have additional debt that doesn’t yet show as an account in your credit report, so it represents a bit of risk to lenders. For that reason, they are shared with lenders and can have a small
impact on your credit scores until the new account is added. You may see these listed in your report as “Inquiries shared with others.” As noted above, only hard inquiries will have an effect on your credit score. This also means that those preapproved offers need not concern you, as these are what are known as “soft” inquiries.Soft inquiries are
shown only to you (not anyone else, like a lender) on your credit report, and they don’t affect credit scores or lending decisions. They include things like preapproved credit offers, your requests for your own credit report, requests by employers or landlords to whom you’ve given your permission and insurance companies requesting your report. You
may see them listed under a heading of “Inquiries shown only to you.” None of these inquiries will have any impact whatsoever on this portion of your credit score.When should you apply for new credit?In a nutshell: only when you truly need new credit. You should always approach any new credit with care and have a plan in place for repaying your
debt. It is always a good idea to be fairly sure that you will qualify for any new credit before applying. It’s helpful to check your credit reports regularly; you can do this for free at AnnualCreditReport.com.Normally available only once a year, during the current pandemic you can access your reports weekly at this site for free through April 2021. You
may also have access to scores and reports through one of your creditors. I recommend using those resources before making the decision to apply for any new credit.Good luck!Have a credit score question for Steve? Drop him a line at the Ask Bankrate Experts page.
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