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CREDIT SCORE 

I have been writing credit rating or the credit score or the CIBIL rating numerous times, but what 

exactly is this CIBIL (Credit Information Bureau [India] Limited) score?  

Let us deliberate over this briefly.  

CIBIL Transunion Score is a 3 digit number which represents our credit history. This score is 

calculated on the basis of our credit report which contains our credit history. The CIBIL score 

ranges between 300 and 900. High score implies a good credit history. So, closer the score to 900 

better it is. If we have score closer to 300, there are high chances that our credit card application 

will be rejected. CIBIL Score is important because it is the most important factor that is used by 

credit institutions to check our credit worthiness when we apply for a loan. When we have a high 

credit score, it is easier to get loan approvals as it indicates our credit worthiness to the lender. If 

we have a high credit score, the lender will consider lending us safe and our loan application will 

be accepted after evaluating our repayment capabilities but if we have a low credit score, our 

loan application will be rejected outrightly even if we have the repaying capabilities. It also helps 

to avail loan at a lower rate of interest especially in cases of personal loan where the interest rate 

on loan varies over a wide range. It makes sure as well that there is a fast disbursal of loan as 

well.  

So, how is the CIBIL score calculated?  

The basis of calculation of CIBIL score is our credit history. The credit bureau collates all the 

information about us in one report to calculate our CIBIL Transunion score. It is calculated on 

the basis of our account and enquiry section in our credit report. There are many other factors 

that are considered in calculating our credit score like the Credit history; which carries the 
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highest weightage especially past debt obligation which has a weightage of 30% in our credit 

score calculation. It also takes into account the credit mix and duration i.e. what percentage of 

our credit portfolio consists of secured loan and unsecured loan along with the duration of the 

loan will contribute another 25% of our credit score plus the credit exposure i.e. the total amount 

of credit that we have outstanding will decide the 25% of our credit score. Other factors which 

are to taken into account are credit utilization, recent credit behavior which contributes the rest 

20% of our credit score. There are a host of other factors as well which include delayed 

payments and defaults in the recent past (couple of years), high utilization percentage, higher 

percentage of unsecured loans and lastly, high number of credit applications. Any defaults or late 

impact the credit score negatively as it gives a negative impression about our credit worthiness. 

Utilization percentage is the ratio of our total outstanding loan to our credit limit. If we repay our 

debt timely and our outstanding loan and credit card balance is going down, our utilization 

percentage will also go down. This is taken positively by our credit bureau. But if our current 

balance on our credit card or loan is increasing over time, it indicates that our repayment burden 

is increasing again impacting our credit score negatively. Higher percentage of secured loans 

such as home loan or car loan in our loan portfolio is better for our credit score because these 

loans are generally available at cheaper rates. While unsecured loans are easily available but are 

also expensive. Higher proportion of unsecured loan gives an impression to the credit bureau that 

we have to service debt with high interest rates. Many a times, we are getting calls from various 

banks requesting for availing credit cards and we apply inspite of having existing credit cards. 

Large number of credit applications means we are frequently trying to avail loans. This portrays 

us as a credit hungry person to the credit bureau affecting our credit score. 

How is this Negative Score created?  

First thing that happens when we don't pay credit card bills is that we run huge interest debt in 

addition to charges for late payment.  Second thing is that we ruin our credit score, credit rating 

and credit history which we can’t repair later on even though we settle the debt on the terms of 

credit card issuer/bank. Once our credit rating is poor, no Bank/Financial Institution would be 

interested in entertaining our request for any type of loan and it is an arduous task to get the bank 

to remove the remark/s written off or written off/settled in our CIBIL report. Generally, the 

credit issuer would write off a portion of the dues, if the repayment is not forthcoming from the 

debtor or the dispute is to be settled on mutually agreed terms between the bank and the party.  In 

case of dispute, the debtor disputes the interest and charges levied which leads to delay, 

increased interest burden and numerous charges and threatening or nuisance calls from the Bank. 

The chain starts with a first delay or default and the first adverse effect usually is a dramatic 

decrease of our credit score. Our score will drop by 90–110 points. It will take at least 6 months 

– 3 years to recover. If we continue to not pay our debt, our score will continue to drop and our 

account will move to the recovery department. At this point, our credit report will reflect a 30, 

60, 90 and 120 day late payment. Should we continue to not pay our debt; the debt will have to 

be written off the books (charged–off) of the credit card issuer’s (creditor) book. This is merely 

an accounting term as we still continue to owe the debt. Meanwhile, we owe not only the 

principal amount of the debt, we now owe, in addition to the interest, late charges, penalty 
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charges and in some cases recovery fees too. Some times, in worst case scenarios, if we have 

other credit cards with other creditors, these other creditors may invoke universal default 

provisions and our credit limits may be reduced which will further crash our CIBIL scores. It is 

easy to mess with the credit score but difficult to rebuild it again which is a slow and steady 

process and needs months and months to monitor and gain trust in the new lender as our 

intentions need to be shown. 

Quoting an example of how negative CIBIL Score is created 

Ravi, age 35, has availed of a loan to purchase his house. However, he has not made his EMI 

payments towards the loan for the past few months. In simple terms that is known as a default ; 

not making agreed upon payments towards an outstanding loan or credit card account to the 

lender. 

Possible reasons for default? 

1. Not having sufficient funds to make the payment. 

2. Unwillingness to make the payment, i.e. willful default. 

3. Procrastination or not making payments on account of being lax. 

 

However, whatever be the reason for not making a payment, it is recorded as defaulting, on our 

credit information report once a certain period of time has elapsed. 

How is the CIBIL score affected by defaulting? 

 

The CIBIL score or credit score with any other bureau in the country, is essentially a summary of 

our past credit history as a borrower. It details the loans or card accounts availed of by the 

borrower, and the repayment details thereof. Hence, not making a payment or defaulting on our 

loan will in turn become a part of our long–term credit history, and negatively impact our credit 

score. A default signifies to the lender that there is a far deeper problem with the customer’s 

finances than for example just a delayed payment. This will lower our score and make any future 

borrowing difficult. 

 

How can this be corrected? 

Firstly, if we think that we will be making deferred (or delayed) payments for say the next two 

months, it is a good idea to speak to the concerned financial institution. They may be able (and 

willing) to help by working out a revised repayment plan with us. On the other hand, if it looks 

like our financial troubles are long–term; it may be wise to take the advice of a credit counselor 

who can best guide us to make the right decisions. Finally, we should know that it is not an 

impossible task to clear CIBIL issues, even though it may appear difficult in the initial stages. 
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Credit Card Debt and How to Get Out of It? 

Credit cards can be a great addition to our wallet but only if used wisely. Reckless use of our 

credit can result in a debt spiral that can ruin our budget and eat into all our future income. 

However, credit card debt is not a life sentence. There are multiple ways how we can get rid of 

the debt pile and start afresh. If we are already in credit card debt, there are better alternatives to 

take on expensive credit card debt and we can go in for various debt reduction plans and some 

strategies to stay out of debt. Sometimes, a large expense can’t be planned for, especially in an 

emergency and it is necessary to borrow money to cover it. Below listed are the five most 

effective ways that could significantly reduce borrowing cost compared to carrying a credit card 

balance and help us to get out of credit card debt: 

1. Personal Loans: Credit cards charge a huge interest rate; on an average 36–48% per 

annum whereas personal loans interest rates vary from 10% to 15% (significantly lower 

than the Indian national average of 41% for credit cards). A personal loan is a great option 

when we need funds quickly. A personal loan can be obtained from a lender for any 

purpose like to cover an unexpected medical procedure. While some personal loans can 

take up to a few days to acquire, some banks in India also provide them as soon as the same 

day. Importantly, most banks have income requirements to obtain a personal loan and they 

tend to prefer applicants who are employed with salaries. However, there are also options 

for low income earners or self-employed individuals. We can take advantage of a 

comparatively lower rate of interest and save on the overall interest payment by taking a 

personal loan to consolidate multiple credit card debts. Moreover, we can streamline our 

finances better when too many credit card debts are paid off using the personal loan as 

there would be only one EMI to pay in place of multiple credit card dues. Let us understand 

the above with the help of an example. Suppose a person has a credit card debt of ` 1 Lac. 

If they plan on carrying the debt on credit card then they will incur an annual charge of 24–

48%. Let us presume it is 30% (Average); meaning if they take a year to pay off the debt 

then they will have to pay ` 1.30 lacs (at a presumed average of 30%). However, if they 

take out a personal loan instead of carrying the debt then they will incur a compound 

interest of 10.99% (average). This means they will have to pay only ` 1,06,052 through an 

EMI of just ` 8,838. Hence, we can see, taking out a personal loan is much better way to 

pay off rather than carrying the hefty debt with interest on credit card. 

2. Balance Transfer: If a consumer has already charged a large expense (or many expenses) 

to a credit card, another option is a balance transfer. This is a transfer of outstanding 

amount of credit card debt from one card with a high interest rate to a different credit card 

with a much lower interest rate under this method. Sometimes, banks offer teaser rates on 

balance transfer where–in we would have to pay minimal interest or zero interest for a 

particular period, for e.g. 6 months or 1 year. However, we should not get the card only for 

this preliminary rate. Read about the fees and charges that the card would entail after the 

offer period ends. Do a research for a balance transfer credit card and try to find out one 

that does not only offer better deals on balance transfer but also gives extra benefits that 
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suit our preferences. For example, Standard Chartered offers a balance transfer with 0.99% 

monthly interest (~11.9% annually) for the first 6 months. It is important to note that the 

regular credit card interest rate will kick in after the low interest period (Standard 

Chartered's average credit card interest rate is 41% a – see the APR chart below). So, make 

sure to repay the debt in the time allotted if we take this route. 

 

Average Industry APR’s 

(Image Courtesy: ValueChampion) 

 

3. Seeking Help from Friends and Families: If we want to come out of debt without taking 

out a loan then seeking help from friends or family is a good choice. Undoubtedly, we 

should use this strategy in only the direst of circumstances. For instance, if the primary 

earner in the family dies or we suffered heavy losses in a calamity and so on. 

4. One Time Settlement: One time settlement is offered by credit card providers when they 

realize that we can’t even make the minimum payment. Unlike other debt recovery 
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measures, this is offered as a last resort where–in the bank offers us a last chance to get rid 

of the debt by reducing the amount to a much lower number but not below the principal 

amount. Still, we should not take this step unless we are in a crisis as this will destroy our 

credit score. Furthermore, debt settlement will also show up in our credit report. All this 

will really hamper our chances to avail a loan for the next 7 – 10 years. 

5. Contacting our Credit Card Provider: We can call up our credit card provider and ask 

for an extended grace period or hold off punitive charges. Some credit card companies also 

give concession to its customers if a crisis falls on them. In USA, for e.g. American 

Express relinquishes an outstanding amount of ` 50,000 (in US Dollars) if the primary 

cardholder dies. The credit card provider can only help us if we talk to them and let them 

understand our situation. 

 

The Future 

Experts say that India's payments landscape see a future without debit and credit cards. In 2017, 

Niti Aayog, CEO said debit cards and credit cards would become redundant in the next three to 

four years and people would use their mobile phones for financial transactions and while there 

has been a decline recently in the number of debit cards in circulation, digital payment methods 

like mobile wallets and Unified Payments Interface (UPI) may not be entirely responsible.  

However, his statement does raise a valid question on what the future holds for plastic money in 

the country?  

Will credit and debit cards continue to be the preferred mode of payment for the Indians?  

Banks and card payment processors are quick to say that plastic is here to stay, at least for some 

more time, although the form factor might change as the industry is now working on the form 

factor and the ubiquity and relevance of plastic cards in the country. One can not deny that cards 

are internationally accepted because of the availability of global infrastructure like MasterCard 

and Visa which is a tried and tested model globally. Some other experts are of the opinion that 

both debit and credit cards will be around for another 10 to 15 years, owing to the convenience 

and standardized payment experience because majority of India is still looking at digital and card 

payments with fear. If a concerted effort is made by the industry to tackle this fear and introduce 

audio–visual messaging to give confidence to customers to use digital payments, then the 

journey of adoption (of digital payments) can be shortened. Then again, one cannot be entirely 

sure given the innovations afoot when it comes to credit and debit cards because the environment 

seems more energized and disruptive for plastic cards than ever. Apart from co–branding 

partnerships, the plastic card has looked similar over the past few decades.  

Before one delves into the existential question of plastic money, it is important to note how the 

payment instrument has performed over the years? 

Data from Reserve Bank of India (RBI) states that debit cards grew by 19.5% between FY15 and 

FY16 and then 30% between FY16 and FY17 (note that demonetization took place in November 

2016). But, the biggest boost for debit cards came in FY15 when Prime Minister Narendra Modi 

announced the Pradhan Mantri Jan Dhan Yojna; this led to a staggering 40% growth in debit card 
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circulation. Unless the government does a structural change, we will not see a dramatic shift in 

the numbers using debit cards. Some examples are countries like South Korea and Hungary, 

where if a citizen expects a tax advantage, he must pay digitally. RBI data shows that in FY18, 

the growth of debit cards in circulation declined. As of January 2019, the total number of debit 

cards in the country was at 931.26 million, up only 8% from March 2018. Payment instruments 

like AePS (Aadhar Enabled Payment System) – National Payment Corporation of India’s 

payment service have gained popularity.  

 

Credit cards and their push to plastic growth 

 

Increasing Number of credit cards over the years 

(Image Courtesy: YourStory) 

Unlike debit cards, credit cards have been witnessing steady year–on–year growth. In fact, FY18 

saw an almost 26% increase (see the chart above) in the circulation of credit cards, one of the 

highest growth rates the instrument has seen over the last five years and this is only expected to 

grow. Experts believe that credit card usage is expected to double in the coming years and the 

country will have 100 million credit cards by the end of fiscal 2023. Credit card is increasingly 

becoming a necessity to meet demands of heightened expenses. Also, credit card as an 

instrument continues to be more rewarding for a customer. The industry has gone through the 

slowdown of 2008–2010 and banks are better equipped now to manage risks. One main 

drawback of credit cards is that they are still limited to Tier I and partially Tier II cities and 

haven’t penetrated far and beyond. 

 

So, what is the future of plastic cards (more so, Credit cards)? 

Between October 2018 and January 2019, many million credit cards (debit, also though) went 

out of circulation. This was primarily because of the RBI’s direction to replace old magnetic–

strip credit cards with the more secure, chip–based EMV cards. Given the scale of the banking 
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industry, circulation of cards will take up to 12 more months to streamline and come to normal. 

However, the EMV update has already led the country to leapfrog into the near–field 

communication (NFC) revolution. Replacing old magnetic strip cards, some banks upgraded 

their most active credit (debit, also) card users to NFC–enabled EMV credit cards, leapfrogging 

into the era of contactless. In countries like UK and Australia, contactless cards have boosted the 

total number of card transactions and displaced cash as the single largest instrument of payment. 

The RBI has, in the past also tried to push for contactless payments. In May 2015, the RBI 

removed the mandatory two–factor authentication for transactions below ` 2,000 using NFC–

based credit and debit cards across all merchant categories to promote contactless technology 

and that has continued to be a huge boost for convenience of payments. Contactless cards though 

are still at a nascent stage in India and estimated about 30 million contactless cards are there in 

the market. However, this is expected to increase significantly. Since two–factor authentication 

is not required for transactions below ` 2,000, contactless cards can significantly enhance 

customer convenience. 

 

Contactless: the future of cards in India 

 

Government’s smart city project offers significant potential for such cards for various payments, 

leading to significant reduction in cash transactions. Our Prime Minister Narendra Modi 

launched a National Common Mobility Card (NCMC) recently in January 2019, ushering the 

convergence of a regular payment and transit card. Christened as One Nation One Card, it runs 

on RuPay and eliminates the need to carry change and cash to pay for the metro, bus, or train or 

for toll and parking. The future of contactless plastic cards is definitely in transit where it will be 

integrated with ticketing. Local wallet usage is also in the roadmap of NCMC, so digital wallets 

might also move to contactless. Further, contactless transactions take 10–15 milliseconds to 

perform, making this form of payment more seamless and card networks like Visa and 

MasterCard aren’t far behind to tap the transit opportunity. By December 2018, global payment 

processing giant Visa had issued more than over 20 million Visa contactless cards in India and 

also nearly 1.1 million of the 3.6 million PoS (point–of–sale) terminals in the country accept 

contactless payments. The costs that banks are incurring on issuing contactless cards is there but 

in the long run, costs will come down automatically once banks start issuing more and more 

contactless cards much similar to EMV cards.   

 

Card tokenisation will hit form factor  

 

In January 2019, RBI introduced tokenisation of debit, credit and prepaid cards. Tokenisation is 

a process that will replace actual card details with unique alternate codes called a “token"; this 

will then be used for card transactions in contactless mode at Point of Sale (POS) terminals, for 

Quick Response (QR) code payments, etc. Already IPB (Indian Postal Banks) have taken the 

lead and started issuing QR Codes to its customers (Yours truly, the author of this article was one 

of the first persons to get issued the same). These new guidelines will surely come as a challenge 

to the physical form factor of the cards. Card tokenisation is to digitize physical cards in 
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consumer apps, basically to enable the mobile form factor of the plastic cards, but then, 

digitizing cards will definitely reduce the cost of operating cards for banks. Further, tokenised 

cards can be used for almost all channels, including transactions involving Near Field 

Communication (NFC), Magnetic Secure Transmission (MST) based contactless transactions, 

in–app payments, and QR code based payments, amongst many others. 

 

Plastic is just a form factor! 

 

At the end of the day, industry experts argue that plastic cards are just a form factor. In the long 

run, plastic may die, but it is definitely not happening in the short run. Payments and credit will 

still exist, but only the way they manifest to customers will change. This could be through a 

plastic card, an app, or some other form factor, but the services they provide will never 

diminish. Several players in the industry have already starting experimenting with various form 

factors, starting from phones to watches and even wearables. While the future looks promising, 

there is no denying that the real hard work will lie in building acceptance infrastructure and 

consumer education about digital payments through various form factors. 

 

SUMMARY 

It might be difficult to deduce for a few of us whether Credit Cards are our friends or enemy as 

there are pros and cons for both aspects discussed above. There are good reasons why credit 

cards have a bad reputation. If we are not careful with them, we could end up in a world of hurt. 

The interest rate on credit cards averages 41% in India, meaning that some have rates ranging 

from 36% or as high as even 48%. Credit cards become our enemy when we make just the 

minimum monthly payments. Do this and we could end up paying twice as much for everything 

we buy. Sometimes, a mini refrigerator we bought for our beer bottles for ` 20,000 in 2015 and if 

we have been making just the minimum payments all those years it could actually now be 

costing us ` 40,000 in less than 4 years. According to various studies, there is an improvement in 

the way credit card holders are paying up their balances in India because apparently, more people 

are striving to pay beyond the minimum requirement which is actually one of the best ways that 

we can save money on our credit card purchases. The problem with the minimum payment is the 

compounding interest, which a few experts call as the eighth wonder of the world and one of the 

most powerful forces on earth. We will never become a victim of this eighth wonder if we pay 

off our credit cards at the end of every month, but if we don’t, we will be paying interest on 

interest, which is compounding at work and in nature. Here is an example of what happens if we 

buy something for ` 10,000 and it accrues around 5% interest every month. This debt will cost us 

` 500 the first month (0.05 x 10,000). This will be added to our original ` 10,000 debt so we now 

owe ` 10,500 of debt. The next month we will again be charged 5% interest, which comes out to 

` 525 (0.05 × 10,500 = 525) so that we now owe ` 11,025 (10,500 + 525) in debt. While this is a 

very rudimentary example that does not factor in any minimum payments it does show the power 

of compounding interest and the effect it can have on our finances. I am giving another example 

of compounding interest that does take minimum payments into consideration. Suppose we owed 

` 20,000 at 5% interest and made a minimum payment of ` 1000 (usually, 5%) and if the bank 
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incurred around minimum ` 500 as a monthly penal charge, can we imagine how long it would 

take us to pay off that ` 20,000? The answer is roughly 36 months (3 years) and we would pay ` 

16,000 as interest or more that we borrowed.         

      On the flip side, credit cards can be our good 

friends in need as well if we do use them sensibly, In fact, we can actually use them to earn by 

spending. It might sound a lot like the old and sounds too good to be true, but infact, it is true. It 

is very hard to earn money on our money these days thanks to the fact that the bank interest rates 

on savings are so low. Bank deposits offer not more than 7% interest rate on a 12–month FDR. If 

we invest ` 10,000 at that 7.11% (yearly compounded average) it would earn us ` 711 at the end 

of those 12 months. Putting that money into a savings account at a bank would be even worse as 

they are generally paying around 3.5–4% only. So, we would be thinking, how could we earn by 

spending on a credit card? Today’s super–low interest rates have created a situation where 

instead of saving money we might actually be able to earn more by spending. This is actually a 

two–step process. First, we should, of course spend only what we can afford. If we don’t have a 

budget, we will definitely need to create one and stick to it. However, if we can make and stick 

to a reasonable budget we could put all our purchases on one of the cash back credit cards where 

we would actually earn the equivalent of 5% on our spending (on an average). This is because 

most of them offer at least 5x cash back with the opportunity to earn 10x–20x on certain 

purchases as well. If we were to put ` 10,000 on a credit card with 2x cash back we would earn ` 

200 or more than we could earn by putting the same amount of money in a savings account. 

While we can’t put the really big–ticket items like our housing loan payment on a credit card, but 

we can definitely put all our groceries, petrol/diesel, clothing, travel and even some of our 

recurring expenses such as our cell phone or cable bill on the one that offers us cash back. 

CONCLUSION 

The bottom line of credit cards is that they are our friends and enemies both, much like 

opportunistic infections and a better word for them would be frenemies. If we treat them with 

respect and use them wisely they can be our friends. When it comes down to it, credit cards are a 

tool. As long as we are finding the right card for our situation, taking advantage of the rewards 

and not allowing ourselves to carry a balance month to month, using a credit card can be a great 

benefit. We can also earn money by using them and they are certainly a more convenient way to 

pay for things then carrying a big wad of cash or even making cheque payments, but beware, 

they can be our worst enemies as well. If we find that we are becoming lost and unorganized in a 

maze of points, restrictions, spending goals and so forth, credit card may not be the right thing 

for us. Also, if we don’t use them wisely by running up big balances we can’t pay off 

immediately, failing to make our payments on time or making only their minimum payments, we 

are doomed for long for sure. RBI data shows credit card outstanding amount of ` 42,100 crore at 

the end of May 2016. The recent figure would be much higher for sure. Don’t be one of those 

people. Getting buried under a load of debt can literally cause us physical as well as financial 

problems. Many people have more than one credit card and few even carry up to 12. Try not to 

use more than 50% of our total card limit. One may also put such a limit as a mobile or email 
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alert so that purchases can be monitored. As I said above, remember credit card records and 

history is shared by banks with the credit bureaus in the country. Higher usage or irregular re-

payments may impact our credit score negatively. Personal finance experts spend a lot of energy 

trying to prevent us from using credit cards and with good reason. Many of us abuse them and 

end up in debt. But contrary to popular belief, if we can use the plastic responsibly, we are 

actually much better off paying with a credit card than with a debit card and keeping cash 

transactions to a minimum. So, always make sure that the credit card/s we sign up for is working 

for us and not against us. 

 

 

(Credit Card details finished) 

 

(Finance Series to continue) 

 

(This concludes the details on credit card and we shall take up another topic of finance in 

the Part 6 of this series in Volume 2 Issue 3 – May–Jun 2019 issue – Second Part) 
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