FICO SCORES

“Your credit score has an enormous effect on your financial life, influencing everything from the rate you pay on your credit cards, the size of your credit line, your insurance rates, your mortgage rates, and even the junk mail that you receive.”

FICO Score – The most common credit score used by lenders to assess an applicant's credit risk and whether to extend a loan. FICO is an acronym for the Fair Isaac Corporation, the creators of the FICO score.[footnoteRef:1]  The three major credit bureaus (Equifax®, TransUnion® and Experian®) use the FICO scoring model for their proprietary systems, but since each scoring system uses a slightly different statistical model, your score from each of the three will not be exactly the same.  Scores range from approximately 300 to 850.[footnoteRef:2] [1: 
 http://www.investopedia.com/terms/f/ficoscore.asp]  [2:  http://www.finra.org/Investors/SmartInvesting/GettingStarted/PreparingToInvest/P120717] 


Note: The only place where you can safely receive a copy of your credit report is the government-sanctioned Central Source Annual Credit Report Request Service at www.annualcreditreport.com.

Figure 1: Five major components of a FICO Score[footnoteRef:3] [3:  http://www.myfico.com/crediteducation/whatsinyourscore.aspx] 
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Payment history (35%) A history of prompt payments of at least the minimum amount due on credit cards, retail accounts, installment loans (such as automobile or student loans), finance company accounts and mortgages helps your score. Late or missed payments hurt your score as well as bankruptcies, foreclosures, suits, liens, judgments and wage attachments.

Amounts owed & credit utilization (30%) A good rule of thumb is not to exceed 30% of the credit limit on your credit cards. Paying down an installment loan is looked upon with favor. For example, if you borrowed $20,000 to buy a car and have paid back $5,000 of it on time, even though you still owe a considerable amount on the original loan, your payment pattern to date demonstrates responsible debt management, which favorably affects your credit score.


Length of credit history (15%) The longer your credit accounts have been open and the longer you have had accounts with the same creditors, the higher your credit score. Your FICO Score takes into account: (1) How long your credit accounts have been established, including the age of your oldest account, the age of your newest account and an average age of all your accounts, (2) How long specific credit accounts have been established, and (3) How long it has been since you used certain accounts.

Types of credit  & use (10%) concerns the "mix" of credit you access, including credit cards, retail accounts, installment loans, finance company accounts and mortgage loans. Generally, the wider the variety of credit the better, but you do not have to have each type of account. Whether you use that credit appropriately is also analyzed. For example, using a credit card to purchase a boat could hurt your score.

[bookmark: _GoBack]New credit (10%) If you have many applications for credit recently, you will lose points on your FICO credit score. Research shows that opening several credit accounts in a short period of time represents a greater risk - especially for people who don't have a long credit history.  Note, when you rate shop for a mortgage or a car loan, there may be multiple inquiries. However, because you are looking for only one loan, inquiries of this sort in any 14-day period count as a single “hard hit.” By contrast, applying for numerous credit cards in a short period of time will count as multiple hard hits and potentially lower your score. “Soft hits”—including your personal request for your credit report, requests from lenders for “pre-approved” credit offers and those coming from employers - will not affect your score.[footnoteRef:4] [4:  http://www.finra.org/Investors/SmartInvesting/GettingStarted/PreparingToInvest/P120717] 


The higher your score, the better access you’ll have to some of the best rates and most favorable terms!

Example[footnoteRef:5] [5:  Example cited from “How Your Credit Score Impacts Your Financial Future” available at http://www.finra.org/Investors/SmartInvesting/GettingStarted/PreparingToInvest/P120717] 

Suppose you want to borrow $200,000 in the form of a fixed rate thirty-year mortgage. If your credit score is in the highest category, 760-850, a lender might charge you 3.623% interest for the loan.[footnoteRef:6] This means a monthly payment of $912. If, however, your credit score is in a lower range, 620-639 for example, lenders might charge you 5.212% resulting in a $1,100 monthly payment. The lower credit score would cost you $188 a month more for your mortgage!  [6:  Scores and rates as of June 5, 2013, as reported on www.myfico.com.] 
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