What is a FICO Score (Credit Score)?

Your FICO® score is the numeric representation of your financial responsibility, based on your credit history. Based on a scale of 300 to 850, there are three FICO® scores - one from each national credit bureau. These three FICO® scores are the measure that most lenders will look at when evaluating your credit or loan applications.
Along with the credit report, lenders can also buy a credit score based on the information in the report. That score is calculated by a mathematical equation that evaluates many types of information that are on your credit report at that agency. By comparing this information to the patterns in hundreds of thousands of past credit reports, the score identifies your level of future credit risk.
In order for a FICO® score to be calculated on your credit report, the report must contain at least one account which has been open for six months or greater. In addition, the report must contain at least one account that has been updated in the past six months. This ensures that there is enough information - and enough recent information - in your report on which to base a score.
About FICO scores
Credit bureau scores are often called "FICO scores" because most credit bureau scores used in the US are produced from software developed by Fair Isaac and Company. FICO scores are provided to lenders by the three major credit reporting agencies: Equifax, Experian and TransUnion. The chart below shows the national average of FICO scores in the country.

FICO scores provide the best guide to future risk based solely on credit report data. The higher the score, the lower the risk. But no score says whether a specific individual will be a "good" or "bad" customer. And while many lenders use FICO scores to help them make lending decisions, each lender has its own strategy, including the level of risk it finds acceptable for a given credit product. There is no single "cutoff score" used by all lenders and there are many additional factors that lenders use to determine your actual interest rates. 
Other Names for FICO Scores
FICO scores have different names at each of the three credit reporting agencies. All of these scores, however, are developed using the same methods by Fair Isaac, and have been rigorously tested to ensure they provide the most accurate picture of credit risk possible using credit report data.
	CREDIT REPORTING AGENCY
	FICO SCORE

	Equifax
	BEACON®

	Experian
	Experian/Fair Isaac Risk Model

	TransUnion
	EMPIRICA®


More than one score
In general, when people talk about "your score", they're normally are talking about your current FICO score. However, there is no one score used to make decisions about you. This is true because:
· Credit bureau scores are not the only scores used.
Many lenders use their own scores, which often will include the FICO score as well as other information about you. 
· Your score may be different at each of the three main credit reporting agencies.
The FICO score from each credit reporting agency considers only the data in your credit report at that agency. If your current scores from the three credit reporting agencies are different, it's probably because the information those agencies have on you differs. 
· Your FICO score changes over time.
As your data changes at the credit reporting agency, so will any new score based on your credit report. So your FICO score from a few month ago is probably not the same score a lender would get from the credit reporting agency today.
How Are FICO Scores Calculated?
15% of your score is based on your credit history.
Typically a longer credit history will increase your score. The score considers both the age of your oldest account and an average age of all your accounts.
10% of your score is based on new credit or if you are taking on new debt. 
Opening a couple of new credit lines in a short period will hurt this score. If you are planning on buying real estate in the near future, put off buying a car until after it closes. A new car loan can have a big impact on what price of house you can qualify for.
10% of your score is based on types of credit in use. 
The score will consider your mix of credit cards, retail accounts, installment loans, finance company accounts and mortgage loans.
30% of your score is based on amounts owed on all accounts.
Even if you pay off your credit cards in full every month, your credit report may show a balance on those cards. The total balance on your last statement is generally the amount that will show in your credit report. The score considers the amount you owe on specific types of accounts, such as credit cards and installment loans. Small balances without missing a payment shows that you have managed credit responsibly and may be slightly better than no balance at all. Closing unused credit accounts that show zero balances and that are in good standing will not generally raise your score. A large number of accounts can indicate higher risk of over-extension.
35% of your score is based on payment history.
The first thing any lender would want to know is whether you have paid past credit accounts on time. This is also one of the most important factors though late payments are not an automatic "score-killer." An overall good credit picture can outweigh one or two instances of, say, “late credit card payments.”
What a Better Score can save you?

To prove the undeniable power of your FICO score, it will use a basic scenario on a simple 30 year fixed rate mortgage.
Assume a purchase price of $265,000.00, with a down payment of 5% ($13,250.00), leaving an amount to finance of $251,750.00.
Below is a table which shows approximate mortgage rates based on your FICO score.
	FICO SCORE
	INTEREST RATE
	MONTHLY MORTGAGE
	TOTAL INTEREST PAID

	720-850
	5.656%
	$1454
	271,743

	700-719
	5.781%
	$1474
	278,928

	675-699
	6.319%
	$1501
	310,348

	620-674
	7.467%
	$1755
	380,025

	560-619
	8.531%
	$1941
	447,108

	500-559
	9.289%
	$2078
	496,403


Note: Although I pulled these numbers off a FICO score site, we do not believe you would qualify for a mortgage with a FICO score lower than 560. Perhaps if you had 20% or 30% to use as a down payment, but honestly - who has that type of money? On the above scenario the down payment would have to be between $53,000 and 79,500.00!
OK- Now let's assume that you were able to buy this house with a FICO score of 560-619 with 5% down. Here is what you would save in interest charges if you had a higher FICO score.
	IF YOUR SCORE CHANGED TO
	INTEREST YOU WOULD SAVE

	620-674
	$67,083

	675-699
	$136,760

	700-719
	$168,180

	720-850
	$175,366


The power of your credit report and credit history along with your FICO score is pretty scary. 

The Truth about Credit Repair Specialist

If you have been surfing around the web on the subject of credit, you have probably seen some of these claims on hundreds of websites: 
"WE CAN ERASE ALL YOUR BAD CREDIT"  - These people want you to declare Personal Bankruptcy. When you do this you will have a horrible strike against your credit score for the next seven years and they will charge you over $2000.00 to perform this little miracle!
"START FRESH WITH A CLEAN CREDIT" - These folks want to sell you a new taxpayer ID. This practice is actually illegal in most states and is a complete scam. You won't get a "cleaned credit", but you will get a "cleaned wallet".
"WE CAN REPAIR YOUR CREDIT SCORE" - Absolutely may be able to help, but will more than likely charge you over $2000.00 and take more than 6 months! Do you really have that much money to throw away and that much time to waste? 
"WE MONITOR YOUR CREDIT SCORE MONTHLY AND FIX IT FOR YOU" - These folks will charge you over $100.00 a month to pull your reports and they really can't fix much of anything.
"GET YOUR FREE CREDIT REPORTS HERE" - This is a real sales hook to get you to use their very expensive services that really won't help you to improve your FICO scores.
"NON-PROFIT CREDIT COUNSELING" -  This does not mean free. Typically this is hundreds of dollars and only offers you advise that you can find elsewhere for free!
 Many of the credit repair companies out there are complete and utter scams. They are designed to prey on people that are desperate to fix their credit fast and don't know the options that are available. 
Long-Term FICO Improvement

Pay your bills on time - Delinquent payments and collections can have a very negative impact on your FICO score. 
If you have missed payments, get current and stay current - The longer you pay your bills on time, the higher your FICO score will become 
Be aware that paying off a collection account will not always remove it from your credit report - It will stay on your report for seven years, if you don't take aggressive action. (We give you the specific action to take in our e-Book)
Keep balances low on credit cards and other "revolving credit" – High outstanding debt can seriously affect a FICO score. 
Pay off debt rather than moving it around - The most effective way over time to improve your score in this area is by paying down your revolving credit. In fact, owing the same amount but having fewer open accounts may lower your FICO score. 
Don't close unused credit cards as a short-term strategy to raise your score - A credit card that has been closed appears on your credit report for 7 years and the FICO score can not distinguish between you closing it or your creditor.
Don't open a number of new credit cards that you don't need, just to increase your available credit - This approach could backfire and actually lower your FICO score.
If you have been managing credit for a short time, don't open a lot of new accounts too rapidly - New accounts will lower your average account age, which will have a larger effect on your score if you don't have a lot of other credit information. Also, rapid account buildup can look risky if you are a new credit user
Do your rate shopping for a given loan within a focused period of time - FICO scores can distinguish between a search for a single loan and a search for many new credit lines, in part by the length of time over which inquiries occur. 
Re-establish your credit history if you have had problems – Opening new accounts responsibly and paying them off on time will raise your FICO score in the long term. 
Note that it's OK to request and check your own credit report - This won't affect your score, as long as you order your credit report directly from the credit reporting agency or through an organization authorized to provide credit reports to consumers. Beware of websites that are not affiliated with the credit bureaus, as this will lower your FICO score.
Apply for and open new credit accounts only as needed - Don't open accounts just to have a better credit mix — it probably won't raise your score. 
Note that closing an account doesn't make it go away - A closed account will still show up on your credit report, and may be considered by the score.
