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The FICO credit score used by most lenders, says its new scoring model will do a better job predicting the likelihood of a borrower defaulting on a loan.  The new model, FICO 08, will be more forgiving of occasional slips by consumers, but will take a harder line on repeat offenders.  Credit scores are used by financial institutions to determine the granting and pricing of credit, insurance, cell phone usage and in some cases, employment and utility services.  Consumers may start to see the use of the new FICO scores by spring though some lenders may take additional time to test the system to see how it works with their business and loan portfolios.  The scores will still range from 300 to 850 – the higher the better and the model will continue to look at the same factors, including consumers’ level of credit indebtedness and payment histories, length of credit histories, number of recent credit openings and inquiries, and the type of credit used, to determine scores.

 

The new model will do a better job of separating the “good risks” from the “bad risks”, particularly for subprime borrowers; those with young credit files or consumers who are actively seeking new credit.  Those are the ones who will find it harder to get credit while those with less-risky profiles will start to get better deals from lenders.  FICO 08 will give more points to consumers who maintain a variety of credit types, such as credit cards, a mortgage and auto loan, because it shows they can manage payments on different kinds of loans.  Those that use a high percentage of their available credit will be penalized.  

 

For those wanting to figure out what effect a financial move will have on their score before actually making the move, should check out the Credit Score Compass.  By answering a few simple questions the new online tool Credit Score Compass can estimate your credit score and offer easy-to-follow improvement tips and product suggestions based on your credit standing.  

 

There is no way to predict the exact effect a financial move such as opening or closing a credit card account will have on your credit score but this tool can help you make an educated guess about which direction a particular action may send your credit score.

 

At Credit.com, a simulator estimates your credit score based on your answers to six questions about your credit use and history.  You then can answer the questions again, reflecting a change that you are considering – such as canceling a credit card – and see how your hypothetical score changes.  You can do this as many times as you like, at no charge and no effect on your actual score.

 

For more information about credit and credit scores, contact your local ISU Extension office and ask for PM1459 A and B, Credit and Analyzing Your Debt Worksheet.

