ARVEST BANK PRESENTS:

CREDIT SCORE
MANAGEMENT
by

LA’TWAN CHEATHEM
COMMERCIAL LENDER

Credit History
•

Credit history is one factor that determines a person's credit score. Things considered
negative on a credit history include, bankruptcy, late payments, high credit card balances and
defaulting on a loan or credit card account. These negative marks contribute to a lower credit
score.

•

Good credit history is important for a number of reasons. Financial Institutions want to provide
loans and credit to people who are considered a good risk. This means people who will pay
back the money. If a person has a poor credit history, and likely a low credit score, they may
be considered a high risk and have a difficult time obtaining credit, including loans. If credit is
obtained, it may be at a higher interest rate than someone with a good credit history.

•

One step an individual can take to improve their credit score is to get a copy of their credit
report and review their credit history. Mistakes can be removed from a credit history by writing
to the reporting company.

•

Don’t wait until you need credit to know what is in your credit file.
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Types of Credit
Revolving Credit Account
Credit cards – MasterCard, Discover, Visa, JC Penney, etc.

Charge Account
Utilities, dentist, cell phone, etc.

Installment Loans
Car loan, mortgage, student loan, payday loan, etc.

3 CREDIT SCORE MANAGEMENT

What Is a Credit Report?
A credit report is a record of your credit activities.
Includes:
• Any credit-card accounts
• Loans you may have, the balances, and how regularly you
make your payments
• Any action taken against you because of unpaid bills
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Where Do Credit Reports Come from?
A company that gathers and sells credit information is called a consumer
reporting agency (CRA).
The most common type of CRA is credit bureau.
There are three major credit bureaus that operate
nationwide - Equifax, Experian, and TransUnion.
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What Is a Credit Rating?
Your credit rating is drawn from your credit report, which outlines your
borrowing, charging, and repayment activities. A good rating helps you
reach financial goals; a poor rating limits your financial opportunities.
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Who Is Allowed to See Your Credit Report?
• Creditors who are considering granting or have granted you credit;
• Employers considering you for employment, promotion,
reassignment, or retention;
• Insurers considering you for an insurance policy or reviewing an
existing policy;
• Government agencies reviewing your financial status or
government benefits; and
• Anyone else with a legitimate business need for
the information, such as a potential landlord
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What Type of Information Is on Your Credit Report?
1.

Identifying Information: Your full name, any known aliases, current
and previous addresses, social security number, year of birth, current
and past employers, and, if applicable, similar information about your
spouse.

2. Credit Information: The accounts you have with banks,
retailers, credit-card issuers, utility companies, and other
lenders (accounts are listed by type of loan, such as
mortgage, student loan, revolving credit, or installment
loan; the date you opened the account; your credit limit or
the loan amount; any co-signers of the loan; and your
payment pattern over the past two years).
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What Type of Information Is on Your Credit Report?
Continued

3.

Public Record Information: State and county court records on
bankruptcy, tax liens, or monetary judgments (some consumer
reporting agencies list non-monetary judgments as well).

4.

Recent Inquiries: The names of those who have obtained copies of
your credit report within the past year (two years for employment
purposes).
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Where Do the Consumer Reporting Agencies Get
Their Information?
Credit bureaus collect information from parties that have previously
extended credit to you, such as a department store that issued you a credit
card or a bank that granted you a personal loan.
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11

What Makes Up a Credit Score?
Your FICO credit score is determined by five factors: Range 300-850
(lenders use this)
• Payment history (35%)-late payments, judgments, bankruptcy, etc.
• Outstanding debt (30%)-maxing out your credit cards can lower score
• Length of Credit History (15%)-long relations with financial institutions
has a positive effect on score
• Recent Inquiries (10%)-too many inquiries in response
to applications for credit within a short period of time can
lower your score because it suggests you may be
getting ready to have too much credit
• Types of Credit in Use (10%)-too many open lines of
credit can lower your score
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What Makes Up a Credit Score?
Continued

Vantage Score is determined by six factors: Range 501-999
(consumer gets)
• Payment history: (32%) Have you consistently paid your accounts in a
timely manner?
• Utilization: (23%) How much of the total credit available to you are you
currently using?
• Balances: (15%) What is the total of your current and
delinquent account balances?
• Depth of Credit: (13%) How long is your credit history
and do you have a healthy mix of credit types?
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What Makes Up a Credit Score?
Continued

Vantage Score is determined by six factors: Range 501-999
(consumer gets)
• Payment History: (10%) How Have you paid your bills in the past
• Amounts Owed: (30%) What is the total amount of credit that you
currently have outstanding?
• Length of Credit History: (15%) How long have your credit been
established?
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Signs of Good Credit
• Paying bills on time every month
• Staying within credit limits
• Variety of credit: loans on house, car, student or credit card
• Only obtain loans or credit cards that you are capable of paying back
• Paying back
• Paying balances in full each month
• Steady income
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Signs of Negative Credit
• Late payments
• Paying less than minimum
• Too many credit cards with large balances
• Large amounts of credit available
• Collection agency accounts
• Bankruptcy
• Garnishment or judgment
• Overdue child support payments
• Overdue property taxes
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Good information can stay on your credit report for more than 10 years.
Negative information will fall off 7 years from date of last activity.
Bankruptcy will stay on a credit report for 10 years from date of discharge.
TIP:
Do not carry your Social Security Card (or your children’s cards) on
you; nor any card that shows your Social Security Number—this will
cut down on Identity Theft.
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Suggestions for Establishing Credit
• Set up a checking and/or savings account to indicate good money
management.
• Check your current income and expenses to make certain that you
will be able to repay if granted credit.
• As a last resort, consider having a parent or relative to be
a cosigner on your credit application. Do not get angry
with your parents if they refuse to cosign—their credit
history is at stake.
• Apply in your community.
• Make a large down payment.
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Suggestions for Establishing Credit
Continued

• Compare the APR, or Annual Percentage Rate, of the credit grantor.
This amount is often added to the cost of credit without a clear
understanding by the purchase. Read the fine print in all contracts.
• Apply for a Secured credit card.
• If you are turned down for credit, request a copy of your credit report
from the issuing credit bureau, and the reason for denial of credit
from your creditor. You will not be charged for this credit report since
you were denied credit.
• Be VERY careful about applying for credit cards on
the Internet. Most of those cards are currently carrying
a higher APR than if you ask for a card in writing.
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Ordering a Credit Report
Call 1.877.322.8228
Or
Print and complete the Annual Credit Request Form available at Ftc.gov/credit
and Mail to:
Annual Credit Report Request Service
PO Box 105281
Atlanta, GA 30348-5281
Or
Visit annualcreditreport.com
You are allowed one (1) free report each year.

20 CREDIT SCORE MANAGEMENT

What is Examine?
When a lender examines a loan application they look at several factors, among them
the applicant’s credit score, income, collateral and debt to income ratio (DTI). These
numbers are important indicators of a person’s ability to repay the loan.

Credit - A good credit history is important for a number of reasons. Credit
card companies along with banks and mortgage companies want to
provide loans and credit to people who are considered a good risk.
Collateral - Properties or assets that are offered to secure a loan or other
credit. Collateral becomes subject to seizure on default.
Cash Flow (aka Debt to Income) - Your debt-to-income ratio is a
personal finance measure that compares the amount of money that you
earn to the amount of money that you owe to your creditors.
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Debt to Income Ratio (AKA DTI)
• A person’s debt to income ratio is important because it is a representation of cash
flow – it is the percentage of the monthly gross income that goes toward paying the
applicant’s fixed expenses. Banks generally like to see debt to income ratio below
40% on personal loans.
• Calculating your debt to income ratio is as simple as adding up all of your debt and
dividing it by your income.
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Debt to Income Ratio (AKA DTI)
To calculate DTI; gather all of your monthly debt obligations. This will include monthly
payments such as:
Mortgage payment (including taxes, insurance, private mortgage insurance, etc.)
Car payment
Minimum credit card payment
Student loan payment
Child support
Any other monthly debt obligations
Example - In our example, Sam's monthly debt payments total $1,540 and his monthly
income total $4,000. So, let's divide $1,540 by $4,000 and then multiply by 100.
$1540 / $4000 = .385 X 100 = 38.5%
Sam's debt to income ratio is 38.5%
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What is Home Equity?
Home Equity is the difference between the value of a
home and the balance of any outstanding loans held
against the home

Ex: Mary’s Home values at $120,000
Mortgage Balance
$ 80,000 (subtract)
Her Home Equity is
$ 40,000
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“Loanable Equity”
Loanable Equity is the amount of Home Equity that can
be borrowed.
Here’s how “Loanable Equity” is calculated:
Home Value x 85%-1st Mtg Balance
Ex: Mary Home Value is $120,000
x 85%
Adjusted Value
$102,000
Mortgage Balance
$ 80,000 (subtract)
Loanable Equity
$ 22,000
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Action Steps for Starting a New Business

•

Attend the “Starting a Business in Arkansas” seminar

•

Develop a Business Plan

•

Determine how much money you need

•

Submit your plan & financing proposal to the bank
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Why Do I Need a Business Plan?
•

Provides an organized system for researching your business

•

Drastically increases your chances of success

•

Provides a game plan for your business to follow

•

Provides insight into your business to facilitate funding and
investment
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Key Elements of a Business Plan
1. Cover Page

7. Products & Services

2. Table of Contents

8. Market Analysis

3. Executive Summary

9. Management & Organization

4. Financing Proposal

10. Operational Plan

5. Company Description

11. Financial Plan & Projections

6. Industry Analysis

12. Supporting Documents
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From a Business Banker’s Perspective
(What we really look for)

•
•
•
•
•
•
•
•

Purpose
Structure/Terms
Cash Flow*
Liquidity
Collateral
Loan-to-Value
Debt Leverage
Guarantor Strength

*Cash Flow Coverage Ratio, Debt Service Coverage Ratio, Fixed Charge Coverage Ratio or Net Operating
income (NOI for real-estate transactions). No matter the name, they are all designed to determine how
comfortable income covers debt obligations, fixed charges or expenses.
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