Your Credit isYour Character

By Peter Rassel

When it comes time for you to
borrow money to start or expand your
business, remember that bankersare
risk averse. Their main interest is
getting their loan repaid in atimely
fashion. Lendersassesstherisk factors
of theloan through their eval uation of
theborrower, usingthe5 C'sof credit:
collateral, cash, capacity, conditions,
and character.

Not so long ago, aperson could
gointo hisor her bank and talk with
thelender about abusinessloan, and,
inthe course of the conversation, the
topicswouldturntofriends, family and
acquaintances. It wasthejob of the
banker to know what wasgoingonin
thecommunity. Thebanker knew who
youwereand if youwerethekindto
honor your debts. If hedidn’t know,
hewould ask someonewho did.

With corporate mergers,
takeoversand amobile population, it
israrethat acommercial lender will
know or havethetimetofind out about
your character. Lendersusethecredit
report asasubstitutefor an evauation
of the character of the borrower. It
aso hasmadetheloan eval uation and
underwriting process more objective
than before.

Georgia has one of the highest
personal bankruptcy rates in the
continental United States. The

commercia lenders know this and
driveto protect their intereststhrough
requiring solid collateral and doing a
credit check. A bad credit report will
severely damageyour chancesfor loan
approval.

If you haven't checked your credit
report within the past year, you should
do so now. What you don’t know
can hurt you. Don’t wait to be
blindsided when you meet with the
lender to discusstheloan proposal and
thelender hasquestionsabout adverse
information onthereport. Residents
of Georgiaareallowed by state law
to receive two free credit reports a
year from all of the credit reporting
bureaus which includes Experian,
TransUnion, and Equifax.

You need to know what the credit
report saysand how to interpret what
itmeans. Intheratingsgamehaving
straight “ones” (paysontime) isthe
best report card to have, having
“twos’ meansthat you have goneover
30 days but less than 60 in paying
back debt. An occasional “two” isa
dight blemish onyour record. When
“threes” “fours” and“fives’ arelisted,
eyebrowsinthebank arearched with
suspicion. “ Seven” meansthat your
wages have been or are being
garnished. An*“eight” meansthat you
have had property repossessed for

non-payment, a“ nine”’ indicatesthat
thecreditor gaveup on collecting from
you and charged you off to bad debt.
Redflagsaregoingupandadarmsare
being sounded inthelender’soffice.

If your numbersarehigh, youmay
il salvageyour relationship withthe
lender by presenting mitigating
circumstances, aprolongedillness, a
divorce, a corporate layoff. These
events coupled with indicationsthat
you are attempting to pay back your
debtsmay alow thelender to easeup
onthecredit report requirements. By
inspecting your credit report on a
regular basisyou will saveyourself
much embarrassment later on by
having reasonableexplanationsfor the
problem areason your report.

At the same time you may find
information that does not belong to
you. The credit bureaus receive
hundredsof millionsof bitsof credit
information from retailersand service
providers from around the country.
Theinformation about you isentered
intoyour filemanually and errorscan
creepintoyour files. Theseerrorscan
occur if your nameissimilar toanother
and their credit problems were
assigned to you. If the data entry
personisoff by onedigit onasocial
security number, you may inherit
somebody’sbad credit report. It stays

onyour report until you do something
about it, namely, challenging thecredit
information, in writing, with the
offending credit bureau. You haveto
be pers stent with the credit bureausif
they aredlow toremovetheerors.
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Your credit report is your
character when it comes to dealing
with alender. Withalittleforesight,
planning and correcting, you will be
ableto overcome amajor hurdlein
theloan application process.

Peter Rassel is a business consultant
with the Georgia Sate University
SBDC. To find your local SBDC, call
the state office at 706-542-2762 or
locate it on the web at
www.sbdc.uga.edu.



