
32 F & I Management & Technology ■ May / June 2004

LENDER RELATIONSHIPS

By Ronald J. Reahard

A
s an F&I professional, you have
a responsibility to your dealer-
ship and sales force to obtain
approvals for as many deals as
possible.Your primary consid-

eration must be to develop a long-term, mutually
beneficial relationship between your dealership
and its finance sources.

Lenders really do want to approve every
qualified deal they receive. Your responsibility
is to take the time and make the effort to know
what’s important to each of your paper buyers.
This way, you’ll be able to get an unqualified

approval on as many deals as possible.
When you do your job honestly and effectively,

you become an integral part of the credit evalua-
tion process.

STRUCTURE THE DEAL
The first thing every lender considers is the

deal structure itself. Based on the lender’s stat-
ed guidelines—maximum advance, debt-to-
income ratio and so on—does this deal meet
the lender’s requirements?

It’s critical that you know what’s important to
your paper buyer and what guidelines he or she

LenderLeverage Equals
More Approvals
LenderLeverage Equals
More Approvals
Figure out exactly what your lenders consider creditworthy
and show them how your customers fit the bill.
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uses to evaluate a deal. Then you can structure the deal in
advance to ensure an approval. Nothing irritates paper
buyers more than receiving deals that don’t even remote-
ly meet their guidelines. To increase your chances of get-
ting customers approved, you should evaluate their cred-
it reports to assist the sales department (and the
customer!) in structuring the deal.

LEARN THE LENDER’S PORTFOLIO MIX
All lenders have a portfolio mix—the percentage of

paper they want to achieve in each tier level. In addition,
each paper buyer has his or her own portfolio and each
dealership also has a loan portfolio. It’s absolutely critical
that you determine what percentage of paper your lender
wants in each tier and how your dealership stacks up in
comparison. Your lender needs—and expects—a mix of
paper. While it might be tempting to always give your
best paper to the source with the best buy rate, doing so
will adversely affect your portfolio mix with those
lenders buying your tier-two, tier-three and tier-four
customers.

CONSIDER LOOK-TO-BOOK RATIO
Lenders also evaluate a dealership’s performance by the

look-to-book ratio. Compared to the number of deals
they looked at from your dealership, how many did they
actually book? Say a lender looks at 60 deals from you in a
given month and approves 30. If the lender receives 15 of
those deals, they’re being compensated for only a fraction
of their efforts. Why would lenders work a deal they
might not receive, especially if they knew the dealer sent it
only after everyone else rejected it? The lender who ap-
proves a deal should get the deal, unless the tier is unreal-
istic based on the lender’s stated guidelines.

INTERVIEW THE CUSTOMER
Interviewing the customer before submitting the

deal to a lender is essential. You need to provide your
paper buyer with sufficient reasons to justify an 
approval.

The credit bureau report, when properly used dur-
ing the interview, can help increase your chances of ob-
taining an approval. A credit report reveals many as-
pects of the consumer’s borrowing activities. The
lender considers all these aspects to some degree when
evaluating the deal. Knowing what your paper buyer is
looking for is key to analyzing a credit report (see the
related sidebar).

Although Regulation Z says that discussing cus-
tomers’ credit bureau information with them isn’t ille-
gal, always ask for the customer’s permission before
doing so. Do not, under any circumstances, give the
customer a copy of his or her credit bureau report.
Customers who are denied loans are entitled to a free
copy of their report from the credit bureau.

PAINT A GOOD PICTURE
In addition to FICO scores, most lenders consider cer-

tain characteristics of the customer to determine credit-
worthiness. Many lenders use an internal computerized
scoring system that assigns numerical point values to
these characteristics. Virtually all these factors are on the
credit application, credit bureau report, or the buyer’s
order or deal sheet.

No matter what scoring system a lender uses, paper
buyers base their decisions on three basic elements:

1. Capacity—The customer’s ability to pay based on
income, net worth, investments, other indebtedness and
credit score guide. Insufficient capacity is the number
one reason most deals are rejected!

2. Character—The customer’s likelihood of paying
based on previous credit experience, occupation, stabili-
ty, education, references, family and paying habits.

3. Collateral—The customer’s willingness to pay
based on the type of collateral, down payment, equi-
ty and the ability to locate the collateral.

Because a paper buyer never sees the customer,you must
paint a picture of the customer that lets the paper buyer
justify an approval. Before submitting the application,
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Credit Reports:
Factors Lenders Consider

• Payment history. Previous delinquencies, charge-offs and de-
faults are the strongest indicators of whether or not this loan is a
good risk. Delinquencies are evaluated in terms of severity, recen-
cy and frequency. A 30-day late payment isn’t as serious as a 90-day
late payment. A 30-day late payment made one month ago indi-
cates higher risk than a 30-day late payment made four years ago.
The older, smaller and less frequent the customer’s delinquency is,
the better that customer will typically score.

• Outstanding debt. A credit record with many outstanding bal-
ances and a high ratio of balances to the customer’s credit limits
generally indicate greater risk and a lower tier level. Lenders also
look at how many credit cards have balances.

• Credit history. The trade lines in a credit report indicate how
long the customer’s credit has been established and the types of
credit they’ve obtained. The lender typically associates a short
credit history with greater risk, but—depending on other fac-
tors—even customers with short credit histories could still meet
their guidelines.

• Inquiries and new account openings. Inquiry references show
if the consumer has been actively seeking additional credit and, if
so, what type. Numerous inquiries and new account openings typ-
ically indicate greater risk but in the context of the overall credit
picture.

• Types of credit in use. The type of credit a customer is currently
using can also affect lender decisions. Loans from a personal fi-
nance company might indicate the consumer’s inability to secure
credit from less expensive sources. A consumer with no
bankcards—or too many—is seen as a higher risk. The worst credit
risk would have no bankcards and several finance company loans.
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learn the circumstances surrounding any ad-
verse credit information disclosed by the
customer or in the credit report. Find rea-
sons why this customer is now a good risk
and document them to help your paper
buyer justify an approval or change a tier
level.You only get one chance to convince
the paper buyer!

BUILD YOUR CASE
To build your customer’s case for ap-

proval, there are several questions to
ask regarding his or her current finan-
cial situation.

• What is your ability to meet this
new or larger monthly obligation
considering your other monthly ob-
ligations?

• Will you have a near-term in-
crease in income or decrease in debt?

• What other sources of income
(such as spouse, child support and
investments) are available to help
meet this obligation? Is there any
way to include that income to
strengthen the deal?

• How long have you been with
your current employer? How
long have you been in this field?
Are you likely to stay employed
in this field for the duration of
the contract?

• What assets do you have to
fall back on–—savings ac-
counts, IRAs, stocks, mutual
funds, real estate equity, any
recognizable investments or
other family assets?

Consider the value of the
vehicle being purchased and
whether the customer will ever have equity. Substan-
tial negative equity throughout the loan term greatly re-
duces a customer’s willingness to pay.Also, look at the cus-
tomer’s intended use of this vehicle and past use of and
mileage on their current vehicle. Does it seem like the ac-
tual cash value of the new vehicle will continue exceed-
ing—or ever exceed—the amount owed? Is a shorter
term possible? If the payment exceeds their capacity, is a
longer term possible?

To convince a lender to buy a marginal deal, empha-
size its strengths. Highlight the customer’s years with the
current employer, true cash down payment or good auto
credit history. Other positives include the customer’s rea-
son for purchasing a vehicle, reason for any adverse cred-
it or demonstrated ability to make similar payments in
past. Look for customers’ additional assets, reserves on

hand and other extenuating cir-
cumstances to emphasize to the lender.

F&I personnel must develop and maintain a profes-
sional relationship with each lender that is based on hon-
esty, integrity and mutual respect. Never attempt to
convince a paper buyer to make a poor business de-
cision. Instead, give them a logical basis on which to
make a favorable decision.■

Ron Reahard is president of Reahard & Associates
Inc., an F&I training company providing in-deal-
ership F&I training programs, consulting services
and solutions. Contact him at 866/732-4273 or
ron@go-reahard.com.

LENDER RELATIONSHIPS

Ron Reahard


