annex iii:  checklist for corporate credit assessment

Item
Focusing Areas

Financial Analysis

Sales and profitability
-
Gross profit margin, net profit margin, return on equity, growth rates of sales and profits


-
Sources of sales


-
Orders on hand


-
Comparison with industry standard

Fund Flows
-
Cash flows from operations, working capital movements, net operating flow, other flows


-
Working capital management


-
Sources/applications of operating funds


-
Consistency between fund flows and other items of the financial statements (e.g. interest expenses decreased whereas borrowing increased)


-
Cash flow projection and assumptions made

Liquidity
-
Composition of and changes in current assets/liabilities


-
Quality of current assets, in particular, account receivable and inventories


-
Matching of current assets and current liabilities


-
Servicing ability

Capital structure
-
Composition of and changes in capital structure


-
Quality of fixed assets (e.g. premises, plants, stocks), debtors and liabilities


-
Matching of fixed assets/investments and long term liabilities


-
Interest rate exposure (both fixed and floating)


-
Contingent/off-balance sheet liabilities


-
Ability to re-finance/raise additional finance

Other Balance Sheet 
-
Ranking of creditors, forex exposure, hedging instruments conditions

(forwards, swaps, futures, options)

Operating Analysis


Owner Factors
-
Background, experience, net worth


-
Other interests, related companies

Management Factors
-
Responsibilities, background, experience, capability


-
Depth, balance, succession


-
Controls on management accounts, manufacturing plans, marketing/selling programmes

Company Factors

    Legal status
-
Sole proprietorship, partnership, or limited liability


-
Years of establishment


-
Paid-up capital (for limited liability)

    Business strategy
-
Low cost leadership, specialist niche (cost versus differentiation)

    Manufacturing
-
Production base, owned or rented premises


-
Technology, cost structure relative to competitors

    Labour/Staff
-
Supply, cost

    Product(s)
-
Variety, quality, price, seasonal factors, marketability (conventional or pad, prevailing and future demands), potential product risks and plans to minimise the risks, if any

    Distribution
-
Process, channel(s), requirements (transportation, after sales services, credit/financing)

    Suppliers
-
Concentration, relationship, purchase terms, currency, risks of losing suppliers and plans to minimise the risks, if any

    Customers
-
Type, number and spread (volume, value, geographical location), relationship, standing, payment terms, currency, risks of losing customers and plans to minimise the risks, if any

    Asset conversion cycle
-
Manufacturing concerns like lead time for securing materials, production, receivable periods, etc

    Investment
-
Expansion or diversification

    Growth expectation
-
Management’s anticipation on next few years’ sales and profit

Industry Factors

    Size
-
Importance in domestic, regional, or international economies

    Structure
-
Competitors, barriers to entry

    Development
-
Growing, mature, or declining

Market Factors

    Company position
-
Size, market share, profitability relative to competitors

    Business environment
-
Major threat from changes in business environment, actions taken and plans to tackle these changes

Environmental Factors

    Domestic/International
-
Economic, political, social, legal, customs policy, and regulatory conditions and practices

    Country risks
-
importing/exporting country risks

Banking Relationship
-
Years of relationship, types of facilities granted, payment records (any default occasions or postponed payments), outstanding credit exposure
Facility Structure Risks

New Relation
-
Source of relation


-
Reasons for changing/seeking additional banker

Loan Purpose
-
Reason for requesting loan and where/how the proceeds are to be applied


-
Matching of loan amount with business needs


-
Appropriateness of loan type (e.g. tenor matches with trading/fund flow cycle)

Loan Structure Risks
-
Invoice financing, local cargo receipt, letter of credit, etc


-
Documentation risks (e.g. specific legal documents requiring legal opinion)

Security Risks
-
Marketability


-
Enforcement (particular for non-listed shares/large block of property)


-
Concentration

Protection
-
Collateral (comments on re-sale value, marketability)


-
Guarantors (comments on background, financial strength and net worth estimate)


-
Other sources of repayment in case of default

