Enclosure 1

Survey on Desirability and Feasibility

of a Commercial Credit Reference Agency (CCRA)

SURVEY RESULTS

Part A – Use of existing credit reference services

1. Do authorised institutions (AIs) make use of existing credit reference services to assess commercial customers?

78.0%
Yes






22.0%
No  (go to Q. 6)
2.
In respect of those institutions using such credit reference services, what information do they obtain from them?

92.3% 
Public records, e.g. writs, petitions, bankruptcy orders

69.2% 
Negative data, e.g. delinquencies, defaults

53.9% 
Customers’ profile and financial information, e.g. balance sheet, profit and loss account

51.3% 
Ratings as a summary indicator of the risk of individual customers

46.2% 
Customers’ collateral pledged to other lenders, e.g. collateral type, market value

48.7% 
Profiles and credit history of the directors, major shareholders, guarantors, etc

25.6%
Interconnectedness of customers belonging to the same business group / conglomerate

20.5% 
Positive data, e.g. credit outstanding, number and terms of facilities, number of creditors

15.4%
Breakdown of customers’ indebtedness to other lenders, e.g. maturity, facility type, interest rate

3.
How useful is the information obtained from the credit reference services in facilitating assessment of commercial customers?

35.9% 
Not quite useful

61.5% 
Quite useful

2.6% 
Very useful

4. Are there any problems with the existing credit reference services?
71.8% 
Information obtained not comprehensive
51.3% 
Services too expensive

35.9% 
Information obtained not up-to-date

5.
Do AIs provide the following information to the credit reference services at present?
32.0% 
Negative data, e.g. delinquencies, defaults

10.0% 
Positive data, e.g. credit outstanding, number and terms of facilities

4.0% 
Customers’ collateral pledged to the AI, e.g. type of collateral, market value

4.0% 
Profiles and credit history of the directors, major shareholders, guarantors, etc

2.0% 
Breakdown of customers’ indebtedness to the AI, e.g. maturity, facility type, interest rate

6.
Is there currently a lack of reliable and updated information about the following types of customers (see Note 1)?

i) SMEs:

96.0% 
Yes  
4.0% 
No
ii) Non-blue chip listed companies:

83.7%
Yes  
16.3%
No
iii) Blue chip listed companies:

51.0%
Yes
49.0%
No
iv) Overseas multinational corporations:

56.2%
Yes 

43.8%
No

Part B – Desirability and feasibility of a CCRA

7.
Do AIs agree in principle that the formation of a CCRA which maintains reasonably comprehensive commercial credit information and enjoys wide participation by lending institutions would improve their credit assessment?

90.0% 
Agree
6.0% 
Disagree

4.0% 
No views

8. AIs’ agreement with the following arguments in favour of a CCRA.

i) Improve banks’ knowledge of the financial status and indebtedness of their customers:
98.0% 
Agree
2.0% 
Disagree

ii) Improve banks’ ability to detect problems encountered by a customer in advance:
90.0% 
Agree
6.0% 
Disagree
4.0% 
No views
iii) Improve banks’ allocation and pricing of credit, which should benefit those customers with a good credit track record:
70.0% 
Agree
20.0% 
Disagree
10.0% 
No views

iv) Promote corporate sector transparency, thereby improving Hong Kong’s operating environment for lending institutions:

92.0% 
Agree
2.0%
Disagree
6.0% 
No views

9.
AIs’ agreement with the following arguments against a CCRA.

i) Passing information to a CCRA may lead to loss of customer information and market share to competitors:
42.0% 
Agree
42.0% 
Disagree
16.0% 
No views
ii) Passing information to a CCRA may lead to adverse customer reaction:
52.0% 
Agree
30.0% 
Disagree
18.0% 
No views
iii) Formation of a CCRA may discourage customers, particularly overseas multinational corporations, from seeking funds in Hong Kong:
26.0% 
Agree
50.0% 
Disagree
24.0% 
No views

10.
If all AIs are required to report credit information about their commercial customers to a CCRA, will it discourage the following customers from seeking funds in Hong Kong?
i) SMEs:

4.0% 
Yes, to a large extent

24.0% 
Yes, to some extent
72.0% 
No
ii) Non-blue chip listed companies:

6.0% 
Yes, to a large extent

32.0% 
Yes, to some extent
62.0% 
No
iii) Blue chip listed companies:

8.0% 
Yes, to a large extent

48.0% 
Yes, to some extent
44.0% 
No
iv) Overseas multinational corporations:

10.0% 
Yes, to a large extent

50.0% 
Yes, to some extent
40.0% 
No
11.
Is it both desirable and feasible for a CCRA to cover commercial customers which are banks or financial institutions?

[Some institutions may, for example, consider it unnecessary to report information of customers which are financial institutions to the CCRA since the latter are already subject to regulatory oversight.]

26.0%
Yes.

74.0% 
No.  If so, which of the following should not be covered by the CCRA:
74% 
Banks

30.0% 
Financial institutions other than banks

12.
Is it both desirable and feasible for a CCRA to cover all commercial customers regardless of their size of operation (e.g. SMEs vis-à-vis listed companies)?

[Some institutions may consider information about SMEs more important than the others because of a lack of information about them.  Others may consider information about listed companies more important because the latter can and do often borrow from multiple banks.]

84.0% 
Yes

16.0% 
No.  If so, which of the following should not be covered by the CCRA:

16.0% 
Blue chip listed companies

12.0% 
Overseas multinational corporations
8.0% 
Non-blue chip listed companies
2.0% 
SMEs
13.
Is it both desirable and feasible for a CCRA to cover a commercial customer’s on- and off-balance sheet items?

94.0% 
Yes
6.0% 
No. 

14.
What information should be disseminated by a CCRA?

96.0% 
Public records, e.g. writs, petitions, bankruptcy orders

94.0% 
Negative data, e.g. delinquencies, defaults

76.0% 
Positive data, e.g. credit outstanding, no. and terms of facilities, no. of creditors

74.0% 
Breakdown of customers’ indebtedness, e.g. maturity, facility type, interest rate

72.0% 
Information on collateral pledged by customers, e.g. type of collateral, market value of collateral

72.0% 
Interconnectedness of customers belonging to the same business group / conglomerate

72.0% 
Profiles and credit history of the directors, major shareholders, guarantors, etc

64.0% 
Customers’ profile and financial information, e.g. balance sheet, profit and loss account

64.0% 
Ratings by the CCRA as a summary indicator of the risk of individual customers

15.
Currently, do institutions assign internal ratings as a summary indicator of the risk inherent in individual commercial credits?
64.0%
Yes, in respect of all or most commercial credits
14.0% 
Yes, in respect of some commercial credits
22.0% 
No

16.
If a CCRA can disseminate information (such as those items in Q.14) in a systematic and cost-effective manner, do AIs think such information would be useful to enhancing their institution’s internal ratings systems?
81.6% 
Yes
18.4% 
No
17.
Should a CCRA assign ratings as a summary indicator of the risk of individual customers for banks’ reference?
59.2% 
Yes

40.8% 
No
18.
Are AIs’ credit exposures to SMEs usually secured by collateral (in comparison with listed companies)?
56.0% 
Yes, to a large extent

42.0% 
Yes, to some extent

2.0% 
No

19.
In AIs’ views, other things being equal, will the availability of more information through a CCRA reduce their reliance on collateral in lending to SMEs?
4.0% 
Yes, to a large extent

76.0% 
Yes, to some extent

20.0% 
No
20.
In AIs’ views, other things being equal, will the availability of more information through a CCRA increase their willingness to lend to SMEs (whether or not collateral is taken)?

12.0% 
Yes, to a large extent

72.0% 
Yes, to some extent

16.0%
No
21.
Do AIs maintain the following information about their commercial customers?

98.0% 
Aggregated credit facilities of individual customers
94.0% 
Aggregated credit facilities of individual customers which belong to the same business group / conglomerate

90.0% 
Business turnover of customers

90.0% 
Asset size of customers

86.0% 
Information on whether a customer is listed or not 

36.0% 
Number of staff employed by customers

22.
If a CCRA were initially to collect information on certain customers only, which of the following should be initially covered by it?

92.0% 
SMEs

44.0% 
Non-blue chip listed companies
10.0% 
Blue chip listed companies

12.0% 
Overseas multinational corporations

23.
Following on from Q.22 above, how should such customers be quantitatively defined for reporting to the CCRA?

70.0% 
By business turnover of the customers

58.0% 
By asset size of the customers

42.0% 
By size of credit facilities

28.0% 
By whether or not a customer is listed
8.0% 
By number of staff employed by the customers

24.
Are there any contractual agreements in place which prevent AIs from disclosing commercial credit information to the credit reference services?

28.0%
Yes

42.0%
No

30.0% 
In certain cases

25.
What are AIs’ views on the preferable legal ownership of a CCRA?

58.0%
Public ownership (e.g. HKMA)

20.0% 
Industry ownership (e.g. Hong Kong Association of Banks)

10.0% 
Private ownership (e.g. existing credit reference agencies)
12.0% 
No particular views

26.
Should participation in a CCRA be made mandatory for AIs?

22.0% 
No, participation should be entirely voluntary

20.0% 
No, but the HKMA should encourage participation through regulatory guidelines

22.0% 
Yes, and it should be limited to authorised institutions only

36.0% 
Yes, and it should also include other financial institutions such as finance companies and securities companies in Hong Kong

27.
Assuming that participation in a CCRA would not be mandatory for AIs, would they still participate in such a scheme?

65.2%
Yes

34.8% 
No

Part C – Quantitative assessment

28.
The weighted average loan delinquency ratios, as measured by the ratio of loans overdue for more than 3 months to total outstanding loans, of the following categories of loans of surveyed AIs as at 31 December 1999 were approximately (Note 2):  

Loans to:
Loan delinquency ratio (%)
Loans outstanding as % of total commercial loans

i)
SMEs 
15.1
47.0

Ii) 
Non-blue chip listed companies
10.6
21.5

Iii)
Blue chip listed companies
0.4
20.4

Iv)
Overseas multinational corporations
6.8
11.0

v)
All commercial loans
10.2


29.
A breakdown of surveyed AIs’ commercial credit exposures (including both on- and off-balance sheet items) by size of aggregated facilities extended to individual commercial customers, as at 31 December 1999, is as follows (Note 3):

Size of aggregated credit facilities per commercial customer
Number of commercial customers
Amount involved (HK$ million)

<= HK$1M
66,938
22,398.1

> HK$1M – HK$2.5M
18,043
30,293.1

> HK$2.5M – HK$5M
13,483
47,596.0

> HK$5M – HK$10M
10,316
70,267.6

> HK$10M – HK$50M
12,486
247,330.8

> HK$50M – HK$100M
2,031
135,443.1

> HK$100M
2,466
918,392.8

TOTAL
125,763
1,471,721.5

Explanatory Notes

Note 1:

The survey classified commercial enterprises in Hong Kong into four general categories: small and medium sized enterprises (SMEs), non-blue chip listed companies, blue chip listed companies and overseas multinational corporations.  These are very broad terms and the HKMA considers these enterprises to have the following key characteristics:

· SMEs: these enterprises are usually non-listed, have very limited funding sources apart from main shareholders’ equity and bank loans, and are subject to relatively low disclosure standards.  According to this definition, large non-listed companies may be grouped in this category. This may explain the large share of loans to SMEs (47% of total commercial loans).

· Non-blue chip listed companies: these enterprises are listed on the Stock Exchange of Hong Kong (SEHK).  They are subject to the SEHK’s disclosure requirements.  They may have limited access to the capital market but may be in a position to obtain credit facilities from multiple banks.

· Blue chip listed companies: these enterprises are listed on and subject to the disclosure requirements of the SEHK (as well as may be constituent stocks of the Hang Seng Index).  They may have external credit ratings and have easy access to the capital market.  Public Sector Entities (e.g. MTRC, KCRC, HKMC) which display similar characteristics are also grouped in this category.

· Overseas multinational corporations: this category includes those enterprises which are based outside Hong Kong and have international operations.  It includes those subsidiaries / offices of overseas based corporates operating in Hong Kong, e.g. IBM Hong Kong.  These enterprises or their overseas parent / head offices should have easy access to the capital market.

The above classification may or may not match with individual institutions’ own classification of commercial customers.

Note 2:

The findings are based on 34 AIs which have provided valid figures to the HKMA for analysis.  While the figures should be fairly representative of the industry as a whole, they are at best approximates only since the institutions may have adopted varying definitions of the different categories of commercial enterprises in this question.

Note 3:

The findings are based on 42 AIs which have provided valid figures to the HKMA for analysis.


