Annex A

The Banking Industry’s Views on

the Establishment of a CCRA

As part of the Study, a Survey was conducted in April this year to collect information with respect to the banking industry’s use of credit reference services and views on the desirability and feasibility of establishing a CCRA in Hong Kong.  A total of 50 AIs were surveyed which account for about 80% and 75% of the total Hong Kong dollar and foreign currency denominated commercial loans extended by AIs respectively.  The findings are hence considered representative of the banking industry at large.

2.
Part A presents an overview on the use of credit reference services in existence by individual AIs.  Part B summarises the AIs’ comments on the strategic, operational, legal and ownership issues in connection with establishing a CCRA.  Part C provides a statistical summary of the AIs’ delinquency ratios with respect to loans made to different types of commercial enterprises and a breakdown of commercial loans by size of aggregated exposures.  Full survey findings are at Enclosure 1.

Part A – Use of existing credit reference services

3.
78% of the respondents used credit reference agencies (CRAs) in existence to assess their commercial customers.  The most common types of information obtained from the CRAs were public records (92% of the users) such as court petitions and bankruptcy orders, followed by negative data (69% of the users), i.e. payment arrears and defaults.  About 50% of the users also sought information on the customers’ business profiles and financial records, collateral pledged to other lenders and risk ratings assigned by the CRAs.

4.
Although around 60% of the respondents indicated that they find the existing services “quite useful”, an equally significant portion of them also indicated that there are quite significant shortfalls in the existing services such as the lack of comprehensive information (72%) and high charges for the services (51%).  Another 36% of the respondents did not consider the information received up-to-date.  In our interview with banks, most of them indicated that the existing services are not widely used.

5.
A predominant number of the respondents (96%) considered that there is a lack of reliable and up-to-date information about small to medium sized enterprises (SMEs), notably in respect of audited financial statements, details on non-payments to other creditors, facilities granted by other creditors, shareholding structure and credit records of the directors, majority shareholders, etc.  

6.
84% of the respondents also agreed on the lack of information about non-blue chip listed companies (NBCs).  In the interviews, some bankers pointed out that these companies’ interim reports are fairly basic, consisting mainly of profit and loss account information.  Hence, the availability of more up-to-date and comprehensive information about the NBCs’ financial position and their indebtedness between publications of annual reports would be desirable.

7.
On the other hand, AIs were less concerned with the lack of information about blue chip listed companies (BCs) (51%) and overseas multinational corporates (MNCs) (56%), with concerns focusing mainly on the total levels of their indebtedness.  In the interview, some banks pointed out that the returns on such relationships would normally justify credit assessment on a bilateral basis.

Part B – Desirability and Feasibility of a CCRA

Desirability
8.
In summary, there is widespread recognition of the merits of establishing some form of a CCRA for the banking sector.  Around 90% of the respondents agreed that a CCRA would improve their credit assessment, enhance their ability to detect problems encountered by customers in advance and improve Hong Kong’s operating environment for lending institutions.  A lesser but still significant proportion of respondents (70%) also agreed that the enhanced transparency would improve their allocation and pricing of credit, thereby benefiting customers with a good credit record.

9.
On the other hand, a sizeable percentage of the respondents were concerned with disclosing information to the CCRA which might lead to adverse customer reaction (52%) and loss of businesses to competitors (42%).  One respondent pointed out that the scheme could be unfair to the larger institutions as they would have to provide most of the information.

10.
Some AIs (26%) were also concerned that the CCRA might drive customers away from seeking funds in Hong Kong.  However, such concerns focused mainly on BCs and MNCs.  This may be attributable to the greater abilities of such companies to tap funds from overseas markets.

Coverage and range of collectible information

11.
Most respondents (84%) considered it desirable to cover credits to all commercial enterprises regardless of their size.  A few larger banks were however opposed to the coverage of BCs and MNCs: one of them pointed out that the size of their borrowings would justify the traditional bilateral credit assessment.

12.
When asked to give their preference on the scope of coverage by the CCRA if it were initially to collect information on certain customers only, most respondents preferred the CCRA to start collecting information in respect of the SMEs (92%) followed by NBCs (44%).  On the other hand, only 10% and 12% of respondents supported the coverage of BCs and MNCs respectively during the initial phase of the CCRA’s operation.  A number of AIs commented that it might be easier to start with collecting information on the SMEs and NBCs.

13.
On the range of collectible information, the banking industry’s view as a whole was that the CCRA should disseminate a wide range of information to users (see Box 1).  82% of AIs agreed that the information would enhance their internal ratings systems if they could be provided in a systematic and cost-effective manner.  However, a few AIs pointed out that the quality of information, such as its accuracy, timeliness and completeness, would be of equal importance to their internal ratings systems.

Box 1

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

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

· Information on collateral pledged by customers, e.g. type and market value of collateral

· Negative data, e.g. delinquencies, defaults

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

· Interconnectedness of customers belonging to the same business group / conglomerate

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

· Public records, e.g. writs, petitions, bankruptcy orders

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

14.
94% of AIs agreed that the CCRA should cover a customer’s on- and off-balance sheet information.  Over 70% of them replied that AIs’ lending to one another should not be captured by the CCRA since they were subject to regulatory oversight.

Impact on SMEs

15.
56% of the respondents replied that SME loans were secured by collateral “to a large extent” and 42% replied “to some extent” currently.  Overall, around three-quarters of the respondents believed that the CCRA would increase their willingness to lend to SMEs and reduce their reliance on collateral.  However, there remained a number of AIs (including a few major ones) which did not share this view: their credit assessment would not rely solely on the CCRA information.  When there was insufficient quality information, collateral provided an additional means of comfort to banks.

Legal and ownership issues

16.
Around a quarter of the respondents replied that they were bound by existing contractual agreements to not disclose information about their commercial customers to the CCRA.  In addition, some replied that it was their fiduciary duty to keep knowledge and information on their customers in confidence.  A few AIs pointed out that in certain cases there were special clauses in the contractual agreements to forbid the disclosure of information, e.g. syndicated loans, corporate workout programmes.  

17.
Around 60% of AIs believed that participation in the CCRA should be mandatory.  22% replied that it should be entirely voluntary and 20% replied that the HKMA should encourage participation through regulatory guidelines.  If participation in the scheme were voluntary, only 65% of AIs would intend to participate in it.

18.
On the question of ownership, 58% of the respondents preferred the CCRA to be in public ownership.  A few AIs mentioned that this would be the best means to ensure data security and fair pricing.  20% preferred the CCRA to be owned by the industry association.  Only 10% preferred it to be in private ownership.

Part C – Quantitative assessment

19.
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 (Note 1) of the 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


20.
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
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