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TRADE CREDIT RISK

Every Credit Management Executive must
manage three elements of risk in relation to
Receivable Invoices, namely:

or Buyer Payment Risk
or Credit Insurer Payment Risk
(when payment security is obtained) ==

Risk (when managing :
. . credit
exports and/or relying on foreign management
bank guarantees or Letters of Credit)
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HOLISTIC CREDIT
MANAGEMENT

While Country Risk Management is our topic today, we
caution that Credit Management Executives should be
prepared to manage all aspects of trade credit risk
simultaneously, in an integrated manner.

This is the theme of our book Huan Xin Shui Shi, which
covers all important aspects of the subject from the point of
view of a practitioner.

How to complete a task is covered, as
well as details of which tasks are
important and why they are important.
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THE MISMANAGEMENT OF
OOLRETAW

A story that tells of two companies
that were exporting to the fictitious
' country called Oolretaw; one went
credr[ bankrupt while the other survived,
management after their customers in the importing
country (Oolretaw) were unable to
pay invoices, due to a lack of
available foreign currency.
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The central idea behind country risk exposure management is that
your company should be protected from destruction, in the event
that any foreign country’s credit power fails.
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Country risk is defined as the risk that something may
happen in a foreign country that will stop or discourage
state-owned and/or privately owned customers in that

country from paying their debts on time.




» Local foreign currency exchange
regulations allow the payment of the
Invoice in question, and

e The country has sufficient foreign
currency available to sell to the buyer

if the buyer is privately owned

if the buyer is state owned or
state controlled
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LOCAL FACTORS RISK

A new tax with retrospective effect
A significant rise in domestic interest rates
A natural disaster

A rebellion or
civil war

A sudden reduction ,;!
in the external value |
of the currency




« SOVEREIGN RISK
« TRANSFER RISK

« LOCAL FACTORS RISK
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COUNTRY RISK RATINGS

« Economic indicators:
— Balance of payments
— Size of external debt
— Growth in GNP (gross national product)
— Inflation
— Debt servicing burden
— Structure of exports

e Political factors:

— Internal and external stability
— The Analyst’s ‘sixth-sense factor’
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COUNTRY RISK RATING
AGENCIES

Fitch Ratings FitchRatings

Moody’s Investors Service

Standard and Poor’s (S&P) STANDARD
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Written reports on all countries,
Including those that are that are not
rated, can be obtained from FCIB
Global. Orders can be made through

the website
The cost is reasonable
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Australia
Austria
Belgium
Canada

Czech
Republic

Denmark
Finland
France
Germany
Greece
Hungary

Iceland
Ireland

Italy

Japan
Korea
Luxembourg
Mexico
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New
Zealand

Norway
Poland

Gk
WA e
VHHEA
ity 4t
¥+
THIH
HL[H
ESES

Portugal

Slovak
Republic

Spain
Sweden
Switzerland
Turkey
United
Kingdom
United States
of America
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ORGAMNISATION ORGANISATION
FOR ECONOMIC FOR ECONOMIC
CO-OPERATION CO-OPERATION

AND DEVELOPMENT . EcD AND DEVELOPMENT . ECD

In May 2007, OECD countries agreed to invite Chile,
Estonia, Israel, Russia and Slovenia to open
discussions for membership of the Organization and
offered enhanced engagement, with a view to possible
membership, to Brazil, China, India, Indonesia and
South Africa.
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Analyse receivable invoices according to
countries

Decide how much exposure is acceptable
for each country

Review every month comparing exposure
to country limits

Take action if any exposure exceeds a
limit
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If you have too much risk, that is too much exposure, in a
particular country (for example Nigeria) you should take
action to reduce that exposure. Action you can take
includes:

Purchase Political Risk Insurance (PRI)

Purchase a Bank Guarantee or Credit Insurance for
certain receivable invoices

Discount (sell) certain receivable invoices

Have an LC from a Nigerian bank confirmed by an
acceptable bank in another country

Reduce sales to Nigeria and develop new markets in
other countries
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Ron is a Certified Credit Executive (CCE), a Chartered Management Accountant (ACMA), a
qualified International Banker (ACIB) and a Chartered Corporate Secretary (FCIS). He
participated in the NACM Graduate School for Credit and Financial Management in 1996/97,
passed with distinction and was elected Best Student.

Ron recently joined Sempra Energy in London, as Vice President Credit for Gas and Power
Trading. Previously Credit Manager for Global Supply & Trading with Chevron Corporation for
16 years, Ron earlier worked for various companies and commercial banks becoming a
specialist in financial analysis, corporate credit management, trade operations management
and trade finance-related marketing. Email:

Ming Li holds a Bachelor degree (BA) in Teaching Chinese as a Foreign Language (English)
from Shanghai International Studies University and a Masters in Business Administration
(MBA) degree from the University of Central England (UCE) in Birmingham, Business
School. At CASS Business School, City University, London, Ming successfully passed the
MPhil/PhD transfer panel, thereby obtaining approval to undertake a PhD.

Ming also holds an MA Certificate in Postgraduate studies Academic Practice: Higher
Education Teaching Learning and Assessment training, awarded by CASS Business School.
Email:

See also:
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ISBN 978-988-99586-1-9

Awaken the Sleeping Lion on the Balance Sheet
an Executive Summary for Global Credit
Management
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Huan Xin Ping Heng Biao Shang De Shui Shi
Guo Ji Xin Yong Guan Li Shi Yong Zhi Nan
ISBN 978-988-99586-1-9

Awaken the Sleeping Lion on the Balance Sheet
an Executive Summary for Global Credit
Management

This book is distributed in the People's Republic of
China, by:

China International Book Trading Corporation
( ) Shanghai Branch:

Shanghai Cultural Mansion

9F/ 355 Fuzhou Rd.

Shanghai 20001

China

Telephone: +86-21-53510520, 63553214

E-mail:

It is also available outside the PRC through:
and




