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Boardroom briefing

In this briefing we have partnered with Atradius to
pose questions and gain a better perspective of credit
management and collection services, which can now
be viewed as a core strategy requirement
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redit management and collection services can now be viewed as a
core strategy requirement and not as previously a secondary business
function. If this is recognised as applying not just to corporate entities but
also to the SME sector then it is clear that businesses need to be briefed
at boardroom level to formulate a clear path forward. In this briefing we have
partnered with Atradius to pose questions and gain a better perspective.

Political concerns are critical to business confidence when planning to trade globally. Stability and
confidence are key to winning vital overseas trade. Can you please explain the balance between
political and commercial risks in formulating solutions for clients?
Both political and commercial risks play a role in determining the credit quality of a business. Take for instance
Greece this year. The political and subsequent economic issues that the country itself is struggling with went so far
as to make it almost impossible for some companies to pay for goods and services. While commercially companies
may be stable and profitable, political and economic issues made selling on credit a less viable option. While this
may be an extreme case, the political system, infrastructure, regulatory environment, stability of the government,
the financial strength of a country, likelihood of natural disasters and many other factors can influence whether
payment from a buyer in that country could be hindered by factors not directly related to the business itself.
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The commercial risks however are far more focused on the companies themselves. The competitive environment,
financing, payment history, management and industry trends, amongst others all play a role in assessing the likelihood of a buyer to pay their invoices.

Traditional suppliers of banking and finance are much more cautious in their lending profiles. With
this in mind, lenders examine client funding requests much more forensically. This can result in denial
of funds or a much higher rate. Obviously better credit management and collection improves and

Global businesses often have unique needs depending on their global footprint. Their businesses will
operate out of multiple countries but maintaining
different credit management contracts can lead to
gaps in or inconsistent coverage of their receivables
risks

smooths out cash flow issues. How, in practice, does this protect shareholder value and access to
future capital?
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Since 2008 many lending institutions have been substantially more cautious than in years leading into the financial
crisis. This is making it difficult for suppliers who are not only having more difficulty getting bank financing, but who
are also dealing with customers using trade credit to finance their operations.
Credit insurance can help provide the security some banks need to help get financing. Credit insurance provides
the bank with assurance that, if the customer of the borrower does not pay, the insurance will pay reducing the
chance that the borrower will default on its loan. It also helps the insured company smooth its cash flow since the
insured supplier has a regular predictable premium expense and if there is a payment default the insurance can
provide a clear reimbursement schedule if the debt is not paid. Payment defaults are no longer a big question mark
on the suppliers’ books but schedulable and manageable expenses.

Clearly as one enters new markets different profiles and expectations of potential customers appear.
This understanding can be critical and impact on both sales and profitability. What are the differences
between emerging markets and more traditional territories?
Emerging markets do often represent the potential to attract new untapped buyers with whom a business can
grow. However they also bring risk. Less mature markets often haven’t yet implemented the level of sophistication
in their legal and regulatory infrastructures to support the type of security western companies are accustomed to
when transacting trade. As a result, accessing current and relevant information about a buyer to make smart trade
decisions, particularly when it comes to selling on credit terms, can be difficult. Not being able to access this infor-
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mation or misinterpreting what you have been able to get a hold of, can result in a real and significant risk of loss.
As can changes in the political situation that can quickly turn a safe buyer into a risky one.
Collecting outstanding debts can be another cloudy area as it may be easier for companies to hide behind laws the
seller was not aware of or disappear completely. It is not unheard of for a company entering into a contract with the
wrong party within a company’s organisational structure and finding out after delivery of the products or service
that they can’t collect the receivable. While developed markets can pose similar risks, the regulatory and financial
reporting laws often provide a clearer path to success.

In today’s markets there is potential for information overload and the vital clear data can be lost in the
mix. Clients need to have advice on seeing through this fog of data and accessing the material which
is key to their sales. What on-going research and analysis is done to develop products and services?
It’s true that today we have access to more information than we have ever had before. However, all that information
is of no use if it is not the right information, we need to make smart decisions. Even if it’s the right information it’s
not terribly helpful if it’s buried in a sea of other input. While we want to try and simplify the flow, we also want to
make sure that customers receive all the available information they need to make smart business decisions. This is
especially important when the message is that a buyer represents an uninsurable risk.
Finding the right information and interpreting it is where credit insurers and collections agencies play a vital role.
Atradius for instance has access to information on over 200 million companies around the world. We are able to tap
these resources to automatically provide our customers with decisions on credit limit requests in most situations.
But it is not just the access to this information, it is our experience in analysing the various pieces of information
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about the market, the sector, the buyer and, very importantly, the payment behaviour of the buyer not just with the
customer, but with other suppliers as well to determine the risk that they will not be able to pay their invoices. We
have actuarial teams dedicated to studying this type of information and building models that predict the likelihood
of default of our customers’ buyers.
Fortunately Atradius also has a close and positive working relationship with its customers and business partners. We
listen to them, and we are therefore well aware of what they need and desire. As such we develop and improve our
products and services to help them meet their needs and improve their credit management. A very good example
of this is the 2015 introduction of Atradius Insights, an online business intelligence platform that we built together
with our customers. This tool not only improves the performance of our clients in their portfolio and credit management, but also shows business opportunities and identifies risks. Additionally, we have regular contact with dedicated local customer panels that support and advise us in our product development.

Each sector has areas of importance that need due consideration specific to their industry and goals.
Expertise in these areas is needed to understand local conditions and concerns. Can you provide
examples from different sectors and explain the varied approaches and requirements?
Our approach to assessing credit risks from sector to sector is quite similar. We employ a top-down approach starting with macro-economic factors and then looking at the micro-economic factors or factors that specifically impact
the industry and the company.
Certain factors, for instance commodity prices, can have a completely opposite impact on two businesses for which
they are important. For instance oil or metal prices. When they decline, suppliers suffer, but the buyers or users of
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the commodity, companies like construction companies or plastics companies, benefit from the price reduction.
Even this is not a steadfast rule as buyers who have already ordered or are sitting on stock at a higher price may find
themselves in a margin squeeze if they are forced to sell at lower costs while they are working through higher cost
raw materials.
If you look at the construction industry you might be looking at financing, whether the contractor owns the land,
percentage of the project that has already been sold, what covenants have been agreed by the bank and whether
there is sufficient room under the covenants for flexibility. With pharmaceuticals there will be more focus on things
like patents, market potential of the product and again funding. Right now with the dramatic shifts in exchange
rates, currency movements are an important consideration for any company for which foreign sales are important.
The bottom line is that our underwriters have a lot of sector experience, industry and specific buyer knowledge and
sophisticated models available to them that help them assess the risks associated with payment default for a company. With this we are able to provide Atradius customers with a great deal of value.

In terms of efficiency, it is of great benefit to plan for separate markets on a group basis. Where this
is possible, companies will obviously wish to consider this approach as an option. There are of course
concerns and potential pitfalls which need careful thought. Can a unified policy be issued as a single
tool for a global player?
Global businesses often have unique needs depending on their global footprint. Their businesses will operate out
of multiple countries but maintaining different credit management contracts can lead to gaps in or inconsistent
coverage of their receivables risks. Sure you can have separate arrangements with different units within one inter-
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national insurance agency, but this can sometimes lead to inconsistent performance of your insurers and less than
optimal communication across your risk platform. We believe it is better to have the option of working locally with
people who have intimate knowledge of the local market and the relevant risks, but with an umbrella policy that
provides consistency in contract terms, transparency and complete sharing of information between all account
teams across the world, plus local representation and contacts in the markets that the customer is located. In this
way everyone working on the account has the same information and can seamlessly support the customer with the
most up-to-date information. ■

