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Basel II (Continued) Porter’s Model 67, 69-70, 76
RWA 293-294 protection 326, 330

supervisory review 288-289
three pillars 288-289
Basel 111 296-299
components diagram 297
credit risk measurement 297-298
future crises 299
BCBS see Basel Committee on Banking
Supervision
Bear Stearns 390, 395-396, 402
BEP see break-even point
beta, portfolio 263
bill finance 232
Black Scholes option modelling 170
Black—Cox Model 172
break-even point (BEP) 133, 187
bubbles see credit bubbles
business categories/sectors, NI 49
business confidence, NI 49
business control 8-9
business credit 7
business cycles 43—46
credit risk 46
industry risks 66-67
peaks 45
recession 44-45
recovery 45
study benefits 45-46
troughs 45
US cycle diagram 44
business risks 37-38
business strategy analysis €4 -9
consolidation 87
contraction 86
cost control 88
cost leadership 85
differentiation 86
diversification 87
Emirates Airlines 89
entity-level risks 84-90
expansion 88
focus strategy 88
market penetration 86
mergers/takeovers 87
new markets 87
strategy pitfalls 89-90
business volume 219-222, 223
buyers
bargaining power 67, 69-70, 76
credit risk 328

capital
Basel 1 286
Basel 1I 288
cost of 340
credit portfolios 245-246
LTCM 388-390
minimum requirements 288
RAROC 349-351, 363-364
regulatory 246, 277-278
ROCAR 349-351
ROCE 125-126, 134-135
RORAC 349-351
SOCE 123, 134-135
standards 298-299
structure 142
see also econeinic-capital; working capital
capital adequacy 205
Basel I 239
Basc! 111293-294
cradit.oss distribution 275
¥ elly Criterion 300-302
casn cycle 213-215
cash deposits 367
cash flows
case study 142
covenants 374
project finance 187-188, 199-200
ratios 121-122
working capital 223-225, 234
Cash Flow Statements (CFSs) 105
cash ratio 116
CDLN see Credit Derivative Linked Notes
CDO see Collateralized Debt Obligations
CDS see Credit Default Swaps
central banks 286
CFSs see Cash Flow Statements
charges, unregistered 369
CO see Credit Options
collateral 367-377
CRA essentials 24
facility grades 365
need for CRA 21
Collateralized Debt Obligations (CDO) 319-321
Credit Crisis 2008 321, 400401, 402, 404
downfall 321
major parties 320
rating agencies 400-401
typical structure 320
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collateral risk 260
commercial banks 11
commission 344
Common Sizing Analysis (CSA) 107-110
competition
increase and CRA 21
intensity 75
oil case study 75
Porter’s Model 67, 68, 75
profitability 67, 68
competitor analysis 71-77
concentration 258-262
collateral risk 260
correlation risks 262
exposure risk 259
foreign currency 259-260
funding risk 261-262
geographical regions 259
industry/sector 258-259
maturity risks 260-261
name concentration 259
portfolio risks 258-262
sector/industry 258-259
conditional probability 315
conflict, organizational 249-251
consumption, private 47
conversion costs, WC 222
corporate governance 94
corporate guarantees 369-370
correlation risks 262
cost of capital 340
cost control 88
cost leadership 85
cost plus pricing 353
Cost-Volume-Profit (CVP) ratios 133-134
counterparties 307
country risk 341
covenants 367, 373-377
financial 373-376
major categories 373
non-financial 376-377
WC risk mitigants 230
Cox see Black—Cox Model
CR see Current Ratio
CRA see credit risk analysis
credit 3-14
advantages/disadvantages 7—11
bankruptcy 9-10
basics 3-14
business control 8-9
commercial banks 11

convenience of 8
creation 13-14
default 9
demerits 9-10
development institutions 11
historical aspects 4
institutions 11, 12
markets 67
meaning of 4-5
merits 7-9
overspending 10
profitability 9
public debt market 11-12
reputation 9
risk study 12-13
role of 6
socio-economic advantages 9
suppliers 11-12
tax planning 8
term lending institutions 11
trade credit 11, 12
ultimate vsage 384-385
wealth creution 7-8, 10-11
credit-acset trading 317-322
isaessed debt 321-322
oistressed receivables 322
factoring 322
risk evaluation 409-410
securitization 318-321
syndicated loans 317-318
credit bubbles 385-388
consequences 387-388
explosion of 387-388
types 368
US housing 396-398, 401-403, 404—406
credit creation 382-383
credit crises 381-410
2008 Credit Crisis 321, 329-330, 393-410
banks, role of 382-385
bubbles 385-388, 396-398, 401-403
Greek sovereign crisis 329-330
LTCM 388-390
road to crisis 381-391
Credit Crisis 2008 393-410
1929 vs. 2009 406407
2007 events 402
2008 events 402—-403
2009 events 403, 406-407
CDO 321, 400401, 402, 404
CDS 329-330
economic crisis 404—406
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Credit Crisis (Continued )
housing 396-398, 401402, 404-406
Lehman Brothers 393, 400, 403—404
lessons to learn 407-410
OTC derivatives 398-400, 408-409
prime lending 393-394, 394-395, 397
rating agencies 400-401
sector interconnections 404—406
securitization 394-396
sub-prime lending 393-394, 394-395, 397,
403-404
US 393-410
credit decisions 165
Credit Default Swaps (CDS) 324-330
criticisms 329-330
flows diagram 326
insurance 326-327
OTC derivatives 398-399
securitization 395-396
sovereign CDS 329
speculation 327
uses of 327-329
Credit Derivative Linked Notes (CDLN)
333-334
credit derivatives 323-334
CDS 324-330, 395-396
CO 332
CSO 333
future aspects 334
linked structures 333-334
major categories 325
meaning of 323-324
OTC markets 334
TR swaps 330-332
credit events 324
credit-led prosperity 381-382
credit loss distribution 274-276
benefits 275-276
case study 279-282
characteristics 275
economic capital 278
credit markets 67
Credit Metrics 172
Credit Options (CO) 332
Creditors Payment Period 210-212
credit portfolios 241-251
active management 242-243
asset sales/marketing 244
benefits of study 242-247
capital links to risk 245-246
credit quality 247

criticality of risks 242
equity portfolios 241
fundamentals 241-251
liquidity optimization 244
management strategies 246247
organizational conflict 249-251
portfolio analysis 247-249
risk reduction 243
risk vs. return 249
sectoral insights 244-245
see also portfolio risks
credit quality 247, 314-315
credit ratings 161-173
benefits of 163
EIIF evaluation 161-163
example 162-163
external 166-169, 275, 394, 400-401, 407
grading risk 161--133
internal 166—16%
reliability 187-168
types diagrain 167
credit 1i5k analysis (CRA) 15-25
chaiienges 22-24
cradit risk 15-17
clements 24-25
future predictability 23-24
historical progress 19
need for 19-22
credit risk evaluation 409-410
credit risk management 27-34
context 28
culture 29
financial intermediaries 31-33
non-financial firms 31
objectives 28-29
risk appetite 30
strategic position 27-28
structure 29
types of risk 27
credit risk models 315
credit risk premium 337-339, 345
credit risk pricing model 344-345
Credit Spread Options (CSO) 333
Credit Value Adjustment (CVA) 297-298
creditworthiness 12-13, 190-192, 393-394
CSA see Common Sizing Analysis
CSO see Credit Spread Options
culture of management 29, 92-93
current assets 207, 208
current liabilities 207, 208
Current Ratio (CR) 115-116, 117, 220-221
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CVA see Credit Value Adjustment
CVP see Cost-Volume-Profit ratios

data reliability 23
debt, distressed 321-322
Debt/Equity Ratio (DER) 118
debtors collection period/ratio 127, 210-212, 219
Debt Service Coverage Ratio (DSCR) 119, 191
debt trap, Japan 10
decisions, PD 165
default 9, 262, 269-270
see also Credit Default Swaps; Exposure at
Default; Loss Given Default; probability of
default
deflation 50-51, 388, 406
demographic factors 54-55
deposits 367
DER see Debt/Equity Ratio
derivatives see credit derivatives;
Over-The-Counter derivatives
development institutions 11
differentiation 86
disintermediation 22
distressed debt/receivables 321-322
diversifiable risk 255-258
example 257-258
major risks diagram 256
portfolio risks 255-258
systematic risk 256
diversification 305-316
business strategy analysis 87
CDS 327-328
counterparty limits 307
diversifiable risk 255-258
industry limits 306-307
modern approach 309-315
PS 309-314
regional restrictions 307-308
risk model correlations 315
size of customer 308
traditional approach 305-309
diversion risk 227
dividend cash cover ratio 122
dividend and equity ratios 120-121
DSCR see Debt Service Coverage Ratio
Dupont model 134-135, 140

EAD see Exposure at Default
Early Warning Indicators 57-58
earthquakes 56

East India Company 4

EBITDA leverage ratio 119
economic capital 276279
credit portfolios 246
measurement 278-279
optimization 279
profitability 276
regulatory capital 277-278
solvency 276
economic conditions 46-50
exports 48
government spending 4748
imports 48
investment 48
NI 47, 48-50
private consumption 47
economic crises 404-406
economic profit (EP) 351-353
economic worth 189—100
economies of scale 85
EDRP see External. Deot Repayment Period ratio
EIIF see Exterrai 'udustry, Internal and Financial
risks
EL see Expected Loss
Emiraiwes Airlines 70-71, 89
encapsulated ratios 114-115, 134-143
analytical ratio chart 134
case study 140
Dupont model 134-135, 140
predictive power 135-136
entity-level risks 79-98
business strategies 81, 84-90
case study 95-97
context of risk 81
EIIF 147-149, 161-163, 184
goals/objectives 81
identification 82-83
management analysis 90-94
project finance 184
risk management 81
SWOT analysis 83-84
types list 94-95
understanding the business 80-81
value creation activities 80
see also firm-level risks
environment issues 55-56
EP see economic profit
equity funding of assets ratio 118-119
equity portfolios 241
exchange rates 51-52
exchange-traded derivatives 398
exit strategies 342
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Expected Loss (EL) 271-272, 274, 282, 338
exports 48
Exposure at Default (EAD) 271, 291-293
exposure risk 259
External Debt Repayment Period (EDRP) ratio
122
external finance ratios 120
External, Industry, Internal and Financial (EIIF)
risks 147-149, 161-163, 183-184

external ratings 166-169, 279, 394, 400-401, 407
external risks 43-59

balance of payments 51-52

business cycle 43—46

demographic factors 54-55

economic conditions 46-50

EIIF 147-149, 161-163, 183-184

environment issues 55-56

exchange rates 51-52

extreme events 56-57

fiscal policy 53

industry risks 63

inflation/deflation 50-51

international developments 56

list of risks/mitigants 155-156

monetary policy 53-54

monitoring 57-58

political developments 52-53

project finance 183

regulatory framework 55

technology 55

facility grades 364-366
factoring 322
fees 344
FI see financial instituticns
finance costs to sales ratio 120
financial analysis 103-105, 140
financial covenants 373-376
financial crises see credit crises
financial expertise 92
financial institutions (FI) 11, 12, 17, 383-384
see also banks/banking
financial intermediaries 31-33
financial leverage 130-132
financial management 228
financial policy 222
financial ratios see solvency ratios
financial risks 99-145
accounting analysis 105-107
analytical tools 105-115
CSA 107-110

EIIF 147-149, 161-163, 184
encapsulated ratios 114-115, 134-143
financial analysis 103-105, 140
financial statements 99-103
ITA 110-113
list of risks/mitigants 157-158
obligor credit risk 38, 39-41
operational ratios 114, 123-134
project finance 184
ratio analysis 113-143
financial statements 99-103
business context diagram 100
historical statements 102-103
quality/quantity 101-102
financial study 187-192
cash flow forecasts 187-188
project finance 187-122
financing working caovital 217-218,
232-234
firm-level risks 147-159, 265-283
default rist 269-270
EL 271
list ot risks/mitigants 155-158
in.gration risk 266-267
provisioning 272-273
see also entity-level risks; obligor credit risk
fiscal policy 53
see also financial . . .
Fitch rating agency 166—-167
Five Forces Model, Porter 67-71, 73-77
fixed assets/capital to total assets ratio 128
fixed assets utilization ratio 123—-124
fixed capital 216
fixed interest rates 342-343
foreign currency concentration 259-260
funding risk 261-262

Gearing Ratio (GR) 117-118
geographical concentration 259
Glass—Steagall Act 1933, US 409
gold 368

goods 368

government spending 47-48
government support for industry 65-66
GR see Gearing Ratio

Greater Fool Theory 4

Greek sovereign credit crisis 329-330
grid pricing 354-355

gross profit margin 124

gross profit ratio 124

growth 121, 124, 381-382
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growth potential ratio 121
guarantees 193, 368, 369-370

Halifax Bank of Scotland (HBOS) 253

hedge funds 18

housing 396-398, 401-402, 404-406
see also mortgages; property

hypothecation 372

IBM 90-91
Icelandic banks 403
imports 48
income statements 104—-105, 108-110, 112-113
see also profit and loss accounts
Indexed Trend Analysis (ITA) 110-113
industry concentration 258-259
industry diversification 306-307
industry risks 61-77
business cycles 66—67
competitor analysis 71-77
drivers of industry 63-64
EIIF 147-149, 161-163, 183-184
external risks 63
government support 65-66
industry classification 62-63
life cycle model 64—65
list of risks/mitigants 156
obligor industry/market 61-63
peer group analysis 71-77
permanence factors 65
production factors 66
profitability 67-71
project finance 183-184
sectors/segments 61-62
specific risk 63
types 63—-64
inflation
credit bubbles 386
creditor loss 5
external risks 50-51
pricing factors 342
WC risks 228
insurance
CDS 326-327
CRA essentials 18
project finance 193
WC risk mitigants 231
intangible security 369-370
integrated view of risk 147-159
identifying risk 148-149
judgement 147-148

mitigants/risk types 150-154, 155-159
monitoring risk 154-155
relevance of 147
risk types/mitigants 150-154, 155-159
significant risks 148-149
interest bearing debt funding of assets ratio 119
interest cash cover ratio 121
interest cover ratio 120
interest rates 342-346
example 343-344
fixed/variable 342-343
IRS 343-344
PLR 345-346
pricing structures 342-344
Interest Rate Swaps (IRS) 343-344
Internal Rate of Return (IRR) 190
internal ratings 166—169
Internal-Ratings-Based {!2B) approaches
291-295
internal risks 147--149,161-163, 184
see also entity-icvel risks
internationa' developments 56
interviews 62-83
investinizat 48
IR"3 s2¢ Internal-Ratings-Based approach
IRK see Internal Rate of Return
IRS see Interest Rate Swaps
ITA see Indexed Trend Analysis

Japan 10
joint probabilities 315

Kelly Criterion 300-302
KMV Model 172

land 367-368
LC see Letters of Credit
lean management systems 222
Lehman Brothers 390, 393, 400, 403404
lending institutions 11
see also financial institutions
letter of awareness 370
Letter of Comfort (LOC) 370
letter of negative pledge 370
Letters of Credit (LC) 232-233, 368
leverage
Basel II 295
Basel I1I 296-297, 298-299
credit crises 388, 407
financial 130-132
pricing factors 340
ratios 128-133



JWBKS578-Joseph Printer: Yet to Come

422 Index

April 11,2013 21:36  Trim: 244mm X 170mm|

LGD see Loss Given Default
lien 372
life cycles, industry 64-65, 73
Limited Liability Companies (LLCs) 21
limited recourse financing 178
liquidation of assets 231
liquidity
Basel I1 295-299
case study 142
credit portfolios 244
crises 229-230, 260-261
maturity risks 260-261
optimization 244
ratios 115-117
WC risk impact 229-230
liquidity risk
Basel I1 295
Credit Crisis 2008 408
pricing factors 341
project finance 186
LLCR see Loan Life Cover Ratio
LLCs see Limited Liability Companies
Loan Life Cover Ratio (LLCR) 191
LOC see Letter of Comfort
Long Term Capital Management (LTCM)
388-390, 407-409
long term solvency ratios 117-119
loss
EL 271-272, 274, 282, 338
high risk 41
need for CRA 21
UL 272, 274, 279, 282
see also credit loss distribution
Loss Given Default (LG} 270-271, 274-275
Basel I1 291-295
credit risk premium 338
facility grades 364-366
security and pricing 362-363
LTCM see Long Term Capital Management

management analysis 90-94
big projects 93-94
corporate governance 94
cultural rigidity 92-93
disharmony 92
financial expertise 92
internal controls 93
lack of skills 92
one-man rule 91
ownership changes 92
responses to change 94

staff morale 93

top team aspects 91-92, 93

see also credit risk management
manufacturing 18, 214-215
margin of safety 134
market development 83
market discipline 289
marketing/markets

assets 244

credit market 67

OTC derivatives 334

public debt 11-12
market penetration 86
market pricing 351
market segments 61-62
maturity risks 260-261
maximization of wealt!i 7-8
mergers 87
Merrill Lynch 40z, 4163
Merton Modei169-172
migration 115K:266-269

benefits of study 269

examrle 267

Cim-level risks 266267

portfolio risks 268-269
mitigants see risk mitigants
Modern Portfolio Theory 309
monetary policies 53-54
money laundering 5
monitoring issues 154-155, 247, 314
Monte Carlo simulation 274, 280-281
Moody’s rating agency 166—167
morale of staff 93
mortgages 253, 371, 394-395, 397
mutual funds 18

naked CDS 395-396

name concentration 259

National Income (NI) 47, 48-50
negative pledges 370

Net Present Value (NPV) 190, 354-355
net profit margin 125

Net Working Capital (NWC) 217-218, 220, 231
NI see National Income

non-financial covenants 376-377
non-financial firms 31

Non Performing Assets 21

non-recourse financing 178
non-systematic risk see diversifiable risk
Northern Rock 261, 402

notes, CDLN 333-334
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NPV see Net Present Value
NWC see Net Working Capital

obligor
credit risk 15, 17, 37-42
EL 271
industry of 61-63
market of 61-63
PD 265-266
obligor credit risk 15, 17, 37-42
classification 37-38
fundamental risks 37-42
risk levels 39-41
risk matrix 39-41
off-balance sheet debt/transactions 22, 179
oil industry 73-77
definition 73
entry barriers 73-74
life cycle 73
structural analysis 73-77
substitute products 74-75
operating cycles, WC 213-214, 232-233
operating leverage 128-130
operating profit margin (OPM) 124-125, 134-135
operating risks (OR) 37-38, 39-41
operational ratios 114, 123-134
asset management ratios 126—128
CVP ratios 133-134
leverage ratios 128—133
performance ratios 123—-124
profitability ratios 124-125
OPM see operating profit margin
opportunities, SWOT analysis %4
OR see operating risks
OTC see Over-The-Counter
other income to PBIT ratio 125
overdrafts 234
overheads 341, 345
overspending 10
Over-The-Counter (OTC) derivatives
Basel 111 298
complexity 399
Credit Crisis 2008 398-400, 408—409
markets 334
reasons for popularity 399
systemic risk 400
overtrading 225-227
ownership of firm 92

participation basis, syndicated loans 318
payback periods 189

payout ratio 120, 121
PBIT see Profit before Interest and Tax
PD see probability of default
peer comparisons 83
peer group analysis 71-77
performance ratios 123-124
permanence of industry 65
personal credit 7
PLCR see Project Life Cover Ratio
pledges 370, 371
‘point in time’ ratings 401
political developments 52-53
Porter’s Five Forces Model 67-71, 73-77
portfolio analysis 247-249
portfolio beta 263
portfolio PD 265-266
portfolio risks 15, 17, 253-284, 265
concentration 258-262
credit loss distributio,275-276
default risk 27C
diversifiable ricic 255-258
diversificeticn 309-315
EL 271
major sisks 253-264
rniyration risk 268-269
portfolio beta 263
price/pricing factors 339-340
provisioning 273-274
systematic risk 253-255
see also credit portfolios
Portfolio Selection (PS) Theory 309-314
applications 310-314
benefits 310
component correlations 312-313, 314
component proportions 313-314
criticisms 310
example 311-312
monitoring correlations 314
price/pricing 337-348
basics 337-348
case study 346-348
cost plus pricing 353
credit risk model 344-345
credit risk premium 337-339, 345
economic profit 351-353
factors to consider 337-342
grid pricing 354-355
market determination 351
methods 349-356
NPV 354-355
Prime Lending Rate 345-346
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price/pricing (Continued)
RANPYV 355
RORAC 349-351
security 341, 362-364
structure 342-344, 353-354
working capital 222, 223, 231
prime lending 345-346, 393-395, 397
Prime Lending Rate 345-346
private consumption 47
probabilities 315
probability of default (PD) 161, 163-166,
169-173
asymmetry diagram 266
Basel 11 291-295
Basel 111 298
benefits of values 165
CDS 325
credit decisions 165
credit loss distribution 274-275
credit risk premium 337-339
example 166, 171
grading scale 164
Merton Model 169-172
obligor 265-266
PD values 165-166
portfolio 265-266
structural models 169-172
production factors 66
products 30, 67, 69, 74-75
profit
economic 351-353
study of NI 49
profitability 67-71
buyer bargaining pawear 67, 69-70
case study 141
challenges of CRA 23
competition 67, 68
credit risk management 32-33
economic capital 276
new entrant threat 67, 68—69
overtrading 227
Porter’s Model 67-71
ratios 124-125
reduced 9
substitute products 67, 69
supplier bargaining power 67, 70
working capital 223-225, 227, 228-229
Profit before Interest and Tax (PBIT) 8, 125,
136
profit and loss statements 198, 374
see also income statements

project finance 177-205
case study 194-202
credit risks 183—187
creditworthiness 190-192
distinctive features 177-178
economic worth 189—-190
financial study 187-192
financial viability 186—187
negotiation elements 178
parties involved 180-182
phase risks 182-183
reasons for 179-180
risk mitigants 192-194
types of finance 178
unique risks 184-186
Project Life Cover Ratio (PLCR) 191
property 367-368, 386
prosperity, credit-led 381-382
protection buyers/sollers 323-324, 326, 330
provisioning 228 272-274
prudence 20
PS see Poiiolio Selection Theory
publicdebt market 11-12

R see Quick Ratio
qualitative risk mitigants 150-153

vs. quantitative 153

strategies 151-152

strengths 150-151
quality issues 101-102, 247, 314-315
quantitative risk mitigants 152—153
questioning 82-83
Quick Ratio (QR) 116, 117, 220-221

RANPYV see Risk-Adjusted NPV pricing
RAROC see Risk-Adjusted Return On
Capital
rating agencies 166—167, 394, 400-401
see also external ratings
ratios 113-143
encapsulated ratios 114-115, 134-143
financial covenants 375, 377
operational ratios 114, 123-134
project case study 200-201
solvency ratios 113-122
working capital 127-128, 136, 210-212
realization of security 372-373
recession 4445
see also Credit Crisis 2008
recovery 45
regional diversification 307-308
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regulatory aspects
capital 246, 277-278
Credit Crisis 2008 409
external risks 55
reputation 9
restrictive covenants 179
restructuring 269
retention ratio 120
return 17, 22, 249
see also Total Return Swaps
Return on Assets (ROA) 125
Return on Capital At Risk (ROCAR) 349-351
Return on Capital Employed (ROCE) 125-126,
134-135
Return on Equity (ROE) 8, 126
Return on Investment (ROI) 125-126, 218
Return on Risk-Adjusted Capital (RORAC)
349-351
Return on Risk Assets (RORA) 349-350
Return on Sales 125
revenue, NI 49
review see monitoring issues
risk
appetite 30, 394-395
common types 27
credit risk study 12-13
identification 82-83, 148-149
management 81, 296
matrix 39-41
mitigants 150-158, 192-194, 230-231,235
models 24, 315, 408
reduction 243
and return 22, 249
sensitivity 293-294
sharing 179
working capital 225-230, 236
see also individual types; integrated view of
risk
Risk-Adjusted NPV (RANPV) pricing 355
Risk-Adjusted Return on Capital (RAROC)
349-351, 363-364
risk mitigants 150-158
list of risks/mitigants 155-158
project finance 192-194
qualitative 150-153
quantitative 152-153
selection principles 153-154
types diagram 150
working capital 230-231, 236
risk pricing see price/pricing
Risk Weighted Assets (RWA) 286-287, 293-295

ROA see Return on Assets

ROCAR see Return on Capital At Risk
ROCE see Return on Capital Employed

ROE see Return on Equity

ROI see Return on Investment

RORA see Return on Risk Assets

RORAC see Return on Risk-Adjusted Capital
RWA see Risk Weighted Assets

S&P see Standard & Poor’s rating agency
sales
assets 244
growth/decline ratio 123
Return on Sales 125
SOCE ratio 123, 134-135
working capital to sales ratio 128
Sales to Operating Capital Zimployed (SOCE)
ratio 123, 134-135
SARS see Severe Acuic Pespiratory Syndrome
scarce resources 179
scenario analysis 192
Scholes see 3lack Scholes option modelling
sectors
corniceitration 258-259, 262
Credit Crisis 2008 404—406
credit portfolio insights 244-245
credit risk management 30
industry risks 61-62
NI 49
pricing factors 340-341
PS correlations 312-313
securitization 318-321
ABS 319
CDO 319-321
CDS 395-396
Credit Crisis 2008 394-396
rating agencies 400
risk appetite 394-395
security 359-366, 367-377
attributes 362
borrowers 361-362
covenants 373-377
creditors 360-361
facility grades 364-366
intangible 369-370
merits/demerits 360-362
methods of taking 371-372
need for 359-360
pricing 341, 362-364
realization 372-373
risk mitigants 152-153
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security (Continued )
systematic/unsystematic risk 364
tangible 367-368
segments, market 61-62
sellers, protection 326, 330
sensitivity analysis 192, 202
settlement risk 15-16
Severe Acute Respiratory Syndrome (SARS) 56
shares 367
short loans 234
short term debt cash cover ratio 121-122
simple default 269
simulation 274, 280-281
size of customer 308
skills 92
SOCE see Sales to Operating Capital Employed
ratio
socio-economic advantage 9
solvency 113-122, 276
solvency ratios 113-122
case study 139
cash flow ratios 121-122
dividend and equity ratios 120-121
external finance ratios 120
liquidity ratios 115-117
long term ratios 117-119
sovereign CDS 329
sovereign risk 5
specific risk 63
see also diversifiable risk
speculation
CDS 327
credit bubbles 385-386
Credit Crisis 2008 395, 367, 400401
spending 10, 4748
sponsorship 180, 185
staff morale 93
Standard & Poor’s (S&P) rating agency
166-167
standardized credit risk approach 290-291
standards, minimum credit 30
stock holding period 126-127, 211-212, 219
stock and shares 367
Stock Turnover Ratio 210
strengths 83, 150-151
structural analysis 73-77
structural models 169-172
structured pricing 353-354
sub-portfolios 248, 268-269, 270
sub-prime lending 393-394, 394-395, 397,
403-404

substitute products 67, 69, 74-75
suppliers
bargaining power 67, 70, 75-76
credit 11-12
Porter’s Model 67, 70, 75-76
working capital 219
sustainable growth ratio 121
swaps 330-332, 343-344
SWOT analysis 83-84
syndicated loans 317-318
systematic risk 253-256
consequences 254-255
credit risk causes 16-17
diversifiable risk 256
portfolio risks 253-255
security 364
triggers 254
systemic risk 400

takeovers 87

tangible secutity 367-368

target 1nariets 30

tax €, 130

‘tecnnical default” 269

tecimology 55

tenor of project 180

termination payments 325-326

term lending institutions 11

terrorism 53

threats, SWOT analysis 84

TL see total leverage

‘too big to fail” institutions 407—408
total credit portfolio risk equation 255
total leverage (TL) 132-133

Total Return (TR) swaps 330-332
tradable credit assets 317-322, 409-410
trade credit 11, 12, 127, 317-322, 409-410
trade creditors payment period 127
traders/trading 18, 317-322, 409-410
transfer of risks 152

troughs in business cycle 45

UL see Unexpected Loss

undiversifiable risk see systematic risk

Unexpected Loss (UL) 272, 274, 279,
282

unionism 57, 94

United States (US) 44, 393-410

unregistered charges 369

unsystematic risk 1617, 364

US see United States
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value creation 80
variable interest rates 342-343

Wachovia Bank 253
warranties 193
WC see working capital
WC to Sales ratio 128, 210-212
WC to Total Assets ratio 127-128, 136, 210, 212
weaknesses, SWOT analysis 83
wealth creation 7-8, 10-11
working capital (WC) 207-237
balance sheets 208-210, 219, 220, 234
behaviour 216-223
business volume 219-222, 223
cancellation of credit 230
case study 234-236
cash flows 223-225, 234
cycle 207-208, 212-216
definition 207-208
drivers 217

financing 217-218, 232-234

fixed capital 216

impacts of risks 229-230

management 141, 231

mitigants of risks 230-231, 236

price/pricing 222, 223, 231

profitability 223-225, 227, 228-229

project finance 188, 201

provisioning inadequacy 228

ratios 127-128, 136, 210-212

reduction of credit 230

risks 225-230, 236

to sales ratio 128, 210-212

to total assets ratio 127-128, 136, 210,
212

trade terms 218-219, 223

unforeseen contingencies 229

wrong way risk 298

Z-Score Model 125-143, 161
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