Students  Listen>>>>  today I have lost my voice so I will try to teach without speaking
There are a couple of things I wanna do today
1. Let’s announce the midterm score…. Just in case u have not noticed on this.
2. Let’s assign the final project
a. How many teams do we have… One from each team pls
Raise yr hand
Topics
1. The fall of Lehman brother  (See the clip from Youtube to assist you)
2. The debacle of LTCM (Book called When Genius failed)
3. The collapse of Baring bank (Movie – Rogue trader)
4. The fall of orange county (Book – Big bet gone bad)
5. The Thailand 1997 financial crisis (Check out numerous research)
6. The case of Bernard Madoff (Book – about Bernard Madoff on Ponzi scheme)
7. The London Whale (JP Morgan)
8. The Greece and EU crisis 
9. Shadow banking and crisis in China
What you need to do is 
1. Summarize the case study
2. Identify key issues
3. Identify the causes of the problems
4. What have been done so far?
5. Critique on whether the courses of action were right or wrong
6. What could have been done better to revert the situation?
Prepare only powerpoint presentation within 20 minutes time limit
There is no need to prepare the paper….  Any ?

3. I do apologize for the cancellation of the previous class and I will
schedule a makeup class for you.
4. The topic for today will change a bit so I can teach you with an easier topic.
Let’s keep the harsh one with quant for the next class

The topic for today is the credit analysis for the “Corporate”
What I m gonna do is I will walk you through each slide slowly and explain 
each of the slide using this chat.




When we talk about the credit for the corporate, we are talking about 
the “Accounts receivable”  in which the firm generates from selling the 
products or service and usually the A/R represents a part of the working capital
requirement of the firm so it certainly affects the firm cash flow

In the Corporate
· Financial Controller worries about the cash flow management
· Credit Control Manager worries about the quality of the credit   
· Sales and Marketing Manager also worries about the quality 
of the credit which will in turn affects sales  any?

Credit can impose significant costs and expenses for the firm
Why?
Because the possible credit loss means bad debt and more collection
Expenses for the firm and also including the loss of opportunity to sell more
Products
Collection expenses include hiring a collecting agent or outsourcing the
Collection firm to do the collection job and also it is related to the coordination
With auditing firm to clarify on uncollectible accounts

A minimal credit loss leads to large amount of required compensation in sales
Example:  If the firm has net profit margin of 10 percent and if there exists
	    1,000,000 Baht of bad debt (90% is cost), then the firm 
    needs to sell the products worth 9,000,000 to cover this bad debt
    (9,000,000 * 10% = 900,000) to make up for the losses

Even investment world is exposed to credit risk
Nowadays, there are numerous financial instruments tied to the credit
For example, CDO (Collateralized debt obligation) or CDS (Credit default swap)
So the default on the loans in these instruments can have a big impact on the 
Investors as well (Recall the home loan origination and distribute model rather 
Than originate and hold)


A certain level of receivable balances outstanding permanently is an inevitable 
cost of doing business and credit management is nothing more than a 
housekeeping     task that incurs costs
These two key words show the traditional view of executives that giving A/R 
is merely something that is mandatory and we have to just collect it.
This is not right in modern management coz we have several ways to avoid
giving credit such as credit card or fund transfer and A/R collection should not
be only the housekeeping task coz when there are losses, these will affect
the company profits.

A/R impacts balance sheet, liquidity, cost of capital and business policy.
A/R is a part of the asset so it will weigh on the asset side and requires
the financing 
having more A/R means that the company needs to prepare some cash 
which will affect firm’s liquidity and cost of capital (WACC) and for sure
affects other business policy such as sales policy or marketing policy or investment
policy   Any?
The effect of A/R on WACC is that the requirement to invest in A/R will require
Either additional borrowing or equity which will increase the riskiness for the firm
And also the more A/R, the more risk of bad debt.  Therefore the lenders will 
tend to charge higher interest rate for the more risky firm




Product Offer Enhancement Credit Strategy
· We can use the credit as an additional feature to enhance sales on top of 
the quality, delivery or etc.
· How to minimize the credit risk? – Basically through a proper diversification
Of the A/R portfolio – not to concentrate too much on any specific customer

       Comparative Cost of Money credit Strategy
· This strategy aims to capitalize on the ability of the seller to access a lower cost
of fund and pass this on to the customers.
· Example:  the supplier in Japan with relatively low interest rate can borrow money
At a very low rate to finance the A/R given to the Indian customers with a very 
High borrowing rate.  So the saving is passed on to the Indian customers.
For Indian customers, they will save the cost of money from not having to borrow
Funds at a very high rate but is given the credit with much cheaper rate.

       Credit Strategy for Administrative Efficiency
· This strategy makes use of credit to reduce the administrative expenses such as
Collection, billing, tax invoicing.
· By combing several bills together and providing some credit, the sellers do not 
have to go and collect money for many times and this will save admin expenses
in terms of billing and issuing of the invoices
· Please think about the cost of additional messenger or bill collectors.  They are 
expensive.  Not to mention the outsourcing service which is charged per bill.

       Credit Strategy to build trust
· The company is confident in the quality of the product so it is afraid of the 
Returned products before it gets paid from the customers

        Credit Strategy for Business Development
· The aim is to show the customers that we help them to finance working capital
By giving them the credit term, the customers do not have to go to the bank
for additional money needed but rather, they feel that we help them.  This will 
certainly builds the long term relationship with the customers to grow up together 
with the customers





         Credit fraud – several ways that customers can cheat
1. Shell company – using the shell company without the real business to 
engage in the purchase transaction.  On due date, the shell company cannot
pay. 
2. Bust-out – using the “already dead” company to conduct the purchase 
activity
3. Theft of corporate identity – using other people’s company to engage in
the purchase transaction

The use of financial statement such as balance sheet, income statement, cash flow 
statement together with the financial statement based ratios to determine the 
credit decision.  But you need to beware of the accounting manipulation.

       The cash flow cycle of the customer’s business is the cash cycle of the customer of the 
       Customer because if they cannot collect the money, it may affect our customer.

Points that the cash flow can be manipulated
· Income generated by discontinued businesses – special income from
Divestment of the other business or from one-time profit.
· An income tax paid (partly from investing or financing act.)
Special tax payment or credit (maybe not from manipulation but from
Special events such as some tax credit or tax from special gain)
· Cash flow generated as a result of securities trading activities 
that are sporadic (not related to the core business)
Let’s say that the business sells some shares in other business or gain
From stock trading
· Expenditure that is treated as an asset on a company’s balance sheet
No matter expenses or asset investments, they create cash outflow

Example of credit limit setup
	A customer normally buys 1,000,000 Baht worth of product on an average in the 
last three months.  Usually this customer is given 60 days credit term.  Whatever bill in 
each month will be added and start to count the credit term.  Based on this information,
how much should be the minimum credit limit given to this customer.  Assume that 
[bookmark: _GoBack]this customer has no bad track record in the past.  – minimum of 3 million
 






 


  





















 	


















