AMPLIFA PROCUREMENT GLOSSARY

Credit checks: identify and mitigate supplier
risks at an early stage

A credit check is the systematic assessment of the financial performance capability of a business
partner, in particular its ability to meet contractual obligations on a sustained basis. In industrial
procurement, it is used to identify default risks among suppliers, service providers and customers

at an early stage. It is therefore a central risk management tool along the entire supply chain. Those
who consistently assess credit risks avoid supply failures, bad debts and costly redesigns of critical
supply relationships.

Key facts

» The credit check assesses the financial stability of suppliers and customers on the basis of key
figures, payment experience and current market information.

« Typical sources of analysis are annual financial statements, liquidity ratios, payment behaviour
indices and information from registers and court records.

* In practice, a multi-stage approach has become established: initial screening via an automated
score, in-depth analysis for critical suppliers, ongoing monitoring for key suppliers.

« Credit data flows into supplier selection, contract structuring and procurement strategy, for example
in dual sourcing or protection through advance payment models.

» The legal requirements, particularly for scoring and data processing, must be reconciled with data
protection and competition law provisions on a case-by-case basis.

« A credit check is not a one-off exercise but a continuous monitoring task across the entire supplier
life cycle.

Definition: credit check

A credit check refers to the assessment of the credit and payment capability of an economic entity. In a
procurement context, the focus is primarily on suppliers and service providers whose failure would have
operational consequences, but also on customers in the context of sales processes and trading
relationships.

Distinction from supplier evaluation

The credit check is one aspect of the more comprehensive supplier evaluation. While the supplier
evaluation also covers quality, delivery reliability, on-time delivery, prices and service levels, the credit
check looks exclusively at financial performance capability. In practice, both perspectives feed into a
common supplier profile that serves as the basis for decisions on awards, contract renewals and
assortment decisions.

» Credit check: financial stability and solvency
» Supplier evaluation: additionally quality, logistics, on-time delivery, prices
« Both perspectives typically flow into an integrated supplier scorecard
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Legal framework and data protection

Credit checks involve personal and company-related data, which is why compliance with data protection
requirements is essential. For legal entities, the thresholds for intervention must be assessed differently
than for natural persons, for example with sole traders or managing directors. In addition, competition
law limits must be observed when credit data is exchanged via trade credit agencies. This article
provides a general overview; the specific legal assessment should always be examined on a
case-by-case basis by experts.

Methods and procedure of the credit check

In practice, a tiered approach has become established that balances effort and risk. Not every supplier
requires an in-depth review; what matters is the systematic tiering by criticality and probability of failure.

Initial screening and score models

The first filter is often an automatically generated credit score calculated on the basis of publicly
available data, financial key figures and industry benchmarks. Typically, liquidity ratios, equity ratio,
revenue development and payment experience feed into an index value. Such scores quickly provide an
initial risk classification but do not replace individual analysis for critical relationships. In practice, a
score check is often sufficient for non-critical suppliers, while strategic suppliers require an in-depth
review.

In-depth analysis for key suppliers

For strategic suppliers, sole sources or partners supplying critical components, an in-depth review is
recommended. This includes analysing annual financial statements across several periods, assessing
dependence on major customers, inspecting production and storage capacities, and holding discussions
with management. A supplier energy audit or an assessment of technological and financial resilience
complements the traditional credit picture here. It is important to examine not only the current situation
but also resilience in the face of demand or raw material shocks.

« Analysis of several annual financial statements and trends
» Customer diversification and revenue concentration

* Supplier investment and liquidity planning

« Sensitivity to energy prices and raw material costs

Ongoing monitoring instead of one-off checks

A supplier's creditworthiness changes with business performance, industry cycles and raw material
prices. Therefore, the check should not only take place at vendor onboarding but should be repeated
regularly. For strategic suppliers, quarterly or half-yearly updating has become established; standard
suppliers are reviewed annually. Automated monitoring services issue alerts in the event of significant
changes such as insolvency filings, debt restructuring or management changes. This continuous
observation is a core component of effective supply chain resilience management.

Key KPIs and assessment dimensions

Creditworthiness cannot be captured by a single figure. In practice, procurement uses a combination of
quantitative financial key figures and qualitative indicators to obtain a robust risk picture.
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Quantitative financial key figures

The most commonly used key figures include the equity ratio, cash flow margin, liquidity ratio, interest
coverage ratio and level of indebtedness. For assessments in the SME sector, industry benchmarks are
indispensable, as absolute values vary considerably depending on the sector. Development over several
periods is also more informative than a snapshot value. Supplier benchmarking approaches help to
position individual suppliers in comparison with the industry and the competitive environment.

» Equity ratio and level of indebtedness

« Cash flow margin and interest coverage ratio
 Liquidity ratios I to Il

* Receivables and payables payment terms

Qualitative and operational indicators

In addition to financial key figures, operational signals provide early warnings. Frequent partial
delivery/remaining quantity situations, declining on-time delivery or an increasing number of delivery
reminders can indicate liquidity bottlenecks. Staff departures in key positions, demands for advance
payments, delayed invoicing or sudden price discounts are also typical early-warning indicators. A
systematic analysis of delivery date deviations and a structured lessons-learned review following
escalations help to identify patterns at an early stage.

Risk classes and consequences

The assessment typically results in risk classes, ranging from "unproblematic" to "critical". Each class
should be assigned concrete consequences: standard terms for low risk, intensified monitoring for
medium risk, and protective measures such as protection via alternative sources or contractual security
instruments for high risk. This link between score and courses of action makes the credit check effective
rather than completing it as a mere documentation exercise.

Integration into the procurement process

A credit check only has an effect if it is firmly embedded in the procurement process — from market
observation through supplier selection to contract design and ongoing supplier management.

Supplier selection and onboarding

Even in the tendering phase, credit status should be a selection criterion alongside price, quality and
delivery capability. At vendor onboarding, a structured initial check is standard. Digital procurement
platforms and supplier portals now make it possible to retrieve credit data largely automatically and link
it with master data. In this way, for example via a uniform supplier classification — often based on
UNSPSC categories — the credit check can be differentiated by product group and criticality.

Contract design and safeguarding mechanisms

Credit assessment results feed into negotiations and contractual safeguards. Possible instruments
include adjusted payment terms, advance payment models with bank security, retention of title, credit
clauses with termination rights in the event of deterioration, or termination for cause in the event of
material breaches of financial stability. Negotiation techniques and the choice of the appropriate
negotiation procedure determine here whether protective mechanisms can actually be agreed without
placing unnecessary strain on the supplier relationship. For critical components, dual sourcing is
additionally an effective structural safeguard against the credit risk of a single supplier.
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Rolling monitoring and escalation

In day-to-day business, buyers monitor automatically generated alerts and link them with operational
signals such as declining on-time delivery or frequent partial deliveries. In the event of escalation, a
clearly defined process is recommended: verifying the facts, direct discussion with the supplier,
assessment of transitional and alternative sources and, if necessary, stockpiling strategic inventory as a
buffer. Procurement should act here in close coordination with controlling, quality management and,
where applicable, the works council or management in order to avoid supply bottlenecks.

Risks, controls and typical mistakes

Credit checks carry their own pitfalls: outdated data, one-sided analysis, lack of consequences in the
follow-up process. Those who know these mistakes can avoid them structurally.

Outdated or distorted data

Annual financial statements are often available with considerable delay; interim reports are rarely
available for small companies. A score based on last year's figures can significantly distort the current
situation. This should be supplemented by current operational signals, market data from market
observation and direct discussions. A supplier's transport risk and inventory policy can also provide
indirect indications of its liquidity position.

Lack of consequences in the follow-up process

Credit reports that disappear into folders without any measures being derived from them lose their
value. Every classification should be linked to clearly defined consequences: adjusting payment terms,
obtaining bank guarantees, developing alternative sources or intensifying communication. A total cost
tree helps to quantify the costs of a supplier failure — re-procurement, qualification, retooling, production
downtime — realistically and thereby justify the urgency of measures.

Focus only on status, not on impact of failure

It is not automatically the supplier with the worst score that poses the greatest risk, but the one whose
failure would hit hardest. A financially sound but quasi-monopolistic supplier of critical components can
be more dangerous than a small supplier with average creditworthiness. The combination of probability
of failure and impact of failure — similar to a technology assessment in procurement or an FMEA
approach — provides the more robust risk prioritisation.

Current developments and digital tools

The credit check is becoming increasingly digitalised: automated score queries, continuous monitoring,
integration with supplier portals and Al-supported early-warning systems are significantly changing
practice.

Automation and monitoring platforms

Modern solutions retrieve credit data automatically at vendor onboarding and at recurring reviews, and
issue alerts in the event of significant events. Integration with ERP and EDI systems makes it possible to
feed operational signals such as invoice payment terms or dunning behaviour directly into the credit
picture. As a result, the focus shifts from one-off checks to continuous risk monitoring.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/bonitaetspruefung



Sustainability and ESG key figures

Creditworthiness and sustainability are increasingly interlinked: environmental and governance risks can
indirectly affect a supplier's financial stability, for example through fines, adaptation pressure or loss of
customers. A supplier energy audit also provides insights into energy efficiency and thus into a
provider's cost and shock resilience. Many buyers therefore integrate ESG indicators into their suppliers'
credit or overall rating.

Crisis resilience and scenario planning

The experiences of recent years have sharpened the focus on resilience. Alongside current
creditworthiness, the question of how resilient a supplier is in the face of raw material shocks, energy
price explosions or demand slumps is moving into the spotlight. Scenario analyses, stress tests on the
customer side and systematic market observation complement the traditional credit check with a
prospective dimension. This is a central building block of modern supply chain resilience management.

Typical metrics

Credit check coverage for strategic suppliers: 100%
In practice, all key suppliers should be checked regularly

Monitoring frequency for strategic suppliers: quarterly
More frequent checks for critical relationships, annually for standard suppliers

Alert response time for negative credit events: <5 working days
Customary benchmark for the initial assessment and escalation decision

Proportion of suppliers with defined risk-class consequences: > 90%
Measure of whether scores actually result in measures

Proportion of critical parts with a secondary source: > 80%
Structural safeguard against the default risk of individual suppliers

Practical example

A medium-sized mechanical engineering company with around 400 active suppliers previously carried
out a credit check only once, at vendor onboarding. After two short-notice supply failures within a single
year, the company established a multi-stage credit and risk monitoring system that monitors strategic
suppliers quarterly and integrates operational early-warning signals.

 Introduction of a supplier classification by criticality and impact of failure

» Automated credit monitoring with an alert function for negative events

» Linking credit data with on-time delivery and partial delivery rates in the ERP

« Establishment of secondary sources for the ten most critical purchased parts within twelve months

Conclusion

A credit check is far more than a formality in the supplier selection process: it is a load-bearing element
of procurement risk management and protects the business from costly failures. What matters is a tiered
approach that balances effort and criticality, and the consistent linking of credit assessment results with
concrete measures in contracts and assortments. Supplemented by operational early-warning signals
and ongoing monitoring, this creates a robust risk picture. Companies that integrate credit checks
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systematically and digitally demonstrably improve their supply security and their negotiating position.
The investment required for this is usually low in relation to the potential costs of default.

Frequently asked questions

What is meant by a credit check?

A credit check is the systematic assessment of the financial performance capability and solvency of a
business partner. In procurement, it focuses primarily on suppliers and service providers in order to
identify default risks at an early stage. It typically covers financial key figures, payment experience and
qualitative indicators.

How does a credit check work in B2B procurement?

In practice, the check starts with an automated score based on publicly available data and financial key
figures. For critical suppliers, this is followed by an in-depth analysis of annual financial statements,
customer diversification and operational resilience. Regular monitoring with defined consequences per
risk class then takes place.

Which criteria are included in a credit assessment?

Key quantitative criteria include the equity ratio, cash flow, liquidity ratio, interest coverage and level of
indebtedness. These are supplemented by qualitative factors such as payment experience, customer
concentration, leadership stability and industry developments. Operational signals such as declining
on-time delivery performance or frequent partial deliveries can also indicate credit problems.

How often should supplier creditworthiness be checked?

For strategic suppliers, a quarterly or half-yearly review has become established practice; standard
suppliers are reviewed annually. In addition, event-based alerts — for example, in the event of insolvency
filings, debt restructuring or management changes — should be checked immediately. What matters is
that the check is carried out continuously and not only during onboarding.

What can procurement do if a supplier's creditworthiness is poor?

Possible measures include adjusted payment terms, bank guarantees or advance payment security,
contractual termination rights in the event of deterioration, and the development of secondary sources.
Stockpiling critical parts can also serve as a transitional buffer. It is important to choose measures that
are graduated and proportionate in order not to place unnecessary strain on the supplier relationship.

Is a credit check the same as a supplier evaluation?

No, the credit check is a sub-component of the more comprehensive supplier evaluation. It looks
exclusively at financial stability and solvency. The supplier evaluation additionally covers quality, on-time
delivery, prices, service and sustainability aspects. In practice, both perspectives feed into an integrated
supplier scorecard.
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