AMPLIFA PROCUREMENT GLOSSARY

Supplier Creditworthiness Assessment:
Systematically Evaluating the Financial
Stability of Suppliers

Supplier creditworthiness assessment is the systematic evaluation of a supplier's financial and
economic stability, both before order placement and during the ongoing collaboration. It helps
buyers reduce in advance the default risks, supply bottlenecks and follow-on costs caused by
insolvencies or payment difficulties. In B2B procurement in DACH industry, it is one of the standard
tools of supplier evaluation and is frequently part of pre-qualification and of effective compliance
procurement.

Key facts

* The creditworthiness assessment evaluates a supplier's ability and willingness to pay on the basis of
ratios, credit reports and behavioural data.

« Typically, credit agencies, annual financial statements, payment experience and public registers are
used.

* Important assessment indicators are the equity ratio, liquidity ratios, payment delays and negative
register entries.

* The assessment should be repeated not only before onboarding a new supplier but at regular
intervals — often annually.

» Results feed into supplier evaluation and can trigger risk reclassification, securities or alternative
sourcing.

* In holding structures, instruments such as the Parent Company Guarantee can wholly or partially
hedge the risk.

Definition: supplier creditworthiness assessment

Supplier creditworthiness assessment comprises the collection and evaluation of all information that
provides insight into a supplier's financial resilience. It differs from general supplier evaluation in that it
focuses specifically on creditworthiness and default risk.

Ability to pay and willingness to pay

Creditworthiness comprises two dimensions: ability to pay (objective economic strength) and willingness
to pay (subjective behaviour in the past). A supplier may be sound on paper but demonstrably unwilling
to pay — or vice versa. What matters most to the buyer is whether the supplier can finance its own value
creation over the entire capital commitment period of the order. Especially with long lead times or
advance payments, this is a central risk.

« Ability to pay: measurable via liquidity and equity ratios
* Willingness to pay: recognisable from payment experience of other business partners
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* Relevance increases with order volume, lead time and the interchangeability of the supplier

Distinction from general supplier evaluation

Supplier evaluation additionally examines delivery performance, quality and innovative capability — for
example via on-time delivery (OTD), complaint rates or results of the incoming goods inspection using
AQL sampling. The creditworthiness assessment is one component of this overall picture. In practice, it
is often managed as a stand-alone gate in pre-qualification, before operational criteria such as
capacities or quality assurance agreements are examined.

Methods and approach of supplier creditworthiness assessment

In practice, procurement combines several information sources into an overall creditworthiness picture.
The effort should be scaled on a risk basis: the higher the order value, degree of dependence and
switching costs, the deeper the assessment.

Credit agencies, registers and annual financial statements

The basis is typically information from credit agencies, entries in commercial and insolvency registers
and available annual financial statements. From these, ratios such as the equity ratio, working capital,
gearing/debt ratio and liquidity ratios can be derived. Negative factors — payment default notices,
enforcement proceedings, frequent changes of managing director or a negative earnings trend — should
also be documented. As a rule of thumb, a healthy equity ratio of frequently over 20% applies in
practice, whereby sector- and size-related differences must be taken into account.

« Check commercial, insolvency and subsidy registers

< Annual financial statement ratios: equity ratio, liquidity ratios, debt
« Consider the trend over several years rather than a single report

Payment experience and risk scoring

Credit agencies offer scores in practice that aggregate the payment experience of many suppliers and
reflect default probabilities. In addition, the company's own contract management can include payment
histories from previous orders and any existing set-off agreements. Such a score should not be
interpreted in isolation but evaluated together with capacity and market situation information, as
short-term bottlenecks can distort the picture.

Direct evidence for critical suppliers

For strategic suppliers or advance payments, buyers frequently require additional evidence: bank
confirmations, a Parent Company Guarantee from the group parent, sureties/bonds or adjusted
payment terms. These instruments shift the risk from supplier default to secured cover and are typically
used only for high volumes. The choice of instrument is a matter of negotiation and should be anchored
in the procurement policy (MRO vs. capex) or the overarching procurement strategy.

Key KPIs and assessment indicators

The evaluation can be structured using a few, meaningful indicators. What is decisive is comparison with
industry norms and performance over time, not the absolute value alone.

Core financial ratios
The focus is typically on the equity ratio, the Current Ratio or Quick Ratio, the gearing/debt ratio and the
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capital commitment period as an indicator of liquidity strain. Negative factors frequently include:
sustained losses, growing trade payables combined with simultaneous extension of the supplier's own
payment terms, and declining liquidity reserves. The credit rating from the credit agency itself is also
tracked as a KPI.

« Equity ratio: frequently a guideline value of over 20% is targeted
* Quick Ratio: in practice often applied as a minimum value of around 0.8
» Credit rating/score: default probability in sector comparison

Operational early warning indicators

Financial difficulties show up operationally earlier than in the financial statements: delays in deliveries,
falling OTD values, eroded quality due to reduced upstream inspection, changes in management or
negotiations over price increases justified on liquidity grounds. Anyone who systematically records such
signals in the inventory health dashboard or in the periodic supplier evaluation can define early warning
levels and initiate alternative sourcing at an early stage.

Risks, controls and integration into the procurement process

The creditworthiness assessment only has an impact if its results lead to binding consequences. This
requires clearly defined risk levels, responsibilities and triggers for countermeasures.

Risk classes and consequences

In practice, suppliers are often assigned to three or four risk classes: from unobjectionable, through
monitoring, to critical. Typical consequences are assigned to each level — for example additional
approvals, reduced order placement, securities or the development of alternative sourcing. The tiered
logic forms part of governance in category management and protects against individual decisions in
day-to-day operations.

» Define risk classes and update periodically

» Define thresholds at which securities or dual sourcing take effect
« Document responsibilities between procurement, finance and legal

Contractual safeguards

Creditworthiness results flow into contract design: instalment payments instead of high advance
payments, retention of title for tooling circulation, escrow solutions for critical tooling or a supplier
feasibility review as a late early warning instrument before volume awards. Order prioritisation by the
supplier may also be at risk in the event of impending insolvency — here, clear contract clauses and
regular exchange in contract management help.

Continuity and data maintenance

A one-off assessment quickly loses value. Cycles of six to twelve months are common in practice for
relevant suppliers, supplemented by event-based checks, for example in negotiations over larger orders
or in group sales. Automated monitoring via credit agencies significantly reduces the manual effort; the
results should be documented in an audit-proof manner.

Current developments: digitalisation and resilience

Two drivers are changing practice: the automation of assessment processes and the increased focus on
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supply chain depth, which raises the number of suppliers to be assessed.

Automated creditworthiness monitoring

Digital platforms today enable automated retrieval of scores, register entries and ratios and link these to
supplier master data. This reduces the assessment effort per supplier and makes spot-check,
inconsistent assessments unnecessary. The prerequisite is clean catalogue management and master
data maintenance so that a risk class and assessment type can be assigned to every supplier.

Resilience, reshoring and expanded assessment depth

Owing to reshoring and regulatory requirements on supply chains, the number and depth of
assessments are increasing. Buyers are increasingly linking the creditworthiness assessment with
questions of transparency: where is the supplier really based, who is the economically relevant entity,
how would a default affect production? In addition, the link with compliance procurement is gaining in
importance, for example for sanctioned or embargoed countries — here the legal requirements must be
examined case by case.

Creditworthiness as a criterion on supplier platforms

On B2B marketplaces for technical supplier services, financial stability is increasingly becoming a visible
selection criterion alongside certificates, capacities and references. For providers, demonstrable
creditworthiness — including via evidence at platform registration — can represent a genuine competitive
advantage, especially for critical or long-running orders.

Typical metrics

Supplier equity ratio: typically > 20%
Guideline value; to be interpreted depending on sector and company size

Quick Ratio: in practice often >=0.8
Indicator of short-term solvency

Credit rating/score: rating 2 or better / low default risk
scaled differently depending on credit agency

Review cycle for strategic suppliers: 6-12 months; critical suppliers: quarterly
define on a risk basis and document

Proportion of assessed suppliers: 100% for critical, typically > 90% for relevant suppliers
coverage level of the assessment policy

Practical example

A medium-sized mechanical engineering company awards a framework contract for precision
components to a supplier whose creditworthiness assessment reveals a conspicuous score for the first
time as well as an impending enforcement entry. Instead of cancelling the order, procurement classifies
the supplier into the 'monitoring’ risk class and takes targeted measures.

 Increasing the review frequency from annually to quarterly automated score monitoring

* Negotiating instalment payments instead of the originally planned 30% advance payment
 ldentifying and approving a second source supplier as alternative sourcing for critical items

« Anchoring the consequence rules in contract management and an escalation path via governance in
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category management

Conclusion

Supplier creditworthiness assessment is a pragmatic tool for identifying financial default risks in the
supplier network early and acting on priorities. It does not replace a full supplier evaluation but provides
the financial dimension of it. What is decisive are risk-based assessment depth, defined consequences
per risk class and periodic repetition. Those who consistently translate the results into contracts, the
supplier portfolio and contingency plans reduce not only default probabilities but also negotiation
position and negotiation speed in crisis situations. For industrial buyers in the DACH region, it is
therefore an indispensable standard of supplier selection.

Frequently asked questions

What is a supplier creditworthiness assessment?

Supplier creditworthiness assessment is the systematic evaluation of a supplier's financial stability and
creditworthiness. It is typically based on credit reports, annual financial statement ratios, register entries
and payment experience. The aim is to identify default risks before large order volumes or advance
payments are made.

How do you carry out a supplier creditworthiness assessment?

In practice, credit agencies, commercial and insolvency registers, available annual financial statements
and the company's own payment experience are combined. Ratios such as the equity ratio and liquidity
ratios are derived from the data and translated into risk classes. The assessment effort should be
proportionate to the order value and the degree of dependence on the supplier.

Which indicators are important for supplier creditworthiness?

Key indicators are typically the equity ratio, Quick Ratio, gearing/debt ratio, the credit agency's score
and the capital commitment period. These are supplemented by operational early warning indicators
such as declining on-time delivery or frequent complaints. Comparison with industry norms and
performance over time is always important.

How often should supplier creditworthiness be checked?

Cycles of six to twelve months are common in practice for relevant suppliers. For critical or high-risk
suppliers, quarterly or even continuous automated monitoring is often sensible. In addition, event-based
checks should be carried out, for example for larger orders or changes of management.

What to do if a supplier's creditworthiness is poor?

The first step is to classify the supplier into a higher risk class with defined consequences. Typical
measures include reduced advance payments, securities/guarantees or examining a Parent Company
Guarantee in group structures. In parallel, alternative sourcing should be prepared so as to remain able
to act in an emergency.

What is the difference between creditworthiness assessment and supplier evaluation?
The creditworthiness assessment evaluates only financial stability and creditworthiness. Supplier
evaluation additionally covers performance, quality, reliability and innovative capability. In practice, the
creditworthiness assessment is often an early gate within pre-qualification, while the overall evaluation
takes place periodically over the duration of the collaboration.
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