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Abstract
This paper aims to clarify some aspects regarding the banking
activity in general, of crediting, in particular, because it involves a risk by
the very elements of anticipation underlying the decision of the banking
specialists. For the bank it is very important to know this risk, to make an
evaluation as close as possible to reality, and to reject or accept it in full
awareness.
The contribution of the internal rating in terms of efficiency and
stability of a bank is shown via a case study – the Romanian Commercial
Bank. The internal rating used by BCR is an active instrument for making
credit decisions it provides valuable indicators to the banking analysts
that can be used to develop de risk management policies and the
prudential measures for the balanced risk dispersion.
Given the fact that the credit rating contributes to the objective,
professional analysis, the system must be continuously improved and
developed by categories of clients and types of risk, so that the included
criteria and the resulting conclusions are relevant.
Keywords: rating system, managing risk, monitoring the credit,
analysis of the customers
JEL Classification: G11, G21
1. Introduction
The rating system of credits may be two dimensional,
corroborating the results of the analysis of the customer’s characteristics
with those of the credit and it is based both on statistical comparison and
on analysis and prognosis.
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The customer’s characteristics are based on the analysis of the
general aspects, the financial aspects, the position in the field of activity,
the quality and stability of management and the strategy of business. The
analysis of the credit’s characteristics is based on the credit relationship
history, the achievement of the terms of eligibility, the managing and
monitoring the credit, the debt service, the source of repayment and the
nature of the sides.
The credit rating is calculated for all the customers who benefit of
credits and who are in the bank’s portfolio, based on the annual
accountant balance and on the other periodical accountant situations, as
well as on the occasion of granting/reviewing credits.
2. Credit rating - instrument of risk management
As a functional instrument of risk management, the credit rating is
actively used in underlying crediting decisions, because the determined
rating underlies the approval or the rejection of credits request and
further on the approval, the permanent monitoring of the relationship
cost/efficiency/risk regarding each field of activity, each customer and
even each product.
For the customers who are eligible for crediting, rating is
associated with other criteria (the debt service, the level of currency
profits) in order to establish the risk margin of the customer (RMC). This
way, the rating has a direct influence on credit costs, taking into account
that RMC represents a component of the rate of interest established for
credits.
Throughout the mentioned criteria, the mark (rating) given to a
customer has a high informative level and it represents the basis for
establishing the limits of risk exposure for the big customers of the bank.
Besides the operative function of decision instrument in the process of
crediting, credit rating, analysed in its evolution on categories of
customers, on economic branches and so on, offers valuable clues to
bank analysts, and based on these they ground the management policies
of risks and the caution measures for a balanced dispersion of it.
The purpose of the analyses based on credit rating is that of
making difference between the risk levels from the loaning portfolio of the
bank in order to: avoid the gathering of credits in the categories with a
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high risk; determine a trend of a financial stand of customers so as to
take the necessary measures early in order to avoid the deterioration of
the quality of the loaning portfolio ; ensure the management of crediting
risk and the appropriate protection of the bank and of the customers
against the typical risks.
Thus, it was expected that a great number of financial institutions
to start improving their own risk management systems by designing
some internal patterns which could go far towards measuring and
aggregation of risks in a shape integrated along the whole institution.
So, a relevant example in this direction is represented by the
Romanian Commercial Bank, a dynamic and stable bank in the
Romanian banking system, which created its own system of credit rating.
3. BCR - internal rating
From the point of view of BCR, the internal rating represents an
efficient instrument for the management of risks, in this bank it has been
existing for more than 10 years their own methodology of risk
approaching in the crediting activity based on rating.
The initial system of credit rating was adapted to the new
economic realities, based on the results and the conclusions drawn from
practice and moreover, they resorted to the identification of some new
domains of activity which lend themselves to an interpretation of risk
management by using the rating method.
Through the complexity of the activities that it displays, BCR
disposes of a complex frame of banking risks management, in which the
rating system is applied, besides its crediting activity, which is its main
activity and in other domains of activity:
- using the ratings assigned by the famous international agencies
(country rating, bank rating) in their own analyses, which have as
a purpose the establishing of the risk limits towards the partnerbanks;
- using the method of internal rating in order to analyse the credit
worthiness of the-reinsurance societies with whom BCR has
business relationships and conferring risk limits towards these;
Establishing risk limits regarding the maximal exposure of the
bank towards its main customers, corporations and the judicial
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dispersion of credit exposures on each domain of activity of the
national economy.
The Romanian Commercial Bank has implemented and has been
using since the year 2000 its own system of credit rating, which
contributes to the objective and professional analysis of the customers of
BCR. The system has been continuously improved and developed on
categories of customers and types of risks, so that, the included criteria
and the obtained conclusions could be relevant.
At present, BCR disposes of internal ratings for:
 Customers from the category of corporations,
 New-appeared customers (for whom there is no history of
business),
 Natural persons and authorized natural persons.
For customers which are corporations, the methodology of BCR
presents an appropriate detailed description on quantitative (quantifiable)
and qualitative (unquantifiable) criteria.
In the category of quantifiable criteria (Table 1) there are taken
into consideration:
- The evolution of the business turnover in real terms;
- Liquidity and solvency;
- Profitability;
- Debt degree;
- The value of export in the business turnover;
- Refund source.
Table 1: BCR's credit rating for corporate clients - quantifiable
criteria
Nr.
crt.
1.

2.

Financial
Criteria
Trend of
turnover (in
real terms)
Current asset
liquidity

Val.
0,10
0,06

CR1

CR5

Ascending
the last 5
years

Decrease by
more than 30%

high

Unfit
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3.

Patrimonial
solvency

4.

Profitability
(return on
equity)
Indebtedness
Share of
exports in
turnover

5.
6.

7

Source of
repayment

0,07

high

insolvency

0,08

High and
stable

0,06

very good

Losses, the
prospect of
bankruptcy
Inadequate

0,02

Over 50%

Less than 10%

0,10

Cash flow
from
operations

Liquidation of
assets

Source: www.bcr.ro

For each of these quantitative criteria, employment levels are set
by branch of activity which includes client, so finally score have a high
degree of relevance in terms of the client's financial standing and
function industry-specific.
In what regards the qualitative, non-financial criteria (Table 2), the
analysis of BCR takes into consideration:
- the quality of the shareholder and management;
- the strategy, market conditions;
- the accuracy of the financial-accountant reports;
- received collaterals.
Table 2: BCR's credit rating for corporate clients – non-financial
criteria
Nr.
crt.
1.

2.

3.

Non-Financial
Criteria
Quality
shareholding

Management

Eligibility
conditions

Val.

CR1

0,08

Domestic
and
internationa
l prestige
Stability
and
experience
high
For any
type of loan

0,1

0,09
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Well
defined and
systematica
lly carried

4.

Strategy

0,08

5.

Market
conditions

0,09

Growing

Without
development
opportunities

0,03

Audited by
internationa
l firms

Unaudited
unavailable

0,04

Strong
guarantees

Guarantees low
market value,
with the trend of
deterioration

6.

7.

Accuracy of the
financialaccountant
reports

Received
collaterals

unclear

Source: www.bcr.ro

For each one of these quantitative criteria, the levels of
classifications are established depending on the field of activity in which
the customer takes part, so that, in the end, the obtained score can have
a high degree of relevance in what regards the customer’s financial
standing and depending on the characteristics of each industry.
In order to establish the credit rating, with each financial and nonfinancial criterion it is associated a level of appraisal from 1 (the best) to
5 (the weakest) and it is balanced with the specific weight attributed to
each appraisal criterion. The balanced average of the 14 criteria
represents the credit rating of each loan.
A distinct objective of risk management in BCR in the year 2007
was the fulfilment in the shortest time of a database, regarding the
evaluation of the possibility of non-payment associated with each debtor
and of the additional risk factors, as well as the loss generated by nonpayment and the exposure to non-payment. That is why, the credit rating
which exists in the bank’s records on a previous period of about 3 years,
for each customer from the portfolio, has been really useful for the
application of the principles from Basel III, based on a standardized
approach of risks in the form of rating systems.
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At the same time as the introduction in the portfolio of products of
BCR of the mortgage credit, it was created a rating system intended for
the analysis made to give this type of credit. It is based on the greatest
part of the criteria used for the rating of natural persons, with some new
criteria adjusted to the characteristic of the mortgage credit.
This is a proof of flexibility and adaptability, a proof offered by
BCR on the track of identifying market needs, creating the products
which correspond to these needs, at the same time adapting the
instruments of risk management that the bank takes through its new
promoted products.
A distinct form of an analysis type rating applied in BCR is that of
determining the limits of risk exposure on domains of activity, used in
order to avoid the gathering of credits in certain domains of activity with a
higher risk. This is made because the criteria used in establishing the
final score of each domain of activity take into account: the remaining
credit, the unpaid interests, the payment arrears (budget, suppliers), the
importance of the private domain, the medium degree of supply, the loss
recorded by the customers from that domain, the contribution of the
domains to the making of PIB and to the accomplishment of export.
For a long period of time, BCR has been elaborating and
implementing a complex methodology of analysis and quantification of
risks towards the societies of insurance-reinsurance with which it gets
into business relationships.
Based on its own rating system, BCR determines the limits of risk
exposure towards the societies of insurance-reinsurance, limits that are
usually established for a year, but which are permanently revised and
they can be modified as many times as necessary.
Just like in the case of the other customers – corporations, rating
is based on the financial and non-financial indicators, with a special
emphasis on the position in its domain of activity, the quality of
management, the strategy and the caution policies which are
characteristic to the insurance societies.
In what regards the non-financial indicators, there are taken into
account:
- the structure of shareholders;
- the level and the structure of the corporate funds;
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-

-

the network of branch offices and the market share;
Giving up risks to external reinsurance and the quality of
reinsures.
The financial indicators taken into consideration refer to:
liquidity coefficient;
solvability degree;
technical reserves obtained;
damage rate;
profitability rate; indebtedness degree;
Other relevant indicators, mentioned in the norms of the
Commission of Insurance Surveillance.

4. Results and contribution to existing knowledge
The research has shown that the credit rating system of a bank
can also be bi-dimensional (the case of BCR), corroborating the results
of client characteristics analysis with the results of credit analysis, relying
both on statistic comparisons, and on analysis and prognosis.
Client characteristics result from the analysis of the general
financial aspects, of the position in the field of activity, of the quality and
stability of the management and of business strategy.
Credit analysis includes the history of past credits, fulfilment of
the eligibility criteria, credit administration and monitoring, debt service,
source of reimbursement and type of collaterals.
The credit rating is calculated for all clients of credits included in
the portfolio of the bank, on the basis of the annual accounting balance
and of other periodical accounting documents, and when the credits are
reviewed.
As functional instrument for risk management, the credit rating is
actively used to decide whether to accept or reject the credit application,
to monitor permanently the cost/efficiency/risk relation of each branch of
activity, each client and even each product.
For the clients who are eligible for crediting, the rating is
corroborated with other criteria (debt service, hard currency cashing) in
order to determine the client risk margin (CRM). Thus, the rating has a
direct influence on the cost of the credit, since CRM is a component of
the interest rate for the credit.
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By the included criteria, the rating assigned to a client has a high
informative content and it is used to determine the limits of risk exposure
for the big clients of the bank.
Besides the operative function of decision-making instrument
within the process of credit granting, the credit rating, analysed by
category of clients, economic branches, etc., provides valuable hints to
the bank analysts, which enable developing the risk management
policies and the prudential measures for the balanced dispersion of the
risk.
5. Conclusions
The rating system used by BCR is based on a series of
coefficients of change in an equivalent risk of securing the exposures
which appear both from direct risks and from indirect risks of the bank
towers the insurance-reinsurance societies. This professional approach
of managing risks under the standardized form of internal rating must be
watched in the general context of the management system developed
within BCR and it proves the bank’s concern to consolidate its position
within the banking system and to maintain its performance indicators at a
high level, by eliminating any potential sources of loss, thus protecting
the customer’s interests.
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