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EHICT74 YTy FRHREDL IR 2 E6 L L
Ty v HAR—=)® UEN (Unique Entity Number) 7%
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THIO TEBUFTEBILE O N5 % %0 L. AL
KEHED TV D,

T UITAR =TI, 1980 AER 5 IT DERESR %
WEL. ITEROEBZHAEL TSz (K3,

#3 VUK NVEKFIT B X OETBUFBCE

1 1980~ The National
1985 Computerization Plan

2 1986~ The National IT Plan Civil Service Computerization
1991 Programme

o | ees 1T2000
1999

4 2000~ Infocomm 21 e-Government Action Plan
2003

5 2003~ Connected Singapore eGovernment Action Plan TT
2006

6 2006~ iGov2010
2010

iN2015
7 2010~ iGov2015

2015

BRE D U VAR VB R & 2R H LRI R

Z O TETEIFIZOWTIE. 2006 4£12[1Gov2010 .
2011 4F12 [iGov2015]) % KE L. IT OFIH % # L7z
ITEBHERI M o ®EiE b & Ny 7 0 FEBOME %
AL T 5o UEN 1 [1Gov2010) OEHE T 1P «
7 PO—DIMEMNT SN TS, BHA (Ministry
of Finance). & &f - # % %5 i H (Accounting and
Corporate Regulatory Authority) 8 & UMEHE1E B
%7 (Infocomm Development Authority) @ 3 47
WHEPA T 27 PRAEE L2 MBEN TV o
7 MEEOBEREFETH ) BEE R B 2 04 L
SET - BRI E OEMAE. 5 HGEE R T
BEFOCIO L LTTay 2y bY4r—Y XY+ %
17720

UEN (&, 9~ 10 72085 + EHF T THB S
ThI), ESRIEIEHE (MAFELEESE), 77EM
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4 (Ministry of Manpower) %% UEN OAFHE & 72 o
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# 4 UEN O R & A HHEH

EBIES &R

1 | ¥R (HENEANDT | Accounting and Corporate
. &R 4&T) | Regulatory Authority (ACRA)

2 | SRRSO

Attorney-General's Chambers

RFEL 74 A

3 | /M B X OVBUF B | International Enterprise
FBoRFEL 74 A Singapore

4| ERA7, ¥ KT Islamic Religious Council of
CEEEERL) Singapore

5 | #EMA, HHEMA. | Ministry of Community
Bis e ik

6 | VALK ORI Ministry of Defense

T | NS Ministry of Education

8 | BUF & Ministry of Finance

9 |ZHE%, Kffi. Ministry of Foreign Affairs
[l PSR AR

10 | E AR Ministry of Health

11 | #GE3R

Ministry of Information,
Communications and The Acts

12 | 5 @A Ministry of Manpower

13 | W& Ministry of National
Development
14 | $/17. BRBESH O Monetary Authority of
RFEF7 4 A Singapore
15 | FE, HEoOREIE People” s Association
16 | h 4> Registry of Societies
17 | & &4t Singapore land Authority

(Faite o)

Bk D Y VIR OVBU R 2 BRI H LA E R
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=2 Credit Rating - The Evolving Role of Credit
Assessment in the Singapore Context

Chong Hoi Mei, Director of Operations
DP Information Group (DP Info)*

Singapore’s leading credit and business information
bureau

* DP Info serves 98% of financial institutions and 75% of leading law firms
in Singapore. Through its online portal, QuestNet, DP Info enables clients
to make confident credit management decisions based on comprehensive,
accurate and reliable information. DP Info offers a credit scoring solution
for the national credit consumer market and is also a developer of DP Credit

Rating, a proprietary corporate credit rating model based on the probability

www.dpgroup.sg of default.

Credit rating as a business began in the US early in
the twentieth century. The use of credit rating started in
the US motivated by a growing class of investors to have
more information about new securities — especially railroad
bonds — that were being issued and traded.

In the early decades, business transactions were
normally made based on trust between people who knew
each other or were referred to each other through a common
acquaintance. Such informal arrangements were acceptable
then but as economies grew and the scale and scope of
transactions expanded geographically, and as people
become more mobile, the need for information on suppliers
and customers increased significantly. Informal channels
were necessary to cater to the information needs but by the
1800s the expanding scale and scope of businesses gave
rise to a new institution, the credit rating agency.

Developing countries faced considerable problems with
mobilizing funds to increase investments. In most cases,
the domestic capital markets were not adequately geared to
garner funds in the domestic financial system. This resulted
in limited access to the international capital markets
which are important sources of funds to raise the level of
investment and accelerate the pace of growth. A strong
credit rating plays a major role in determining the cost and
availability of credit flows to developing countries and
failure to maintain a strong rating will lead to a disruption
of the financial system and overall economic downturn.

Additionally, credit rating provides the investor with an
independent risk-return analysis on the different instruments
of investments thereby giving the investor a wider choice of
investment decisions besides providing a safeguard against
bankruptcy.

Credit rating also serves as a vital tool from the lender’s
or issuer’s perspective. It provides extensive information at

relatively low cost, and enhanced credence to the financial

and other institutions. It also provides intermediaries with

a tool to improve efficiency in the funds raising process. A
good rating can facilitate lesser known companies to access
the capital market and lower the cost of borrowing. Some
other benefits of credit rating include assisting regulators in

promoting transparency in the financial markets.

1. Credit Rating in Singapore

Credit rating has traditionally been employed mainly
in the finance industry to assess the financial health of
corporate and individual customers. Banks and financial
institutions commonly adopt credit rating to ascertain the
cost of providing credit facilities to corporate and individual
customers.

Trade insurers, on the other hand, use credit rating
to make decisions on underwriting risks to domestic and
foreign account receivables that business entities assume
when trading locally as well as in the international arena.

In Singapore, it is observed that in recent years credit
rating by an independent financial assessor is playing an
increasingly important role in the decision making process
of not only the banks and financial institutions, but also
beyond the finance industry. Where banks and financial
institutions are concerned, a third party assessment provides
some form of independent validation to complement their
internal risk management process.

As for the non-finance industry, credit rating is gaining
acceptance among trading companies as a useful and
reliable tool with which they could use to make decisions on
the extension of credit terms and limits. Some regulatory
authorities have also incorporated the use of credit rating
into their accreditation process.

During the last few years, DP Info has developed credit
rating / grading solutions applicable for use in the Singapore
market. Currently, its business and credit decision tool, the

DP Credit Rating model is most widely used by financial




institutions, major trade insurers, the construction industry,
the private education sector and motor vehicle traders.

In this article, DP Info shares its observation as a key
player in Singapore’s credit rating industry on the evolving
role of credit rating in Singapore from serving the needs
of the finance industry to its application by non-financial
institutions, namely the Building & Construction Authority
of Singapore, the Council for Private Education of
Singapore and the Consumer Association of Singapore. DP
Info has worked closely with all 3 authorities to incorporate

credit rating as part of their accreditation process.

2. The DP Credit Rating

The DP Credit Rating, an internal proprietary statistical
model developed by DP Info, provides stakeholders with a
measure of the probability that a company will default on a
debt, that is, the Probability of Default (PD) of a company.

The DP Credit Rating evaluates the default risk of a
company by examining a basket of risk variables that best
predict the default probability of the firm. By taking into
account the performance of 6 broad risk categories viz.
Profitability, Capital Structure, Liquidity, Activity, Growth
and Size, the DP Credit Rating model classifies companies
into 3 risk categories:

* Investment Grade (DP1 to DP4-)

* High Yield (DP5+ to DP6-)

* High Risk (DP7+ to DP8)

3. Credit Rating Applications in Accreditation

3.1 Construction Industry

In June 2006, the Building & Construction Authority
of Singapore (BCA) in its bid to raise the professionalism
level in the construction industry adopted a credit rating
system to serve as a supplementary indicator of the financial
standing of the larger construction firms to tender for public
sector construction contracts valued at S$30 million or
more. These firms are graded Al, A2 and Bl in BCA’s
Contractors Registry.

Developed by DP Info, the credit rating system enables
government agencies to assess the financial health of these
firms in the following 12 to 18 months when evaluating

public tenders. This ensures that projects do not fail due

to over-gearing or weak cash flow management of the

developers.

This government initiative has provided the impetus for
construction firms to better manage their financial and credit
standing. These firms will have an incentive to do so, since
this will greatly boost their rate of success in tendering
for projects. Thus not only does a good credit rating give
an assurance that the firms are well run and credible, it
also provides a competitive advantage in attracting more

business opportunities.
3.2 Private Education Sector

Besides the construction industry, the private
education sector has also witnessed in December 2009 the
introduction of credit rating into the regulatory framework.

The rapid growth of the private education sector
in Singapore from just 150 schools registered with the
Ministry of education in 1987 to more than 1,000 registered
schools had resulted in uneven academic and governance
standards across the sector'. To improve the quality of the
private education sector, a new regulatory body called the
Council for Private Education (CPE) was formed to oversee
the implementation of a new regulatory regime for the
private education sector.

Under the new regulatory framework, all private
education institutions are required to be registered with the
CPE. For those who plan to enroll international students,
they have also to meet additional requirements in academic,
financial and administration processes, student welfare
matters and partnerships with external recruitment agents
imposed under the EduTrust Certification Scheme.

The objective of the scheme is to give better private
education institutions a competitive edge over other
players based on quality differentiation. One of the criteria
stipulated under the EduTrust Certification Scheme is the

attainment of at least a DP7 in credit rating.
3.3 Motor Vehicle Trading
Another area where credit rating has been applied is in

the accreditation of vehicle dealers in Singapore.

In response to the growing number of complaints

1 Second Reading Speech on the Private Education Bill, Parliament
Sitting on 14 September 2009 by Mr S Iswaran, the Senior Minister
of State for Education




against motor vehicle businesses ranging from delayed
delivery of cars to unsatisfactory services and misleading
sales tactics, the Consumers Association of Singapore
(CASE) and the Singapore Vehicle Traders Association
(SVTA) jointly launched in April 2009 the CaseTrust-
SVTA Accreditation Scheme for Motoring Businesses.
The objective of the scheme is to raise the standard of
professionalism in the motoring industry and safeguard the
interests of consumers by differentiating the trustworthy
vehicle dealers who offer transparency and good business
practices in their dealings with consumers.

A motoring business that is CaseTrust-SVTA accredited
is certified as a business that possesses the foundation for
good sales practices and standards. One of the stringent
criteria that a motoring business has to meet in order to
qualify for this accreditation is the attainment of a DP6 or

better in their financial risk assessment.

4. Credit rating as a Financial Self-Assessment
Tool

The increasing use of credit rating not only by banks
and financial institutions but by regulatory authorities in

recent years has certainly helped to promote awareness
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internally to overcome external financial shocks. Many
took steps to lower debt, reduce receivables and increase
cash balances to improve their cash flow. The result was
a notable improvement in company balance sheets which,
together with a pick-up in sales, enabled more companies to
emerge from the crisis in good financial shape.

In fact, credit rating has become a multi-purpose tool
used not only by fund providers and regulatory bodies, but
also fund borrowers who have become increasingly aware
of the need to understand and improve their financial health.
The attainment of a good credit rating allows business
entities to showcase their strength to fund providers and
investors, and also illustrates the company’s commitment
towards corporate transparency which is important in
investors’ decision-making process.

Over the years increasingly more business entities are
motivated to upgrade their financial management skills and
work on improving their cash flow capabilities to improve
their credit standing. Findings from surveys which DP Info
conducts annually on the small and medium enterprises
(SME) in Singapore®, have shown an improved credit
risk profile among Singapore SMEs and that despite the
economic crisis that has dampened sales growth, Singapore
SMEs have managed their debts and liquidity well to

maintain a healthy risk profile.

W 2010 = 2009 ©12008 2007

Investment Grade
(DP1to DP4-)

High Yield
(DP5+to DP6-)

High Risk
(DP7+to DP8)

Chart 1: Credit Risk Profile of Singapore SMEs

within the Singapore business community of the need to
better manage their financial capabilities.

The recent global financial crisis was a wake-up call,

forcing many business entities to strengthen themselves

2 The annual nationwide SME Development Survey is conducted by
DP Info with SPRING Singapore, IE Singapore and IDA Singapore
as strategic partners and the findings provide government agencies
with indicators and directions in trending for policy development for
SMEs.
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5. Singapore's adoption of Unique Entity Number
System

Just as credit rating has replaced much of guess work,
and provided a quick and objective way of determining
credit risks involved in making financial/ investment
decisions, the adoption of a unique entity number (UEN)
system in Singapore in January 2009 has opened up another
spectrum of information to further enhance the decision
making process.

The objective of the unique identification system was
to facilitate Singapore registered business entities in their
interaction with all government agencies in Singapore. The
UEN replaces all other identification numbers issued to
business entities by various government agencies. With
a UEN, business entities now enjoy the convenience of
having a single identification number for interactions with
various government agencies, such as filing of corporate
tax returns, applying for import and export permits or
submitting their employees' CPF contributions.

The use of a unique identification for each Singapore
registered business entity has allowed for the sharing of
information on these business entities’ interactions across
various government agencies. This provides not only the
Singapore Government but other stakeholders with a holistic
view of the interactions that each business entity have
with various government agencies. This has facilitated the
smooth and expeditious roll out of government initiatives/
programmes such as the Jobs Credit Scheme® which helps
business entities tide over the economic downturn in early
2009.

The use of UEN has also resulted in greater

transparency and disclosure as it is now possible to

3 The Jobs Credit Scheme was introduced by the Singapore
Government to encourage businesses to retain existing employees,
and where their business warrants, to employ new ones during the
downturn. Under the scheme, businesses receive cash grants based
on the Central Provident Fund contributions they have made for their

existing employees.

perform due diligence into a business entity across multiple
databases maintained by different government agencies.
For instance, searches can be made into the status of any
proceedings or documents filed with any of the courts in
Singapore or with the Accounting and Corporate Regulatory
Authority of Singapore (ACRA), the national regulator of

business entities and public accountants in Singapore.

6. Moving Forward

While credit risk has been around for time immemorial,
good qualitative credit ratings have been around for a
century. On the other hand, serious quantitative credit
risk estimates have a relatively short history of 40 years,
and it is only in the last five years that regulators, ratings
agencies, practitioners and academics have been actively
working together to address the problem of credit risk using
quantitative credit risk assessment.

Continual innovation in the realm of credit risk is
a challenge to those responsible for its management.
Nonetheless, DP Info believes that it is important for
credit risk management to keep pace with the evolving
requirements as they arise, and to adapt to an inevitably
changing environment.

In Singapore, the role of credit rating has evolved
significantly over the years. With the avalanche of
information available with the use of UEN and advancement
in technology, DP Info foresees that credit rating will gain
wider acceptance in Singapore as a supplementary indicator
of the financial health of a business entity. It will continue
to evolve and be pivotal in enhancing the risk management

capabilities of the nation.
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Global Water Security - an engineering perspective —
by The Royal Academy of Engineering
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