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Introduction
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• Who We Are

• Categories of Risk

• Capital Markets & Sourcing Risk

• Key Decisions for Program Design

• Conclusions

• Q&A
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We challenge leading commercial, industrial, and financial service 

firms around the world to build business relationships founded on 

new standards in financial transparency.

We offer clear, complete, and accurate knowledge of the financial 

health of third-party partners, suppliers, and credit counterparties.

Who We Are

Pioneering Financial Health. We See What Others Don’t. 
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Categories of Risk

Third-Parties Bring Risk to Your Organization

Ideally, you would evaluate all types of risk for your organization.  Practically, you 
need to decide which risks to focus on.

Financial Health

Brand Reputation Bottom Line

Geographic 

& political

Business 

Continuity

Financial 

Default

Market & 

economic

Social & 

ethical 

Environment

Regulatory

Legal

Security

Product 

quality & 

delivery

Relationship
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Categories of Risk

Financial Health & Other Risk Areas
A leading indicator that predicts the ability to react to 

unforeseen events.

Financial health is one of the few risks you CAN control.  
Many others you can’t control or can’t predict.

Natural 

Disasters

Geopolitical 

Risk

Cyber Attacks Business 

Continuity

Brand 

Reputation

Case Study: Marathon Petroleum

• Hurricane Harvey forced most 

energy companies to shut 

production in Texas

• Disaster preparedness planning 

allowed Marathon to continue 

running throughout the 

hurricane



7© 2018 RapidRatings

Financial Health & Operational Risk

Risk Control Areas are Intertwined

Studies reveal companies with poor financial health experience 

issues in supplier performance
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Capital Markets Backdrop

Your third parties’ ability to receive funding from public capital markets, banks, and/or private markets affects you.

How are your third parties funding themselves?

Masking Effect

Companies have been able to 

access capital with ease

Covers a company’s underlying 

financial stress and problems.

Some companies won’t be able 

to refinance and will be 

distressed in the near future.

Your understanding of which third parties in your ecosystem are stronger or weaker allows you to 

position yourself to make smart decisions.
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Capital Markets Backdrop

US High Yield Maturity Profile ($bn)

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

14.0%

16.0%

18.0%

0.0

50.0

100.0

150.0

200.0

250.0

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 >=2028

Total % of Total



10© 2018 RapidRatings

For a comprehensive program, you want to have visibility into all 
of your business partners.  

But is that a realistic place to start?

Key Decision 1: Define Your Universe
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Third-Party Segmentation

Which Third Parties Should You Evaluate?

• Need to start somewhere with the people & resources you have

• Where can you get an early win?

• Consider public & private companies

– Can you get the data needed from private companies, or do you need to collect it?

• Agree upon priorities and begin segmentation:

– Criticality

– Lifecycle

– Business Unit
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Third-Party Segmentation

Ways to Segment Your Suppliers & Vendors

Criticality

• Start with strategic or 

critical third parties

• Expand to a tiered scale of 

criticality

Lifecycle

• Start in one stage, such as 

in sourcing

• Expand throughout 

lifecycle

Business Units

• Start with one that might 

be most successful

• Expand to all business 

units
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Private Company Evaluation

Challenges of Evaluating Risk for Private Suppliers

• Private companies will account for 70-80% of your suppliers

• You NEED to evaluate them on the same basis as publics

It’s possible and your responsibility to get 

financial statements.

Once a company fails to make payments, 

it’s too late.

Old or partial information is misleading.

Reality

You can’t get financials because they 

aren’t obligated to disclose.

Using payment history constitutes 

financial analysis.

Some financial information is better than 

nothing.

Misconception
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Should your program begin with a strong executive mandate, or 
should you provide a decentralized, shared resource?

Key Decision 2: Central Mandate or 
Distributed Program?
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Central Policy Mandate

• Centralized risk programs outperform decentralized ones

• Risk is a key priority within the organization

• Assign roles for accountability to make sure objectives are 

met

• Program owners should have authority and support to 

mandate participation

Organizational Structure
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Central Policy Mandate

Risk Committee

• Cross-disciplinary committee 
of SMEs

• Various departments included: 
Finance, IT, Operations, etc.

Executive Sponsor

• Mandate coming from the top 
of the organization

• Senior sponsor to assign 
accountability

Employee Performance

• Performance includes risk-
based metrics

• Goals focus employees on the 
risk program

Key Components of Organizational Policy
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What should you do once your system begins to identify areas of 
risk?

Key Decision 3: Mitigation & Escalation
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Build Transparency

Mitigating Risk

• You’ve collected all the information on third-party risks

• You understand where the major risks lie

• What are you going to do to actually mitigate risk?

Partner with your suppliers & vendors
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• Schedule regular business reviews (annual/quarterly)

• Build a relationship based on transparency

• Discuss strengths and weaknesses, or dive into the issues causing 

the supplier or vendor to be high risk

• Setup conversations with executives to understand their business 

strategy & discuss an improvement plan

• Work with internal risk committee to develop an action plan

• Specify frequency for on-going monitoring & follow up

Take Action

Plan Actionable Steps for Critical & High-Risk Third Parties

Create regular, scheduled processes for your strategic, critical & high-risk suppliers & vendors
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Take Action

Potential Steps for High-Risk Business Partners

• Crisis management

• Develop internal capabilities

• Establish SLAs

• Establish secondary sources

• Build inventory

• Financial assist (involves other departments – legal, 
finance, etc.)

– Pay for the raw materials directly from Tier II

– Adjust price on a  temporary or permanent basis

– Change payment terms

– Update commodity purchasing programs 

– Invest, acquire

• Reduce or exit relationship
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Case Study

Paramount Resources: Why it’s key to partner with your suppliers

• Early 2015: Financial distress and all signs point towards bankruptcy

• Mid-late 2015: Management planned a turnaround strategy including selling assets, deleveraging, 

and maintaining an upside in the assets sold

• 2016: Financial health took a 180-degree turn and is currently Low Risk

Financials alert you that a company may be struggling.  Building transparency allows you to 

understand their strategy.
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Conclusions

• While successful programs assess multiple categories of risk, financial health is critical universally and 
provides insight into other risk areas.

• Changes in credit conditions will heighten the importance of assessing counterparty financial health.

• When rolling out a program, design choices will impact your likelihood of success:

– Key Insight 1: Begin with a universe you can manage.

– Key Insight 2: Seek a strong central mandate, and share information broadly.

– Key Insight 3: Partner, collaborate, and have a plan for critical and risky suppliers.

Key Takeaways
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Conclusion

Thank you

If you have any questions, please reach out to me:

Nitin K. Walia

Head of Ratings Operations & Client Success

walia@rapidratings.com

646.233.4571

mailto:walia@rapidratings.com
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