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A Study of Credit Rating Model for Small/Medium Enterprises

Abstract

Affected by unfavorable factors of business operations, such as 16 new banks
established and Asian financial crisis, the ratio of non-performing loans have sharply
increased year after year accordingly. Under the leading of Taiwanese government,
domestic banks write off bad debts through additional issuance of capital by cash and/or
debt financing to reduce the ratio of non-performing loans progressively. By means of
practical investigation to examine the origin of non-performing loans, this study suggests
that the establishment of strict credit management systems and the obtainment of cautious
decision-making are crucial to improve the strategy of credit granting quality.

Traditional banking operations of corporation  financing are solely relied on the
experience of individual credit personnel with the application of credit ranking and/or
scoring systems to make decisions of credit granting. This study focuses on Small and
Medium-sized Enterprises (SMESs), uses the Discriminant Model to compare the branch
prediction accuracy of two input coefficient variables: a) financial ratio of most recent year,
and b) trend of last three years financial ratio, and provides banking operations another
strategy approach while making credit granting decision.

Key Words: Small and Medium-sized Enterprises (SMEs), the Discriminant
Analysis Model, Credit rating
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