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Abstract 

Bank credit employees must conduct a full credit risk analysis before making loans to 
the enterprise. This article provides a risk analysis framework from the macro level to 
the micro level, and evaluates enterprise risk from three aspects: industry risk analysis, 
business risk analysis, and financial statement analysis. Taking China Eastern Airlines 
as an example, we used the above framework to carry out a risk assessment on it. The 
results show that before 2020, The risk assessment of air transportation industry is 
medium, the business risk is low, and the financial statements show that the indicators 
are in good health. With high asset efficiency and strong profitability, it can issue loans 
to Eastern Airlines. However, the new coronary pneumonia epidemic in the first half of 
2020 had a huge impact on the company, resulting in a substantial decline in the 
company's sales. Because of the company's fixed assets accounted for a large proportion 
and the level of leverage was high, banks should tighten loans and reduce loan quotas to 
this company. However, there are still many deficiencies in the above analysis 
framework. We should not be bound by the framework when conducting risk analysis. 
We can strengthen or weaken the analysis of an influencing factor in the framework 
according to the business situation and characteristics of the enterprise, and make 
flexible adjustments to the analysis framework in order to better identify and assess 
company risks. 
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1. Introduction 

As an important link in my country's indirect financing, commercial banks play a very 
important role in resource allocation. It can be seen from the analysis of the sources of income 
of commercial banks that credit assets account for a large portion of them, and loan is the main 
source of bank profit. However, when the borrower fails to repay the principal and interest in 
full and on time, the commercial bank will face the risk of asset loss. Therefore, before issuing 
loans, we must fully identify risks, strictly implement credit risk management, excavate various 
factors related to risks, and control various risks through effective means. This article analyzes 
the risk of bank credit business from three aspects: industry risk analysis, business risk analysis, 
and financial statement analysis. 

Before we conduct a credit analysis, we must fully understand the borrower's business, identify 
and evaluate the borrower's credit risk, and ensure that the borrower has sufficient repayment 
ability. The credit analysis method used in the textbook is a step-by-step analysis from the 
macro level to the micro level. The first is the analysis of global and macro credit factors. We 



Volume 2 Issue 4, 2021 

DOI: 10.6981/FEM.202104_2(4).0035 

246 

Frontiers in Economics and Management 

ISSN: 2692-7608 

define this factor as an event that can affect the economy and business of a country. It will affect 
all companies in an industry as a whole. Common factors include economic cycles, laws, and 
policies, regulatory measures, etc. The second step is to conduct industry risk analysis. In order 
to more fully analyze the risk of industry, we have also included global and macro credit factor 
analysis into the industry analysis framework. The third step is business risk analysis. Finally, 
we conduct financial statements and cash flow analysis of the company based on the above 
information. 

2. Industry risk analysis assessment 

The textbook defines the industry as all enterprises that provide similar products and services. 
This article takes the aviation industry as an example. Under a deeper market segmentation, we 
define this industry as the air transportation industry, and it is mainly a passenger 
transportation business. The text mainly uses two models for industry analysis, namely Porter's 
Five Forces Analysis Model and an industry risk analysis framework dedicated to bank 
personnel. 

2.1. Porter's five force analysis model 

The five forces of Porter's five-force analysis model are the degree of competition in the 
industry, the threat of substitutes, the bargaining power of buyers, the bargaining power of 
suppliers and the barriers to entry. Therefore, we analyzed the air transportation industry from 
the above five aspects. 

The analysis shows that in terms of the degree of competition in the industry, China currently 
has four major airlines, which occupy 86% of the entire market, and there is a clear trend of 
monopoly by large groups in the industry competition. The competition among the remaining 
local airlines, private airlines and foreign airlines is fierce, and the status of member companies 
in the industry is uneven. Therefore, the degree of competition in the industry is strongly 
affected by the risks. The market share of airlines in the air transportation industry is shown in 
Figure 1. 

 
Figure 1. Market share of airlines 

 

Regarding the threat of alternatives, the alternatives of airline products are road, railway and 
waterway transportation products. Although excessive product prices have inhibited the 
expansion of the consumer market of the air transportation industry, the products provided by 
air transportation services are fast, safe and thoughtful. The service determines its unique 
superiority. Therefore, the risk assessment is moderate in terms of alternative threats. 

There are two types of passenger purchases: single passenger purchase and group purchase. 
The larger the purchase volume, the higher the success rate of price reduction through 
negotiation. From the perspective of current domestic passenger spending power, young and 
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middle-aged passengers are the main body of civil aviation passengers, as the income of 
residents increases, the sensitivity to air ticket prices will decrease. Therefore, in terms of the 
buyer's bargaining power, we have assessed the risk of the air transport industry as moderate. 

In terms of supplier bargaining power, the civil aviation industry is a special industry, and the 
key purchases are aircraft, aviation materials, aviation fuel and aircraft supplies. The cost of 
Eastern Airlines' operation is shown in Figure 2. The competition among suppliers is fierce, but 
the difference in price and product quality is not obvious, and the choice of suppliers is greatly 
affected by political factors. The risk assessment is moderate. 

 

 
Figure 2. Eastern Airlines cost structure 

 

Regarding barriers to entry, civil aviation belongs to the state-controlled industry. Whether it 
is the introduction of aircraft, the use of route resources must meet the standards, and the 
possibility of new entry is very rare. Therefore, the risk assessment is low.  

In summary, from the perspective of Porter's five-force model, the overall risk assessment of 
the air transport industry is moderate. 

2.2. Disadvantages of Porter's five-force analysis model 

The model provides an excellent perspective for understanding the changes and performance 
of an industry and grasping the changing risk patterns of the industry, but it still has some 
shortcomings. 

First of all, it does not consider the demand for products. The quantity of demand reflects the 
market size. Generally speaking, during the period of economic cycle expansion, residents' 
consumption capacity increases, the demand for industrial products will increase, and the 
industry faces lower risks. Of course, different industries will exhibit different periodicities. 
Banks need to conduct a comprehensive analysis based on past data to determine to what 
extent the industry is cyclical or countercyclical, and to what extent the economic cycle affects 
industry sales, profit and cash flow. 

Secondly, the impact of product life cycle on corporate competitiveness cannot be ignored. 
Industry competition develops dynamically. At different stages, the industry will exhibit 
different characteristics and therefore face different risks. We usually divide the life stage of the 
industry into an emerging stage, a growth stage, a mature stage and a decline stage. In the 
mature stage, because of low fluctuations in sales and relatively stable profits, the risk is 
minimal. In the emerging stage of the industry, bank credit personnel lack historical 
information for analysis, and the industry faces huge uncertainties, with the highest degree of 
risk, and banks rarely invest funds in the industry. 
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The third is an industry in which we have not considered the cost structure of the industry. The 
industry with a fixed asset ratio higher than variable costs also has a high operating leverage 
ratio. The industry needs higher sales to cover higher fixed costs and a small amount of sales. A 
small decrease in sales volume may result in a huge loss of company profits in the industry, and 
the resulting credit risk will also be high. 

Fourth, the Five Forces analysis does not clearly state the role of government. Government 
policy can be a major barrier to entry, which can restrict or even block potential entrants from 
entering the industry. The government can also influence the situation of the industry relative 
to alternatives through regulatory subsidies or other methods. For example, in the above 
analysis of the supplier’s bargaining power, aircraft supply will be affected by the government’s 
foreign trade agreement, and jet fuel is also a state monopoly supply. Changes in government 
policies will undoubtedly have an important impact on industry risks.  

2.3. Application of industry risk analysis framework  

Commercial banks have improved the industry risk analysis framework and assessed industry 
risks from the following seven areas: industry maturity, degree of competition, potential  for 
competitive substitutes, cost structure, cyclicality, entry barriers and regulatory environment. 
We use the above method to evaluate the aviation industry risk to supplement Porter's five 
force model analysis. The results as follows. 

Sales in the aviation industry have grown steadily. As shown in Figure 3, due to economies of 
scale, the industry’s profits have also remained at a high level, and profitable operations have 
created continuous and increasing cash flows. It can be seen that the aviation industry is 
currently in a mature stage and its risk is relatively low. 

 

 
Figure 3. 2009-2018 civil aviation industry sales revenue and profit 

 

In terms of cost structure, we can see from Figure 2, the fixed costs required by the aviation 
industry are high. High fixed costs mean that even if airlines cease operations, overall, more 
than half of the current total costs will need to be borne. Therefore, in terms of cost structure, 
the risk assessment of the aviation industry is relatively high. In order to seize market share, 
companies in the industry may trigger a price war. 

In Figure 4, we plotted the GDP, disposable income of urban residents, the total civil aviation 
turnover and the growth rate of civil aviation passenger turnover since 2009. The results show 
that the aviation industry is a highly cyclical industry and present a certain seasonality. During 
the period of economic expansion, its sales will also increase. Similarly, when the economy is 
facing a recession, banks must be alert to aviation industry risks. 

Operating income Total profit 
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Figure 4. The GDP, disposable income of urban residents, the total civil aviation turnover and 

the growth rate of civil aviation passenger turnover since 2009 

 

In terms of regulatory characteristics, China encourages the development of the aviation 
industry, such as the invention of domestic aviation aircraft, the establishment of Beijing Daxing 
Airport, tax subsidies, etc. This means that the risk of the aviation industry is low under the 
favorable policy of our country. 

Finally, bank credit analysts will include all of the above risk impact factors in the industry risk 
assessment worksheet, rating and scoring according to the degree of impact of each factor on 
the industry risk, we give each factor different weights, the sum of the weights is 100 , then we 
obtain the industry's overall risk assessment score. In our analysis of the aviation industry, we 
give each factor the same weight, and the results show that the aviation industry is a moderate 
risk. 

3. Business risk analysis assessment 

Because industry risks are greatly affected by the outside world, business analysis can usually 
be controlled by management. Therefore, when conducting business analysis,  management 
risk and the asset conversion cycle of the enterprise are two aspects that cannot be ignored. 

3.1. Traditional business analysis framework 

The traditional enterprise analysis framework has a 5C analysis model, which analyzes the 
enterprise in terms of character, capacity, capital, conditions, and collateral. Later, the bank 
added 2C, which are cash flow and control. The model gives credit officers a method to analyze 
specific companies. But credit risk is complex, and it is difficult for us to incorporate borrower 
status into specific model categories. Credit analysis is a comprehensive thinking activity 
process. We must have a deep understanding of the company's operating conditions, not 
controlled by the analysis framework, and adjust the analysis model appropriately according 
to the specific situation, in order to better achieve the purpose of identifying, understanding 
and evaluating risks. 

The textbook uses the asset conversion cycle to analyze the enterprise as a whole. An 
enterprise's asset conversion cycle starts with the purchase of raw materials and human 
resources with cash, and then converts these resources into products and services, ending in  
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selling to get cash. The asset conversion cycle is divided into two parts: the operating cycle and 
the capital investment cycle. The operating cycle refers to all aspects of the company's normal 
operation. Generally, the longer the operating cycle, the greater the risk, especially the longer 
the cash cycle in the operating cycle, the weaker the borrower’s liquidity and the higher the risk. 
The capital investment cycle includes the purchase, use, and other capital investment of fixed 
assets used to support the operation cycle. Analysis of it helps to further identify and assess 
corporate risks. 

3.2. Application of business risk analysis framework 

In the enterprise risk analysis framework, we have specifically classified the risks directly 
related to the asset conversion cycle of the enterprise to the five levels of supply, production, 
sales, distribution and management. At the same time, we have added industry risk and 
enterprise maturity to conduct a comprehensive credit analysis of the enterprise. The analysis 
of corporate credit takes Eastern Airlines as an example. 

3.2.1. General company risks 

First, we conduct a risk analysis of the air transportation industry where Eastern Airlines is 
located. From the above industry risk analysis, we can concluded that the risk level of the air 
transportation industry is moderate. In terms of enterprise maturity, Eastern Airlines has 
maintained a leading position in the industry since its establishment in 1988, with stable 
performance and low risk. 

3.2.2. Risks directly related to the asset conversion cycle 

We analyze supply risk from three levels of concentration, availability, and price characteristics. 
We found that the supply of Eastern Airlines’ main raw materials depends only on a few 
suppliers. According to Figure 2, the supply and cost of aviation fuel will have a significant 
impact on the company’s operations, but the company cannot predict the future direction and 
extent of fuel cost changes. Figure 5 shows China's jet fuel prices and year-on-year growth in 
each quarter from 2016 to 2019, the supply risk assessment is moderately high. 

 

 
Figure 5. China's jet fuel prices and year-on-year growth in each quarter from 2016 to 2019 

 

Production risk is evaluated from three key areas: consistency, technology and fixed assets. We 
found that the number of round-trip flights between major cities is sufficient, but it is easily 
affected by the weather, so we rate risk on moderate in terms of consistency. Since the company 
does not need to change its technological to maintain its competitiveness and profitability, its 
technological risk is low. We can see on the Figure 2, the company's fixed assets account for a 
large proportion, and it needs frequent maintenance and repair, the operation of equipment 
also requires special training for employees. The risk of fixed assets is high. 
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We assess sales risks from the following seven aspects, namely product importance, product 
diversity, product differentiation, competitive position, customer base, demand characteristics, 
and price characteristics. We conclude that the main product of Eastern Airlines is passenger 
transportation. In terms of long-distance transportation, cross-border transportation and 
timeliness, the company's products are of high importance. Moreover, the base of Eastern 
Airlines is located in Shanghai and has a large customer base. Because of the company's 
excellent service, customer loyalty is high. Airfare prices for domestic routes are mainly set by 
the General Administration of Civil Aviation and the State Council price control department, 
and are greatly affected by seasonality. Overall, the sales risk is moderate. 

In terms of distribution risks, the company uses direct sales and distribution, not only through 
the official website, APP and ticket office to directly sell products to customers. It not only 
distributes its products to travel agencies and online travel agencies, but also sets up a network 
of agent ticket distributors overseas to strengthen its international sales force. The risk 
assessment is low. 

In terms of management risk, the company's management has graduated from important 
universities at China and abroad, and has rich management experience and industry influence. 
Management risk is low. 

Finally, we still use the above-mentioned method of establishing the "Industry Analysis 
Worksheet" to fill out the "Business Analysis Worksheet" to summarize the results and 
conclusions of the overall enterprise risk assessment. We conclude that Eastern Airlines’ 
enterprise risk is low. The specific approach will not be repeated. 

3.3. Disadvantages of business risk analysis framework 

Although the enterprise risk analysis framework is based on the management of the operational 
cycle and capital investment cycle, it also fully considers the industry and enterprise factors 
that affect these cycle characteristics, plus the industry risk, conducts a comprehensive 
assessment of corporate risks, meets the analysis needs of banks to the greatest extent to 
various enterprises. However, due to the different characteristics of enterprises, the factors in 
some worksheets may not be fully applicable to specific enterprises. Of course, some 
enterprises have also ignored the analysis of its unique factors. 

For example, as far as Eastern Airlines is concerned, the safety issue cannot be ignored. If any 
accident occurs in the flight safety of the company, it may affect the company's normal 
production and operation, thereby affecting the company's operating performance. Therefore, 
in industries such as transportation, chemicals, and food, we must take into account its safety 
risks. 

Secondly, since the company may be involved in overseas business, country risk and exchange 
rate risk also need to be considered. For example, Eastern Airlines has routes in Hong Kong and 
Taiwan. When Hong Kong and Taiwan issues arise, flights will be forced to close. Due to the 
current impact of New Coronary Pneumonia, most flights from China and abroad are also 
suspended. Due to changes in relations between countries, when a country announces that it 
will stop flights to other countries, it will undoubtedly have a major impact on the turnover of 
international flights. Since the RMB is not yet freely convertible, the RMB exchange rate is 
affected by changes in national policies and the development of the country's political and 
economic situation. Therefore, any future exchange rate changes of the RMB will have an impact 
on the company's operating performance. 

Third, in the enterprise risk analysis framework, we only analyze management risks, but 
management risks are not limited to managerial risks. For example, Eastern Airlines Group 
Corporation is the company's controlling shareholder, and its subsidiaries and its branches will 
also provide certain services and related products to the Group. As a controlling shareholder of 
the subsidiary and a supplier of services and products, the group company's interests may 
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conflict with the interests of the subsidiary. Any subordinate company's service interruption or 
failure to perform its financial responsibilities will affect the group company's operations and 
financial conditions. 

Finally, if the company is a listed company, we also need to consider its stock market risk. 

4. Balance sheet and income statement analysis assessment 

Finally, the company’s credit officer should analyze the company’s balance sheet and income 
statement. When analyzing the financial statements, the conclusions drawn from the analysis 
of the financial statements must be consistent with the the analysis of industries and business. 

Bank credit officers generally use four common methods to analyze financial statements, which 
are trend analysis, ratio analysis, and structural analysis, as well as comparing the borrower's 
financial conditions and performance with industry levels and trends. 

The analysis framework in the textbook mainly evaluates the company's financial statements 
from six aspects, namely profitability, liquidity, asset efficiency, leverage, debt service coverage 
and financial structure. We still take Eastern Airlines as an example to use the above framework 
to judge the company's recent risk profile. 

4.1. Application of financial analysis framework 

4.1.1. Profitability 

Profitability refers to the part of the company's value generated through production and sales 
that is higher than the input resources and services. We measure profitability in five ways, 
namely gross profit margin, operating profit margin, pre-tax profit, net profit margin, and 
break-even sales level. We calculated the above data by analyzing the annual report of Eastern 
Airlines. The results are shown in Table 1. 

 

Table 1. Profitability analysis table 
 Q1 2020 Y 2019 Q3 2019 Half of Y2019 

Gross Profit Margin -20.01% 11.30% 14.59% 11.16% 
Profits Before Tax -34.75% 3.32% 6.08% 4.29% 
Net Profit Margin -25.45% 2.64% 4.68% 3.31% 

Break-Even Sales Level -1024.30 10045.01 5847.59 4929.83 

 

Among them, we use (operating expenses + interest expenses) / gross profit margin to calculate 
the level of break-even sales. 

From the above analysis, we can conclude that due to the epidemic situation, the profitability 
level in the first quarter of 2020 decreased and a loss occurred, but in 2019, the profitability 
level is stable and good. However, the company's breakeven sales level is high, a small decline 
in corporate sales will result in huge profit losses, which shows that the company's operating 
leverage is high, and it needs to be vigilant about risks. 

4.1.2. Liquidity 

Liquidity refers to the ability to turn assets into cash in a comprehensive and rapid manner to 
repay all current debts. First, we analyze the liquidity ratio of Eastern Airlines. The analysis 
results are as shown in the Table 2. The company's liquidity level is low. 

 

Table 2. Liquidity ratio analysis table 
 Q1 2020 Y 2019 Q3 2019 Half of Y2019 

Current ratio 0.28 0.25 0.26 0.22 
Quick ratio 0.25 0.22 0.22 0.20 
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In the second step, we assess the quality of accounts receivable and inventory. The data are 
shown in Table 3. 

Table 3. Liquidity quality analysis table 
 Q1 2020 Y 2019 Q3 2019 Half of Y2019 

Money funds 7.044 billion 1.356 billion 1.549 billion 959 million 
Trading financial assets 99 million 121 million 116 million 114 million 

Bills and accounts receivable 1.769 billion 1.717 billion 2.637 billion 2.197 billion 
Inventory 2.580 billion 2.407 billion 2.393 billion 2.160 billion 

 

According to the above table, the company has sufficient potential sources of cash conversion, 
so it can respond to the current epidemic crisis. However, since the company is mainly a 
passenger transportation business and belongs to the service industry with a high lever rate, 
most of the inventory is the raw materials that support the company's operation. If it cannot 
obtain sales revenue, the company will also face a large liquidity risk. 

4.1.3. Asset efficiency 

Asset efficiency measures the management's ability to use the company's asset resources to 
create sales revenue. The higher the efficiency, the higher the sales revenue created by a 
particular asset level and the greater the profit. The indicators we calculated are listed in Table 
4. 

Table 4. Asset efficiency analysis table 
 2020-03-31 2019-12-31 2019-9-30 2019-6-30 

Accounts receivable turnover ratio (times)  76.76 45.91 32.40 
Receivables turnover days (days)  4.69 5.88 5.56 
Inventory turnover rate (times) 7.44 49.21 36.73 25.41 
Inventory turnover days (days) 12.10 7.32 7.35 7.08 

Fixed asset efficiency 0.16 1.26 1.04 0.68 
Asset efficiency 0.05 0.43 0.33 0.21 

 

From the analysis of Table 4, it can be seen that the fixed asset efficiency and asset efficiency 
level are relatively low, indicating that the company generates lower sales per unit of fixed 
assets and have a higher proportion of fixed assets. However, the accounts receivable turnover 
rate and inventory turnover rate are both high, and the time for customers to pay for the 
purchase of enterprise products and services is short, and the funds are recovered quickly. The 
inventory stays in the enterprise for a short time, which can quickly create sales. Overall, the 
company's asset efficiency is higher. 

4.1.4. Leverage 

The leverage ratio measures the relative level of corporate risk undertaken by shareholders. 
The higher the leverage ratio, the higher the credit ratio given to the company by creditors, 
product and service providers. The indicators we calculated are listed in Table 5. 

 

Table 5. Leverage analysis table 
 2020-03-31 2019-12-31 2019-9-30 2019-6-30 

Long-term debt ratio (%) 1.2917 1.3512 1.4417 1.5319 
Debt to owner's equity ratio (%) 334.683 301.9149 292.2961 370.1035 
Ratio of assets to liabilities(%) 76.9947 75.1191 74.5091 78.7281 

 

From the analysis in Table 5, it can be seen that the company's leverage level is relatively high, 
which may be because the company's assets have strong liquidity, stable operating cycles, and 
certain operating cash flow, so creditors are willing to assume a higher level of leverage. 
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4.1.5. Debt service coverage 

This ratio measures the extent to which corporate profits can cover repayment obligations, or 
the long-term ability of a company to meet repayment obligations. The indicators we calculated 
are listed in Table 6. 

 

Table 6. Debt service coverage analysis table 
 Q1 2020 Y 2019 Q3 2019 Half of Y2019 

Net cash from operating activities/net debt -0.14 0.60 0.46 0.27 
Net cash from operating activities / Interest expense  4.95  4.50 

EBITDA interest protection multiple  5.39  5.64 

 

It can be seen from Table 6 that the company's debt-servicing protection ratio is still low. In the 
first half of 2020, even debts cannot be paid, but because the company's profits and debts are 
relatively stable, a lower guarantee ratio is acceptable. 

4.1.6. Financial structure 

In the textbook, the combination of all liabilities and net assets is called the financial structure. 
The evaluation of the financial structure should focus on two key factors. One is maturity 
matching, which matches the maturity of assets and debts. Short-term assets are supported by 
short-term financing, long-term assets are supported by long-term financing, which can reduce 
the risk that the cash flow generated by corporate assets may not be sufficient to pay interest 
and investment needs. The other is risk allocation. The higher the risk level, the higher the 
proportion of net assets. 

4.2. Disadvantages of financial statement analysis 

When analyzing the financial statements of a company, we must understand that there are risks 
associated with using this risk approach. 

The first is that the financial statements may not reflect the true information. This may be 
because the quality of the financial statements is poor, and the information is inaccurate or 
incomplete when preparing the financial statements; the insufficient capacity of the accounting 
personnel will also cause errors in the preparation of the financial statements ; Management 
may also modify the true financial situation because of corporate goals, so as to achieve tax 
evasion or apply for loans and other purposes. Therefore, when we use the financial statements 
for analysis, we must carefully review the balance sheet and income statement. If we find that 
there are a lot of errors in the financial statements during the review, it is necessary for the 
bank to reconstruct the financial statements with the company management. 

When we use trend analysis and ratio analysis methods to analyze financial statements, we 
must pay attention to certain pitfalls. For example, when interpreting percentages, we need to 
understand that small businesses will more easily achieve specific growth than large businesses; 
the lower value in the early period is more likely to obtain a larger growth amount in the next 
period; The abnormal initial value will mislead the analysis of bank personnel. At the same time, 
when we analyze the trend of the enterprise, we should use the long-term financial statements 
for analysis as much as possible; focus on the recent financial indicators; understand whether 
the value change is caused by the trend or because of normal macroeconomic fluctuations. 
When conducting ratio analysis, we should not compare the size of the ratio, but should focus 
on the reasons for the change in the two values. 

When analyzing the financial situation of an enterprise from various indicators according to the 
analysis framework, we must understand that different industries have different operating 
environments and characteristics, and various factors will lead to differences in financial 
statements between enterprises. A specific analysis indicator may not be applicable to all 
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industries. For example, there is an inverse correlation between profitability, liquidity and 
leverage levels. Managers will make trade-offs when making decisions to strengthen or weaken 
certain factors. Therefore, when the bank staff analyzes the financial statements, they must do 
specific analysis. 
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