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Topics We’ll Cover Today
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1. The value of performing financial assessments on third parties

2. Three ways to assess a third party’s financial health

• Financial statement analysis

• Risk intelligence analysis

• Due diligence questionnaire analysis

3. Practical tips for assessing & mitigating financial risk



The Value of Performing 
Financial Assessments



What is a Financial Assessment of a Third Party?
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Signs of strong financial health include:

• Positive cash flow

• Growth in revenue & profitability

• Appropriate level of debt

• On time payments to creditors/vendors

• Diverse customer base

• Low turnover/stability

The process of assessing a 
third party’s near- term 
stability and long-term 
viability.



Why Third-Party Financial Assessments Are Important
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• Operational continuity

• Fiscal management

• Regulatory compliance

Ensure your vendors and 
other third parties are 
stable.



Client Story

5

July 3rd

Vendor: 

“Go home early for 

the holiday!”

July 4th

Vendor: 

“We are out of 

business.”

July 6th

Client: 

“How will we process 

underwriting?

Where is our data??”

Critical Vendor > Underwriting Services



Which Third Parties Should You Assess?
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• Provide outsourced services

• Process transactions and/or generate revenue

• Provide important technologies

• Support other critical functions

Focus on vendors and other 
third parties that are truly 
critical to your operations 
and difficult to replace.



Three Ways to Assess a 
Third Party’s Financial Health



Financial Statement Analysis
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Financial Statement Analysis
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Overview

The process of analyzing a 

company’s financial statements 

to evaluate their performance 

and financial health at a 

previous point in time.

Types of financial statements:

• Audited

• Reviewed

• Compiled

• Internally prepared



Financial Statement Analysis
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3 Main Sections of Audited Financial Statements

Auditor’s Opinion

Supplemental Notes

Balance 
Sheet

Income
Statement

Cash Flow
Statement
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Spot issues identified by the auditors.

Financial Statement Analysis
Independent Auditor’s Report

Red flags include:

Source: PCAOB Website

Qualified Opinion
we audited everything except for…

Disclaimer of Opinion
we didn’t have enough information to  
audit anything…

Adverse Opinion
we audited everything and it’s not 
looking good because…
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Spot problems in the numbers.

Financial Statement Analysis
Trend & Ratio Analysis

Source: Quickbooks

Red flags include:

Cash Problems
Cash Flow from Operating Activities Trend

Too Much Borrowing
Debt to Equity Ratio Trend

Poor Sales
Gross Revenue Trend

Unprofitable
Operating Income Trend
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Dig deeper for other issues.

Financial Statement Analysis
Notes to the Financial Statements

Source: Quickbooks

Going concern issues

Concentration of risk

Significant accounting policy changes

Legal or regulatory issues

Unusual or non-recurring items

Related party transactions

Red flags include:
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Financial Statement Analysis
Pros and Cons

Pros

• The numbers tell 
the story of the 
business

• Independent audits 
provide confidence

Cons

• One year doesn’t 
tell the full story

• Not everyone is 
audited

• Your vendors may 
be unwilling to 
provide them



Risk Intelligence Analysis
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Risk Intelligence Analysis
Overview

The process of using 

independent data – typically 

from a subscription-based 

tool - to identify existing or 

emerging issues related to a 

third party’s financial health.
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Supplement the 
evaluation of 

financial statements 
and/or DDQs to get 
the “full picture.”

1 2 3 4

Use in place of 
vendor’s 
financial 

statements 
when they are not 

available.

Identify issues 
to discuss during 
a business review 
with your vendor.

Stay informed of 
financial risks on 

a continuous or 
ongoing basis.

Risk Intelligence Analysis
4 Ways to Use Risk Intelligence Information



Risk Intelligence Analysis
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Key Features

Key features typically include:

• Scores and/or ratings to help proactively identify risks.

• Guidance and additional context about risks.

• One-time reports that provide quick insights.

• Real-time alerts to ensure you receive relevant updates.

• Dashboards & reports to spot trends and evaluate data.
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Risk Intelligence Analysis

Payment 

Information

• Late payments (DBT)

• Inconsistent payments

Financial 

Health Metrics

• Revenue trends

• Cash flow trends

• Profit projections

Credit 

Information

• Low credit scores

• Reported high credit offered

Negative News

• Bankruptcy filings

• Turnover rates

• Money laundering offenses

Risks to 
Look For

Legal & Compliance 

Information

• Lawsuits

• Liens & judgments

• CFPB complaints & 

regulatory fines 

Financial Risks to Look For



20

Pros

• Real-time information and trends

• Consolidation of data from thousands of sources

• Predictive insights that allow preventive actions to be taken

• Demonstrates good practice to auditors/regulators

• Overwhelming number of metrics and information

• Less reliable information for private companies vs. public companies

• Can be cost-prohibitive (depending on # of vendors monitored)

Cons

Risk Intelligence Analysis
Pros and Cons



Due Diligence Analysis
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Due Diligence Questionnaire Analysis

Overview

The process of reviewing 

responses to questions and 

analyzing source documents to 

understand and evaluate 

financial controls and operations. 
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Due Diligence Questionnaire Analysis
4 Categories of Questions to Ask

1. Financial Performance 
Revenue growth, profitability, and debt

2. Financial Management Infrastructure
People, systems, and reporting

3. Legal & Compliance Issues
Regulatory audits, lawsuits, bankruptcy filings

4. Operational Stability
Reorganization, layoffs, acquisitions/divestitures
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Pros

Cons

• Provides information you can’t get from financials or risk 
intelligence solutions

• Enables deeper dive into ‘proof’ from source documents

• Cycle time to complete the due diligence process

• Point-in-time assessment of financial health

• Larger vendors may not respond at all

Due Diligence Questionnaire Analysis
Pros and Cons



Practical Tips
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Use All 3 Tools for a Comprehensive Analysis

Risk 
Intelligence

Due Diligence 
Questionnaires

Financial 
Statements

The more critical the third-
party, the more 
comprehensive your 
assessment should be.
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6 Ways to Mitigate Third Party Financial Risks

1. Ask questions during check-ins and 
business reviews

2. Establish contingency plans for critical 
relationships

3. Diversify vendors providing critical goods 
and services

4. Negotiate shorter-term contracts

5. Eliminate advances & tie payment terms to 
deliverables

6. Monitor through risk intelligence solutions
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How Our Client Mitigated Financial Risk

1. Identified the vendor as critical

2. Spotted red flags during business reviews 
and general conversation

3. Business Owner communicated with the 
Vendor Management Office

4. Diversified vendors

5. Negotiated low-commitment contract
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6 Tips for an Effective Assessment 

1. Limit assessments to key third parties.

2. Ensure a subject matter expert performs the 
assessment.

3. Always ask for audit reports.

4. Use questionnaires when you can’t get financials.

5. Integrate risk intelligence data into your analysis.

6. When red flags come up, have a conversation 
with the third party.



Q&A
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Tom Rogers
Founder & CEO

e: trogers@vendorcentric.com
p: 240-813-1160 

Josh Angert
Manager of Technology & Client Services

e: jangert@vendorcentric.com
p: 240-813-1162 

Contact Information

mailto:trogers@vendorcentric.com
mailto:jangert@vendorcentric.com
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