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This rating feature presents a study of study of the movements in ICRA-assigned ratings, including movements into the default categories during 

the year 2013-14. The key findings of the study are captured below: 

 

 The inverse credit ratio (downgrades to upgrades) declined to 1.1 during 2013-14 from the exceptionally high levels of 3.4 in 2012-13 and 
2.6 in 2011-12. However, rating downgrades remained high, with the number of downgrades as a percentage of opening issuers1 at 9.6% 
for 2013-14 as against 16% for 2012-13.  

 Overall, 3.3% issuers moved to the default category in 2013-14 (4.5% in 2012-13); among the investment grade entities, only 0.9% (1.4% 
in 2012-13) moved to the default category.  

 Unlike in 2012-13, there has been an improvement in the stability rates across all long-term rating categories in 2013-14. Further, the 

stability bears a correlation to the rating level in that it declines as one goes down the rating categories, and it declines as we go down 

the rating categories. For instance, for [ICRA]AAA ratings, stability was 100% in 2013-14 (96.23% in 2012-13); for the [ICRA]AA rating 

category, stability was 95.40% (93.45%); for [ICRA]A rating category, it was 93.16% (88.12%); and for the [ICRA]BBB rating category, 

stability was 90.66% (85.29%). 

 In line with the trend seen in the previous year, there were no downward movements from [ICRA]AAA and [ICRA]AA rating 

categories into the non-investment grade in 2013-14, while in the [ICRA]A category, movement to non-investment grade was 

0.65% in 2013-14 (1.32% in 2012-13). In the case of the [ICRA]BBB rating category also, there was a decline in the extent of 

movement to the non-investment grade from 14.06% in 2012-13 to 5.68% in 2013-14. The downgrades were primarily on 

account of the pressure on liquidity arising out of stretched working capital cycles, demand slowdown, and delays in project 

implementation. 

 In 2013-14, among ICRA rated asset-backed securitisation (ABS) and mortgage-backed securitisation (MBS) transactions, there were 108 

upgrades and no downgrade. Among ratings for on-balance sheet structured debt, there were 8 upgrades and 30 downgrades. Most of 

these pertained to guarantee-backed debt, wherein the ratings of the guarantors were revised. 

 The one-year default rates for the [ICRA]AAA and [ICRA]AA categories in the last 10 years remain nil, while for the [ICRA]A 

category, defaults were 0.69% and for [ICRA]BBB 3.22% (1.99% on adjusting for temporary delays) despite difficulties in the 

operating environment. 

                                                           
  April 1, 2013 to March 31, 2014

 

1
 Number of standalone issuers outstanding at the beginning of period under review. 
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Chart 1: Trend in Rating Upgrades and Downgrades 
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 The sectors that witnessed a high number of defaults in 2013-14 include Real Estate & Construction, Textiles, Metals & Mining, and Auto 

& Auto Ancillaries. These sectors together contributed to about 39% of the defaults that took place in 2013-14. 

 The key causative factors for defaults in 2013-14, quite similar to what was seen in the case of downgrades, included stretched working 

capital cycles and the consequent pressure on liquidity, demand slowdown, delays in project implementation, and credit culture issues. 

 
1. Half-Yearly Trend in Rating Downgrades and Upgrades 

 
 An analysis of the rating actions during the last eight half-years shows that rating stability (upgrades + retentions as percentage of opening 

issuers), which had dipped to its lowest levels in the second half (H2) of 2011-12 (88%), continued to improve in H2, 2013-14 (96%). 
 

 

 Of the opening issuers, 1.3% moved to the default category in H2, 
2013-14 (1.8% in H2, 2012-13). However, of these only 0.1% had 
been rated in the Investment grade prior to default, indicating that a 
large proportion of the defaults continue to involve issuers with 
relatively weaker credit profiles to begin with. 

 
 Overall, only 0.5% of the opening issuers moved from the 

investment grade to the speculative grade in H2, 2013-14 (1.4% in 
H2, 2012-13). 

 
 As much as 0.7% of the opening issuers moved out of the default 

category in H2, 2013-14, indicating regularisation of debt servicing. 
However, despite the upward movement, most of these entities 
remained in the non-investment grade. 

 
 Overall, 0.5% of the opening issuers moved from the speculative 

grade to the investment grade in H2, 2013-14. 
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2. Rating transitions  
 

2.1. Stability increases for corporate issuers2 across rating categories 

 
2.1.1. Long-term ratings 

Table 1: One-Year Transition Matrix: Long-Term Ratings—2013-14 

 [ICRA]AAA [ICRA]AA [ICRA]A [ICRA]BBB [ICRA]BB [ICRA]B and lower 
[ICRA]AAA 100.00% 0.00% 0.00% 0.00% 0.00% 0.00% 
[ICRA]AA 0.00% 95.40% 4.60% 0.00% 0.00% 0.00% 
[ICRA]A 0.00% 2.93% 93.16% 3.26% 0.33% 0.33% 
[ICRA]BBB 0.00% 0.00% 3.66% 90.66% 4.85% 0.82% 
The categories of [ICRA]AA, [ICRA]A, [ICRA]BBB and [ICRA]BB include ratings with suffixes “+” 

and “” within the respective categories. For instance, the category [ICRA]AA contains three 

ratings: [ICRA]AA+, [ICRA]AA, and [ICRA]AA. 
 
Table 2: One-Year Transition Matrix: Long-Term Ratings—2012-13 

 [ICRA]AAA [ICRA]AA [ICRA]A [ICRA]BBB [ICRA]BB [ICRA]B and lower 
[ICRA]AAA 96.23% 3.77% 0.00% 0.00% 0.00% 0.00% 
[ICRA]AA 0.00% 93.45% 4.76% 1.19% 0.00% 0.60% 
[ICRA]A 0.00% 0.33% 88.12% 10.23% 0.66% 0.66% 
[ICRA]BBB 0.00% 0.09% 0.56% 85.29% 9.87% 4.19% 
The categories of [ICRA]AA, [ICRA]A, [ICRA]BBB and [ICRA]BB include ratings with suffixes “+” and 

“” within the respective categories. For instance, the category [ICRA]AA contains three ratings: 

[ICRA]AA+, [ICRA]AA, and [ICRA]AA. 
 

                                                           
2
 Includes all issuances except those for structured obligation; the universe of ICRA-assigned ratings considered for this study does not include private ratings and 

credit opinions. 



  

ICRA Limited                                                                                                                                                                                                                                                                        P a g e  | 5                           

Table 3: One-Year Transition Matrix: Since 2004-05 
 [ICRA]AAA [ICRA]AA [ICRA]A [ICRA]BBB [ICRA]BB [ICRA]B and lower 

[ICRA]AAA 97.15% 2.85% 0.00% 0.00% 0.00% 0.00% 

[ICRA]AA 1.54% 94.98% 3.17% 0.20% 0.00% 0.10% 

[ICRA]A 0.00% 3.14% 88.60% 7.41% 0.36% 0.50% 

[ICRA]BBB 0.00% 0.02% 2.80% 87.18% 6.72% 3.28% 

The categories of [ICRA]AA, [ICRA]A, [ICRA]BBB and [ICRA]BB include ratings with suffixes “+” and 

“” within the respective categories. For instance, the category [ICRA]AA contains three ratings: 

[ICRA]AA+, [ICRA]AA, and [ICRA]AA. 
 

 There has been an improvement in the stability rates across all rating categories in 2013-14. 

 Continuing with the trend seen in the past, the downward rating transitions for investment grade ratings were higher in 2013-14 as one moves 

down the rating scale. While in the [ICRA]A category, movement to the non-investment grade was 0.65% in 2013-14, in the case of [ICRA]BBB, 

rating movement to the non-investment grade was much higher at 5.68% in 2013-14. 

 

The stability percentages (over a 12-month horizon) of ICRA’s long-term ratings for the last three years vis-à-vis the averages for the 10 years since 

2004-05 are presented in Table 4. 

 
Table 4: Stability of Investment-Grade Long-Term Ratings 

 
Stability 
2011-12 

Stability 
2012-13 

Stability 
2013-14 1-yr. Avg. Stability (since 2004-05) 

[ICRA]AAA 98.15 96.23 100 97.15 

[ICRA]AA 96.88  93.45  95.40 94.98 (1.54) 

[ICRA]A 85.71 (3.21) 88.12 (0.33) 93.16 (2.93) 88.60 (3.14) 

[ICRA]BBB 84.72 (3.06) 85.29 (0.65) 90.66 (3.66) 87.18 (2.82) 

Figures in parentheses indicate percentage transition to a higher category, or upgrade. 
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2.1.2. Short-term ratings 
 

Table 5: One-Year Transition Matrix: Short-Term Ratings—2013-14 

 [ICRA]A1+ [ICRA]A1 [ICRA]A2 [ICRA]A3 [ICRA]A4 [ICRA]D 

[ICRA]A1+ 96.66% 2.43% 0.61% 0.00% 0.30% 0.00% 

[ICRA]A1 9.79% 79.72% 9.79% 0.00% 0.70% 0.00% 

[ICRA]A2 0.58% 5.56% 85.96% 5.56% 1.17% 1.17% 

[ICRA]A3 0.00% 0.00% 5.21% 88.02% 6.08% 0.69% 

[ICRA]A4 0.00% 0.00% 0.03% 1.92% 95.15% 2.89% 

[ICRA]D 0.00% 0.00% 0.00% 0.55% 11.78% 87.67% 

The categories of [ICRA]A2, [ICRA]A3 and [ICRA]A4 include ratings with suffixes “+” within 
the respective categories. For instance, the category [ICRA]A2 contains two ratings, 
[ICRA]A2+ and [ICRA]A2. 
 
Table 6: One-Year Transition Matrix: Short-Term Ratings—2012-13 

 [ICRA]A1+ [ICRA]A1 [ICRA]A2 [ICRA]A3 [ICRA]A4 [ICRA]D 

[ICRA]A1+ 94.19% 4.59% 1.22% 0.00% 0.00% 0.00% 

[ICRA]A1 1.54% 85.38% 10.77% 0.77% 0.77% 0.77% 

[ICRA]A2 0.00% 1.51% 84.34% 10.84% 2.11% 1.20% 

[ICRA]A3 0.17% 0.00% 2.97% 79.20% 14.34% 3.32% 

[ICRA]A4 0.00% 0.00% 0.00% 0.62% 95.55% 3.83% 

[ICRA]D 0.00% 0.00% 0.00% 0.00% 12.23% 87.77% 

The categories of [ICRA]A2, [ICRA]A3 and [ICRA]A4 include ratings with suffixes “+” within 
the respective categories. For instance, the category [ICRA]A2 contains two ratings, 
[ICRA]A2+ and [ICRA]A2. 
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Table 7: One-Year Transition Matrix: Short-Term Ratings—Since 2004-05 

 [ICRA]A1+ [ICRA]A1 [ICRA]A2 [ICRA]A3 [ICRA]A4 [ICRA]D 

[ICRA]A1+ 96.58% 2.80% 0.53% 0.04% 0.04% 0.00% 

[ICRA]A1 10.28% 76.67% 11.39% 0.97% 0.28% 0.42% 

[ICRA]A2 0.29% 5.19% 84.70% 7.14% 1.95% 0.72% 

[ICRA]A3 0.05% 0.09% 4.73% 82.37% 10.74% 2.02% 

[ICRA]A4 0.00% 0.00% 0.03% 2.07% 93.47% 4.43% 

[ICRA]D 0.00% 0.00% 0.00% 0.29% 13.38% 86.33% 

The categories of [ICRA]A2, [ICRA]A3 and [ICRA]A4 include ratings with suffixes “+” within 
the respective categories. For instance, the category [ICRA]A2 contains two ratings, 
[ICRA]A2+ and [ICRA]A2. 

Unlike in 2012-13, there was a decline in downward rating revisions for ICRA-assigned short-term ratings for all rating categories in 2013-14. 

Consequently, stability (including upgrades) was higher across the short term rating categories in 2013-14. 

The stability percentages (over a 12-month horizon) of ICRA’s short-term ratings for the last three years vis-à-vis the averages for the 10 years since 

2004-05 are presented in Table 8. 

Table 8: Stability of Investment-Grade Short-Term Ratings 

 Stability 
2011-12 

Stability 
2012-13 

Stability 
2013-14 

1-yr. Avg. Stability (since 2004-05) 

[ICRA]A1+ 97.12 94.19 96.66 96.58 

[ICRA]A1 72.59 (6.67) 85.38 (1.54) 79.72 (9.79) 76.67 (10.28) 

[ICRA]A2 87.77 (3.60) 84.34 (1.51) 85.96 (6.14) 84.70 (5.48) 

[ICRA]A3 78.84 (3.39) 79.20 (3.15) 88.02 (5.21) 82.37 (4.87) 

[ICRA]A4 88.92 (2.89) 95.55 (0.62) 95.15 (1.96) 93.47 (2.10) 

[ICRA]D 72.84 (27.16) 87.77 (12.23) 87.67 (12.33) 86.33 (13.67) 

Figures in parentheses indicate percentage transition to a higher category, or upgrade. 
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Chart 2: Rating Revisions in Structured Finance over Last Five Years 

2.2. Structured finance issuers 
 

2.2.1. Upgrades and Downgrades 

 
In 2013-14, there were 108 upgrades and no downgrade in ICRA rated asset-backed securitisation (ABS) and mortgage-backed securitisation 

(MBS) transactions. The rating upgrades were prompted mainly by the following factors: 

 

 Most of the upgrades during 2013-14 pertained to transactions with micro loan pools as the underlying asset class, which witnessed 

strong collection performance and rapid principal amortisation, leading to increased Credit Enhancement (CE) cover for the rated 

instruments over a short residual tenure. 

 Other upgrades pertained to the “second loss portion” of 

the CE. [In many ABS and MBS transactions, the total 

credit enhancement for senior investors is split into two 

portions; the “second loss portion” (SLP) is utilised only 

after the “first loss portion” (FLP) is fully used up.] In these 

cases, the SLP had been rated low Investment grade at 

transaction initiation, usually at the [ICRA]BBB(SO) level, 

while the FLP was not rated. Subsequently, with the 

underlying pools reporting strong performance, the 

utilisation of the CE for making senior investor payouts 

was low. Thus, the proportion of FLP to SLP increased as 

the transaction progressed, thereby ensuring greater 

credit comfort for the SLP. 

 

There has been no downgrade in ICRA-assigned mortgage-backed securitisation (MBS) ratings so far. 

 

Among other structured finance ratings (i.e., other than loan securitisation), there were 8 upgrades and 30 downgrades. Most of these 

pertained to guarantee-backed debt, wherein the ratings of the guarantors were revised. 
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The market for ABS and MBS transactions—which account for a substantial portion of structured finance ratings—in India has been highly skewed 

towards AAA(SO) rating in the past3. If the performance of the underlying pools is in line with initial expectations, the ratings would be re-affirmed. 

Thus, upgrades are possible in case the performance of previously downgraded transactions improves, or alternatively, if the transactions had non-

AAA ratings initially. H1, 2011-12 witnessed a number of upgrades in ratings of microfinance pools as well as SLF resulting in a decline in the inverse-

CR ratio. However in H2, 2011-12 and also 2012-13, the inverse-CR ratio increased on account of downgrades in ratings of guarantee-backed debt. In 

2013-14, the inverse-CR ratio declined substantially on account of a large number of upgrades in ratings of senior tranches (mainly in micro loan-

backed ABS transactions) as well as SLF. Further, even among ABS of other asset classes, such as Commercial Vehicles, Construction Equipment, 

Cars/Multi-Utility Vehicles, etc, ratings were stable despite weakness in the operating environment and deterioration in the credit quality metrics of 

the underlying loans. The performance of ABS and MBS transactions in 2013-14 demonstrates the robustness of the ratings assigned and the credit 

enhancement stipulated by ICRA under these transactions. 

 

2.2.2. Rating transition—structured finance ratings 

This section presents the one-year transition rates for the various categories of structured finance ratings. 

The asset quality of retail loans across asset classes such as Commercial Vehicles and Construction Equipment witnessed severe stress in 2013-14, but 

ICRA-rated ABS and MBS transactions exhibited strong performance with no downgrades during the year. However, ratings for certain guarantee-

backed debt were downgraded following downgrade in the ratings of the guarantors. 

Table 9: One-Year Transition Matrix: Long-Term Structured Finance Ratings—2013-14 

 [ICRA]AAA(SO) [ICRA]AA(SO) [ICRA]A(SO) [ICRA]BBB(SO) [ICRA]BB(SO) [ICRA]B(SO) and lower 
[ICRA]AAA(SO) 100.00% 0.00% 0.00% 0.00% 0.00% 0.00% 
[ICRA]AA(SO) 3.64% 96.36% 0.00% 0.00% 0.00% 0.00% 
[ICRA]A(SO) 0.00% 12.22% 85.56% 2.22% 0.00% 0.00% 
[ICRA]BBB(SO) 0.00% 0.95% 22.86% 75.24% 0.95% 0.00% 
(SO): The letters SO in parenthesis suffixed to a rating symbol stand for Structured Obligation. An SO rating is specific to the 

rated issue, its terms, and its structure; the categories of AA, A, BBB and BB include ratings with suffixes “+” and “” within 

the respective categories. For instance, the category AA contains three ratings: AA+, AA, and AA.  
 

 

                                                           
3
 Although more recently, acceptability for lower rated instruments has increased, mainly in the case of transactions by lower rated Originators. 
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Table 10: One-Year Transition Matrix: Long-Term ABS & MBS Ratings—2013-14 

 [ICRA]AAA(SO) [ICRA]AA(SO) [ICRA]A(SO) [ICRA]BBB(SO) [ICRA]BB(SO) [ICRA]B(SO) and lower 
[ICRA]AAA(SO) 100.00% 0.00% 0.00% 0.00% 0.00% 0.00% 
[ICRA]AA(SO) 14.29% 85.71% 0.00% 0.00% 0.00% 0.00% 
[ICRA]A(SO) 0.00% 41.67% 58.33% 0.00% 0.00% 0.00% 
[ICRA]BBB(SO) 0.00% 2.50% 60.00% 37.50% 0.00% 0.00% 
(SO): The letters SO in parenthesis suffixed to a rating symbol stand for Structured Obligation. An SO rating is specific to 

the rated issue, its terms, and its structure; the categories of AA, A, BBB and BB include ratings with suffixes “+” and “” 

within the respective categories. For instance, the category AA contains three ratings: AA+, AA, and AA. 
 

Table 11: Average One-Year Transition Matrix: Long-Term Structured Finance Ratings—Since April 1, 19954 

 [ICRA]AAA(SO) [ICRA]AA(SO) [ICRA]A(SO) [ICRA]BBB(SO) [ICRA]BB(SO) [ICRA]B(SO) and lower 
[ICRA]AAA(SO) 97.51% 2.00% 0.33% 0.08% 0.08% 0.00% 
[ICRA]AA(SO) 4.22% 88.25% 4.22% 0.30% 0.90% 2.11% 
[ICRA]A(SO) 1.43% 5.44% 85.67% 5.73% 0.86% 0.86% 
[ICRA]BBB(SO) 0.58% 2.33% 12.21% 82.56% 1.45% 0.87% 
(SO): The letters SO in parenthesis suffixed to a rating symbol stand for Structured Obligation. An SO rating is specific to 

the rated issue, its terms, and its structure; the categories of AA, A, BBB and BB include ratings with suffixes “+” and “” 

within the respective categories. For instance, the category AA contains three ratings: AA+, AA, and AA.   
 

The market for structured obligations in India—especially in the case of ABS and MBS—has historically been highly skewed towards [ICRA]AAA(SO); 
ratings in this category have traditionally shown a high stability rate. The number of ratings in the categories below [ICRA]AAA(SO) being very low, a 
few rating changes here have a disproportionate impact on the transition rates. 

                                                           
4 ICRA assigned its first “Structured Obligation” rating in 1994-95. Therefore, the period covered in the study is from April 1, 1995. 
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The stability percentages (over a 12-month horizon) of ICRA-assigned structured finance ratings for the last three years vis-à-vis the averages since 

1995 are presented in Table 12. 

Table 12: Stability of Long-Term Ratings 

 Stability 
2011-12 

Stability 
2012-13 

Stability 
2013-14 

1-yr. Avg. Stability 
(since April 1, 1995) 

[ICRA]AAA(SO)   98.88% 97.50% 100.00% 97.51% 

[ICRA]AA(SO) 100.00% 86.36% (11.36%)   96.36% (3.64%) 88.25% (4.22%) 

[ICRA]A(SO)   91.49% (2.13%) 79.17% (4.17%)   85.56% (12.22%) 85.67% (6.88%) 

[ICRA]BBB(SO)   85.45% (12.73%) 92.11% (3.95%)   75.24% (23.81%) 82.56% (15.12%) 
Figures in parentheses indicate percentage transition to a higher category, or upgrade. 

 
Overall, the stability rates are high at the [ICRA]AAA(SO) level. While a relatively higher transition is observed from the [ICRA]AA(SO) and [ICRA]A(SO) 
categories, it should be viewed in the context of the number of ratings in these categories being very low. 
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3. Default study 
 
This section presents a snapshot of the default rates5 associated with debt issuers rated by ICRA over the last 10 financial years (April 1, 2005 to 

March 31, 2014). 

 

3.1. Cumulative default rates6 continue to be adversely impacted 

 
With the highly challenging operating environment persisting, defaults in the [ICRA]A and [ICRA]BBB categories have remained elevated. While some 

moderation in default rates for the investment grade rating categories has been seen in recent cohorts, the 3-year cumulative default rates (CDRs) 

continue to be adversely impacted by the higher number of defaults in 2009-10, 2010-11 and 2011-12. Further, temporary delays account for a 

significant proportion of defaults in the [ICRA]BBB category, and the one-year default rate for the [ICRA]BBB rating category, adjusted for the 

temporary delays, is lower at 1.99% (3.22% without adjusting for the temporary delays). With increased awareness among issuers on the implication 

of such temporary delays on credit rating, the instances of delays arising out of credit culture issues have been declining. 

 
Table 13: Defaults for Last 10 Years (Cohorts Starting April 1, 2005) 

  
CDR-1 

(based on nine cohorts) 
CDR-2 

(based on eight cohorts) 
CDR-3 

(based on seven cohorts) 

Time horizon One-year Two-year Three-year 

[ICRA]AAA 0.00% 0.00% 0.00% 

[ICRA]AA 0.00% 0.00% 0.00% 

[ICRA]A 0.69% 1.68% 2.75% 

[ICRA]BBB 3.22% (1.99%) 6.80% (4.35%) 9.76% (5.83%) 

 
 

 
 
 
 

                                                           
5
 Please refer Annexure for details on the computation of default rates. 

6
 Excluding structured finance ratings 
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Chart 3: Industry-wise Breakup of Defaults in 2012-13 and 2013-14 
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3.2. Real estate & construction, textiles, and metals & mining sectors continue to witness large number of defaults in 2013-14 

 
 

The distribution of entities that defaulted in 2012-13 and 
2013-14 across industries is depicted in Chart 3. As the chart 
shows, Real Estate/Construction, Textiles, Metals & Mining, 
and Auto & Auto Ancillaries continued to witness a large 
number of defaults. These sectors accounted for around 39% 
of the defaults in 2013-14 (42% in 2012-13). While most 
sectors saw a decline in the number defaults in 2013-14 as 
compared with 2012-13, sectors like Auto & Auto Ancillaries, 
Electronics & Electricals, Cement, and Fertilisers/Agro 
Chemicals saw an increase.  
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Chart 4: Distribution of Defaults for 2012-13 and 2013-14 based on Long-Term 

Ratings Prior to Default 
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3.3. Defaults largely from issuers with weaker credit profiles 

 
 
 

As Chart 4 shows, the defaults for 2012-13 and 2013-14 largely 
involve issuers with non-investment grade ratings prior to defaults. In 

other words, the defaults largely involved entities who had weaker 
credit profiles to begin with. 
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Chart 5: Duration of Delays for Entities that Defaulted in 2013-14 

Note: Figures in parentheses are for the previous year. 
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3.4. One-third of defaults on account of  minor delays 

 
As Chart 5 brings out, about one-third (32%) of the defaulting entities for the 
year 2013-14 were issuers which delayed repayment for a period less than 30 
days. For close to 12% of them (17% in 2012-13), the period of delay was more 
than 90 days and/or loans to these issuers were classified as non-performing 
advances (NPAs) with the banking system, or they had been referred to the 
corporate debt restructuring (CDR) cell. It has been observed that these kind 
of delays relate more to issuers with weaker credit profiles. Thus, 96% (91% in 
2012-13) of the issuers which were in delay for more than 90 days or were 
NPAs with the banking system or had been referred to the CDR cell were rated 
in the non-Investment grade rating categories prior to the default. 
 

As ICRA has been pointing out in its studies, in the Indian environment many 
issuers do not take delays on bank loans seriously as long as such delays do not 

take the loan into NPA territory. However, in addition to credit culture 
related issues, the prolonged slowdown in the economy and the challenging 

operating environment also affected the credit profiles of borrowers and led to 
prolonged delays in debt servicing during the year under review. 
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Chart 6: Key Reasons for Defaults in 2012-13 and 2013-14 
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3.5. Stretched working capital cycles, demand slowdown and delays in project distribution key reasons for downgrades in 2013-14 

 

 

 

The key reasons for default in 2012-13 and 2012-13 are depicted 
in Chart 6. The key causative factors for the defaults in 2013-14 
are the stretching of working capital cycles and demand 
slowdown. Lack of financial discipline/credit culture related issues 
continued to lead to some defaults in 2013-14, albeit to a lesser 
extent as compared with the previous years. Delays in project 
implementation (leading to cost overruns) also hit project viability 
and returns for some issuers and led to delays in debt servicing. 
These apart, the other reasons included increase in raw material 
costs and debt-funded capital expenditure. 
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3.6. Default study for structured finance issuers  
 
Table 14: Average Defaults on Structured Finance Ratings for Cohorts Starting April 1, 1995 

  
CDR-1 

(based on 19 cohorts) 
CDR-2  

(based on 18 cohorts) 
CDR-3 

(based on 17 cohorts) 

Time horizon One-year Two-year Three-year 

AAA(SO) 0.00% 0.36% 1.04% 

AA(SO) 0.51% 0.88% 1.80% 

A(SO) 0.83% 2.49% 2.97% 

BBB(SO) 1.02% 2.29% 2.12% 

 

The CDR for the [ICRA]AAA(SO) category, as presented in Table 14, relates to partial shortfalls to investors in four ABS transactions, the underlying 

asset categories being car loans and unsecured personal loans. In one of those transactions, within one month of default, the entire outstanding to 

the investor was paid through recoveries and there was no eventual loss. The shortfalls in that transaction were primarily on account of higher-than-

expected delinquency against the backdrop of a difficult operating environment and tighter liquidity conditions prevailing during 2008-09. The CDRs 

for the [ICRA]AA(SO) category and below relate to defaults on instruments backed by State Government guarantee and corporate guarantee. As 

discussed earlier, the default rates in the [ICRA]AA(SO) category and below should be viewed in the context of the number of ratings outstanding in 

these categories being very low. 
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Cumulative Loss to Investors in ABS and MBS Transactions 

For ABS and MBS transactions, ICRA also factors in the estimate of the relative potential loss to the investor (taking into account credit enhancements, 

if any) over the tenure of the rated instrument. Hence, it would be appropriate to consider the loss faced by investors and not just the instance of 

default. Table15 brings out the cumulative loss to investors as a percentage of the initial amounts. 

Table 15: Cumulative Loss for Cohorts Starting April 1, 19987 

 
CDR-1  

(based on 16 cohorts) 
CDR-2  

(based on 15 cohorts) 
CDR-3  

(based on 14 cohorts) 

Time horizon One-year Two-year Three-year 

AAA(SO) 0.00% 0.00% 0.01% 

AA(SO) 0.00% 0.01% 0.00% 

A(SO) 0.08% 0.71% 1.28% 

BBB(SO) 0.00% 0.00% 0.00% 
 

As Table 15 shows, the loss rates have been low across all rating categories. In four ABS transactions, there has been some partial shortfall to 

investors. In one of these transactions, full recovery to the investor happened within one month of default. For others, the shortfall occurred after 

significant principal had amortised already. Given the highly granular nature of the underlying pools, some cash flow realisation continues, and the 

eventual loss to the investor is expected to be low. While the loss rates are not ordinal across the rating scale, this should be viewed in the context of 

the amount of instruments rated in categories below AAA(SO) being very low. 

  

                                                           
7
 There were no ratings assigned to ABS/MBS transactions prior to this period. 
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Chart 7:  Distribution of ICRA-assigned Long-Term Ratings Outstanding by Category 
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Chart 8:  Distribution of ICRA-Assigned Long-Term Ratings Outstanding as 
on March 31, 2014 by Outlook 
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4. Composition of ICRA-rated universe continues to shift towards lower investment grades 
 
 
As Chart 7 shows, the proportion of lower rated issuers in the universe of 
ICRA-rated entities has increased significantly over the last three years. 
The percentage of entities rated in the [ICRA]BB or lower rating 
categories increased from 56% as on March 31, 2011 to 77% as on March 
31, 2014. Over this period, the median long-term ratings for the ICRA-
rated universe shifted from [ICRA]BB as on March 31, 2011 to [ICRA]B+ as 
on March 31, 2014. As already highlighted in the earlier studies published 
by ICRA, this shift is attributable to the large addition of relatively lower 
rated bank loans in the rating universe, besides to a significant increase 
both in the number of ratings assigned and in the acceptance of lower 
category ratings. Additionally, there has been a large number of rating 
downgrades in the previous two fiscal years with investment grade 
ratings moving to the non-investment grade, which too has contributed 
to the shift in the composition of the ICRA-rated universe. 
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Annexure  
 
A synopsis of how ICRA computes default rates, that is, an overview of the basic building blocks is presented here. 
 
1. Cohort: Cohorts consist of issuers rated on the long-term scale8 at the beginning of the year under study. The issuers present in the cohort are 

evaluated for their performance over one- to three-year time horizons. 
 

2. Definition of Default: ICRA defines default as a missed or delayed payment by an issuer in breach of the agreed terms of the issue. It must be 
emphasised that ICRA uses this definition of default consistently for all its default-related studies.  
 
Some additional points on the default definition are as follows: 

 

 If an issuer defaults during the year and the rating is withdrawn the same year, the event is considered a case of default. 

 If the issuer applies for restructuring and starts delaying on repayments, the event is considered a case of default even if the lender 
subsequently approves the restructuring package with retrospective effect. 

 
3. Annual Default Rate: The annual default rate is the number of entities in a particular rating category defaulting in a year as a proportion of the 

number of entities in that rating category in the cohort at the beginning of the year under study, adjusted for withdrawals. It must be emphasised 
that ICRA follows a strict policy on rating withdrawals: no rating is withdrawn to show better but distorted default rates. 

 
4. Cumulative Default Rate (CDR): While the annual default rate captures the default rate on a one-year investment horizon, the CDR captures the 

default rate over the more-than-one-year horizon. In calculating the CDR the weighted average marginal default rates (MDRs) of the various 
cohorts are used, the weights being the number of issuers in the cohorts across various rating categories. 

 
5. Marginal Default Rate (MDR): MDR is defined as the number of entities defaulting in a particular year in a specific rating category as a proportion 

of the number of entities in that rating category in the cohort at the beginning of the year under study, adjusted for withdrawals. 
 
An illustration on how the three-year CDR is computed is presented here. 
 
 
 

                                                           
8
 as well on the medium-term scale (with medium-term ratings suitably mapped on to ICRA’s long-term scale), but excluding structured obligations 
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Illustration: Computation of three-year CDR for the last four years for the rating category LA at the end of year 2006 
 
The CDR would be based on defaults experienced in the LA ratings outstanding as on April 1, 2003 and April 1, 2004, which would be captured through 
the MDRs for each year from 2003 to 2006. However, in this case, the rating cohorts of April 1, 2005 and 2006 are excluded, as these have not 
completed three years of seasoning. 
 
Step 1: Computation of MDRs for the 2003 cohort 
 
We take the cohort of issuers rated LA as on April 1, 2003 (original cohort C for 2003) to explain the concept of MDRs. 
 
  Defaults in the FY 2003 out of C 
MDR1 = ----------------------------------------------------------------------- 
  (C – (W1 / 2)) 
 
MDR1:  Marginal default rate for year 1 
W1:  Withdrawals in FY 2003 out of C 
 
  Incremental defaults in FY 2004 out of C 
MDR2 = ------------------------------------------------------------------------------------- 

  (C – W1 – (W2 / 2)) x (1 – MDR1) 
 
MDR2:  Marginal default rate for year 2 
W2 = Withdrawals in FY 2004 out of C 
 
 
  Incremental defaults in FY 2005 out of C 
MDR3 = ---------------------------------------------------------------------------------------------------- 

  (C – W1 – W2 – (W3 / 2)) x (1 – MDR1) x (1 – MDR2) 
 
MDR3:  Marginal default rate for year 3 
W3 = Withdrawals in FY 2005 out of C 
 
 



  

ICRA Limited                                                                                                                                                                                                                                                                        P a g e  | 22                           

Step 2: Computation of CDRs 
 
Cumulative defaults at the end of year 3 would equal [1-survivors at the end of year 3] -- Therefore: 
 
CDR= {1-[1-MDR1]*[1-MDR2]*[1-MDR3]} 
 
In the case of ABS and MBS transactions, the numerator for the cumulative loss ratio been taken as “Loss to the investor” and the denominator as the 
“initial rated amount”. 
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