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Performance of ICRA-Assigned Ratings 

Update for 2009-10 

 

1. Corporate Issuers1: Rating Transitions and Defaults during 2009-10 
 

Fiscal 2009-10 may be seen as consisting of two distinct periods: the first quarter (Q1) of 2009-10, in 

which the effects of the economic slowdown of the second half (H2) of 2008-09 had spilled over; and the 

subsequent quarters when economic recovery gained momentum. While the transitions made by ICRA-

assigned ratings, in terms of upgrade and downgrade, in H1 and H2 of 2009-10 were captured in the 

studies published earlier
2
, this section presents a study of the transition made by ICRA-assigned ratings 

over the last nine financial years (April 1, 2001 to March 31, 2010), besides providing a snapshot of the 

default rates associated with debt issuers rated by ICRA over the same period. 

 

1.1. Rating Transition Increases across Rating Categories 
1.1.1. Long-Term Ratings 

Table 1: One-Year Transition Matrix: Long-Term Ratings—2009-10 

 LAAA LAA LA LBBB LBB LB and lower  

LAAA 91.07% 8.93% 0.00% 0.00% 0.00% 0.00% 

LAA 3.54% 92.92% 3.54% 0.00% 0.00% 0.00% 

LA 0.00% 3.35% 85.47% 10.61% 0.00% 0.56% 

LBBB 0.00% 0.00% 2.08% 84.27% 5.64% 8.01% 

The categories of LAA, LA, LBBB and LBB include ratings with suffixes “+” and “” within the respective 

categories. For instance, the category LAA contains three ratings: LAA+, LAA, and LAA. 
 
Table 2: One-Year Transition Matrix: Long-Term Ratings—2008-09 

 LAAA LAA LA LBBB LBB LB and lower 

LAAA 97.96% 2.04% 0.00% 0.00% 0.00% 0.00% 
LAA 0.00% 97.33% 2.67% 0.00% 0.00% 0.00% 

LA 0.00% 0.00% 80.85% 17.02% 2.13% 0.00% 
LBBB 0.00% 0.00% 0.00% 91.18% 8.82% 0.00% 
 
Table 3: One-Year Transition Matrix: Since April 1, 2001 

 LAAA LAA LA LBBB LBB LB and lower 

LAAA 96.12% 3.88% 0.00% 0.00% 0.00% 0.00% 

LAA 3.02% 93.74% 3.25% 0.00% 0.00% 0.00% 

LA 0.00% 3.14% 83.14% 10.57% 1.71% 1.43% 

LBBB 0.00% 0.00% 2.38% 85.04% 6.18% 6.41% 

 

 In 2009-10, there was a decline in downward rating revisions for LA category ratings, with the 

percentage dropping from around 19% in 2008-09 to around 11% in 2009-10. However, a 

reverse trend was observed in other rating categories during the same period. The events of 

downward transition in the LAAA category were prompted primarily by adverse changes in 

parental ratings in the wake of the global meltdown. In the case of the LBBB rating category 

however, industry specific factors along with credit culture issues played a significant role in 

pushing the rating downwards. 

                                                        
1
 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. 
2
 Please refer ICRA study “Upgrades escalate in H1, 2009-10; Number of downgrades still high” published in 

October 2009 and “Performance of ICRA-Assigned Ratings: Update for second half of 2009-10” published in 
April 2010. 
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 As for upward rating changes, their percentage increased across all rating categories during 

2009-10, with 4.38% of the ratings moving up from LBB (non-investment grade) to the 

investment grade. 

 
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 2001 are presented in Table 4  

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

 Stability 

2007-08 

Stability 

2008-09 

Stability 

2009-10 

1-yr. Avg. 

Stability (since 

April 1, 2001) 

LAAA 95.12 97.96 91.07 96.12 

LAA 96.00 97.33 92.92 (3.54) 93.74 (3.02) 

LA 88.24 (11.76) 80.85  85.47 (3.35) 83.14 (3.14) 

LBBB 66.67 (33.33) 91.18 84.27 (2.08) 85.04 (2.38) 

LBB 75.00 83.33 78.75 (4.38) 77.83 (3.77) 

Figures in parentheses indicate percentage transition to a higher category or upgrade 
 

1.1.2. Short-Term Ratings 

Table 5: One-Year Transition Matrix: Short-Term Ratings—2009-10 

 A1+ A1 A2 A3 A4 A5 

A1+ 95.73% 2.99% 0.85% 0.43% 0.00% 0.00% 

A1 14.94% 72.41% 10.34% 2.30% 0.00% 0.00% 

A2 0.59% 7.06% 76.47% 10.59% 5.29% 0.00% 

A3 0.00% 0.00% 4.49% 77.56% 17.95% 0.00% 

A4 0.00% 0.00% 0.00% 2.96% 94.07% 2.96% 

A5 0.00% 0.00% 0.00% 0.00% 0.00% 100.00% 

The categories of A2, A3 and A4 include ratings with suffixes “+” within the respective categories. For 
instance, the category A2 contains two ratings, A2+ and A2. 
 
Table 6: One-Year Transition Matrix: Short-Term Ratings—2008-09 

 A1+ A1 A2 A3 A4 A5 

A1+ 93.81% 4.64% 1.55% 0.00% 0.00% 0.00% 

A1 2.50% 65.00% 30.00% 2.50% 0.00% 0.00% 

A2 0.00% 0.00% 85.00% 5.00% 10.00% 0.00% 

A3 0.00% 0.00% 0.00% 100.00% 0.00% 0.00% 

A4 0.00% 0.00% 0.00% 0.00% 100.00% 0.00% 

A5 0.00% 0.00% 0.00% 0.00% 0.00% 100.00% 

 
Table 7: One-Year Transition Matrix: Short -Term Ratings—Since April 1, 2001 

 A1+ A1 A2 A3 A4 A5 

A1+ 96.93% 2.50% 0.50% 0.07% 0.00% 0.00% 

A1 13.11% 74.53% 10.86% 1.50% 0.00% 0.00% 

A2 0.91% 6.36% 78.64% 9.09% 5.00% 0.00% 

A3 0.00% 0.00% 4.12% 78.24% 16.47% 1.18% 

A4 0.00% 0.00% 0.00% 2.90% 94.20% 2.90% 

A5 0.00% 0.00% 0.00% 0.00% 0.00% 100.00% 
 

There was a significant increase in upward rating revisions across rating categories in 2009-10 vis-à-Vis 

the previous fiscal. ICRA’s rating methodology for short-term instruments gives additional weightage to 

short-term liquidity position of the issuer, which in turn is determined by the business and financial risks 

that the issuer is exposed to, especially in the short term. Short-term ratings therefore tend to be more 

dynamic. With the liquidity conditions improving in 2009-10, the stability of the short-term ratings in the 

higher categories (A1+ and A1) improved and so did the upward rating transition percentage. 

 

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 2001 are presented in Table 8  
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Table 8: Stability of Investment-Grade Short-Term Ratings 
 Stability 

2007-08 

Stability 

2008-09 

Stability 

2009-10 

1-yr. Avg. Stability 

(since April 1, 

2001) 

A1+ 93.33 93.81 95.73 96.93 

A1 90.00 (10.00) 65.00 (2.50) 72.41 (14.94) 74.53 (13.11) 

A2 100 85.00 76.47 (7.65) 78.64 (7.27)  

A3 - 100 77.56 (4.49) 78.24 (4.12) 

A4 - 100 94.07 (2.96) 94.20 (2.90) 

A5 100 100 100 100 

Figures in parentheses indicate percentage transition to a higher category or upgrade 

 
1.2. Demand Slowdown, Stress in Financial Markets and Credit Culture Issues 
cause Repayment Delays, though Temporary in Many Cases 

The economic slowdown of 2008-09 continued to impact the credit profiles of certain entities in 2009-10, 

which in turn had the impact of pushing up the number of defaults significantly in 2009-10. However, a 

large proportion of these defaults involved temporary delays (that is, delays of less than 30 days in 

repayment) and restructuring of advances. Adjusting for these factors, the number of defaults would 

reduce by two-third. 

Table 9: Defaults for Cohorts Starting April 1, 2001 

  CDR-1 CDR-2
†
 CDR-3 

LAAA 0.00% 0.00% 0.00% 

LAA 0.00% 0.24% 0.64% 

LA 2.23% 3.81% 3.85% 

LBBB 7.06% (3.28%) 5.68% 5.66% 

Figures in parentheses indicate the default rate adjusted for temporary delays and 
restructured cases. 
 

 default rate on a one-year investment horizon, based on nine cohorts; †default rate on a 

two-year investment horizon, based on eight cohorts;  default rate on a three-year investment 
horizon, based on seven cohorts  

 
Please refer Annexure 1 for details on computation of default rates. 

 
Chart 1: Industry-wise Breakup of Defaults in 2009-10 

 
 

 

 

 

 

 

 

 

 

 

 

The distribution of entities that defaulted in 2009-10 across industries is depicted in Chart 1. The 

category Miscellaneous, which the chart shows as accounting for the largest number of defaults, 

includes several industries whose individual contribution to the pie would be less than 5%. 
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Chart 2: Duration of Delays for Entities that Defaulted in 2009-10 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

As Chart 2 brings out, half the entities that defaulted were in delay for a period less than 30 days. 

Further, only 8% of the delays were longer than 90 days, the cut-off for an asset to be considered non-

performing in a bank’s books. 

 

In the context of default distribution, it must be pointed out that in the Indian environment many issuers 

have a somewhat diluted idea of default: as long as delays in repayment do not take the loan into non-

performing asset (NPA) territory, the delays are not considered that serious either by them or even their 

banks. The greater emphasis on avoidance of categorisation as an NPA than on timeliness of 

repayment has adversely impacted the default rate, especially given ICRA’s definition of default (refer 

Annexure 1 for how ICRA computes default rates). Further, with the Reserve Bank of India (RBI) 

permitting restructuring of advances from the date of application (that is, with retrospective effect), some 

issuers seeking loan restructuring stopped making repayments while waiting for their application to be 

processed, which in turn impacted the default
3 
rate adversely during the period under review. 

 
Chart 3: Key Reasons for Defaults in 2009-10 

The key reasons for defaults in 2009-10 are depicted in Chart 3. While demand slowdown in key 

markets was one of the primary reasons that impacted the cash flows of entities and thus led to default, 

other business risks like loss of business either due to client or geographical concentration, inventory 

losses, and low capacity utilisations due internal factors also impacted the cash flows and hence 

prompted default by certain companies on their debt obligations. These factors apart, the other major 

                                                        
3
 Since ICRA follows a strict definition of default, withholding of repayment during the pendency of a 

restructuring application leads to an increase in the default count; however, the ultimate loss to investors could 
be minimal. Refer Annexure 1 for how ICRA computes default rates. 

LB 
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reasons for delays in repayment included delays in project implementation and increase in working 

capital intensity (because of increase in receivables and/or inventory). Credit culture related issues also 

contributed to default in some cases.  

 

2. Structured Finance Ratings 

ICRA assigns ratings for Asset-Backed Securitisation (ABS), Mortgage-Backed Securitisation (MBS)
4
, 

corporate loan sell-offs (LSO) and various other structured obligations, such as guarantee-backed debt 

and escrow-backed debt. 

 

2.1. Rating Transition 

Table 10: Average One-Year Transition Matrix: Long-Term Structured Finance Ratings—Since 
April 1, 1995

5
 

 LAAA(SO) LAA(SO) LA(SO) LBBB(SO) LBB(SO) LB(SO) and lower 

LAAA(SO) 96.83% 2.46% 0.47% 0.12% 0.12% 0.00% 

LAA(SO) 2.30% 83.91% 8.05% 0.57% 1.72% 3.45% 

LA(SO) 2.04% 1.02% 88.78% 3.06% 3.06% 2.04% 

LBBB(SO) 0.00% 0.00% 9.84% 85.25% 3.28% 1.64% 

LBB(SO) 0.00% 0.00% 0.00% 20.83% 79.17% 0.00% 

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

2.2. Stability 
 

The stability percentages (over a 12-month horizon) of ICRA’s structured finance ratings for the last 

three years vis-à-vis the averages for the last 15 years since 1995 are presented in Table 11. 

 

Table 11: Stability of Long-Term Ratings 
 Stability 

2007-08 

Stability 

2008-09 

Stability 

2009-10 

1-yr. Avg. Stability (since 

April 1, 1995) 

LAAA(SO) 98.03 92.86 95.80 96.83 

LAA(SO) 100.00 88.89 76.00 (8.00) 83.91 (2.30) 

LA(SO) 100.00 70.00 75.00 (12.50) 88.78 (3.06) 

LBBB(SO) 100.00 100.00 77.14 (17.14) 85.25 (9.84) 

LBB(SO) - - - 79.17 (20.83) 

Figures in parentheses indicate percentage transition to a higher category or upgrade 
 

 In 2009-10, transitions to higher rating categories increased owing to both, upgrades of senior 

tranches of ABS instruments (because of improved performance of the pools that had been 

downgraded earlier), as well as  upgrades of “second loss portion” of credit enhancement (with 

greater cover being provided by the “first loss portion” of the credit enhancement in those 

transactions). 

 Overall, the stability rates are high at LAAA(SO) level. While a high transition is observed from 

the LAA(SO) and LA(SO) categories, it should be viewed in the context of the number of ratings 

in these categories being very low. 

                                                        
4
 For the present purpose, ABS and MBS include bilateral loan pool assignment transactions. Each tranche in 

a transaction has been accounted for separately. The rated portions of the credit enhancement (CE) as well 
as the liquidity facilities have also been included in the analysis. Private ratings and credit opinions do not 
form a part of this study. 
5
 ICRA assigned its first „Structured Obligation‟ rating in FY1994-95. Therefore, the period covered in the study 

is from Apr 1, 1995 
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2.3. Default Rates in Structured Finance Ratings 
 

Table 12: Average Defaults on Structured Finance Ratings for Cohorts Starting April 1, 1995 

  CDR-1 CDR-2 CDR-3 

LAAA(SO) 0.00% 0.55% 0.73% 

LAA(SO) 0.55% 0.70% 1.33% 

LA(SO) 2.60% 0.00% 0.00% 

LBBB(SO) 1.96% 11.18% 14.29% 
 

The CDRs in Table 12 primarily relate to defaults on instruments—backed by a State Government 

guarantee—in LAA(SO) category in April 2002 and in LBBB(SO) category in April 2008. In all those 

cases, the Trustee did not invoke the guarantee; however, the entire principal was eventually repaid and 

there was no principal loss to the investors. Other than these, there was some partial shortfall to the 

investors in 2009-10 in three ABS transactions. As mentioned earlier, the default rates in the categories 

below LAAA(SO) should be viewed in the context of the number of ratings outstanding in these 

categories being very low. 
 

2.4. Cumulative Loss to Investors in ABS and MBS Transactions 
For ABS and MBS transactions, ICRA assigns ratings on the basis of expected loss. Hence, it would be 

appropriate to consider the quantum of loss faced by investors (and not just the default rates), taking 

into account not only the probability of default, but also the recovery post-default. Table 13 brings out the 

cumulative loss to investors as a percentage of the initial amounts.   
 

Table 13: Cumulative Loss for Cohorts Starting April 1, 1998
6
 

 Cumulative Loss-1 Cumulative Loss-2
†
 Cumulative Loss-3 

LAAA(SO) 0.000% 0.003% 0.003% 

LAA(SO) 0.002% 0.000% 0.000% 

LA(SO) 0.119% - - 

LBBB(SO) 0.000% 0.000% 0.000% 

 

As Table 13 shows, the loss rates have been minimal across all rating categories since April 1, 1998. In 

three ABS transactions, there was some partial shortfall to the investors in 2009-10. However, this 

shortfall happened two years after the commencement of transaction, with significant principal 

amortisation having happened 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 very low. 
 

October 2010 
 

For further details please contact:  
 

Naresh Takkar, Managing Director & CEO 

                                                                       (+91-124-4545300) 
                                                                                                

Vibha Batra, Senior Vice-President 

                                                                       (+91-124-4545302) 
 

Kalpesh Gada, Senior Vice-President 

                                                                       (+91-22-30470013) 
 

Manushree Saggar, Senior Analyst 

    (+91-124-4545316)  

                                                        

 default rate on a one-year investment horizon, based on 15 cohorts 


 default rate on a two-year investment horizon, based on 14 cohorts 


 default rate on a three-year investment horizon, based on 13 cohorts 

6
 There were no ratings assigned for ABS / MBS prior to this period 

 loss over a one-year investment horizon, based on 12 cohorts 

†
 loss over a two-year investment horizon, based on 11 cohorts 

 loss over a three-year investment horizon, based on 10 cohorts 
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Annexure 1 
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 scale
7
 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. 
 
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 January 1, 2003 and 
January 1, 2004, which would be captured through the MDRs for each year from 2003 to 2006. However, in 
this case, the rating cohorts of January 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 January 1, 2003 (original cohort C for 2003) to explain the 
concept of MDRs. 
 
  Defaults in calendar 2003 out of C 
MDR1 = ----------------------------------------------------------------------- 
  (C – (W1 / 2)) 
 
MDR1:  Marginal default rate for year 1 
W1:  Withdrawals in calendar 2003 out of C 
 
  Incremental defaults in CY 2004 out of C 
MDR2 = ------------------------------------------------------------------------------------- 

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

  (C – W1 – W2 – (W3 / 2)) x (1 – MDR1) x (1 – MDR2) 

                                                        
7
 as well on the medium-term scale (with medium-term ratings suitably mapped on to ICRA’s long-term scale), but excluding 

structured obligations 



Performance of ICRA-Assigned Ratings  Update for 2009-10 

 
MDR3:  Marginal default rate for year 3 
W3 = Withdrawals in calendar 2005 out of C 

 

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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