CREDIT RATING

OBJECTIVES OF CREDIT RATING The field of Finance can be categorized into five specialized fields viz., public finance, securities and investment analysis, international finance, institutional finance, and financial management. The functions of finance comprise three major decisions regarding investment, financing and dividend. There is another face to the business. Inflation and high interest rates of the past have created problems of cash flow and have resulted in accounts receivables, which represent an investment with returns in the nature of profit after the collection. Sometimes the cost of collecting information may outweigh the returns. In addition to cost, one has to consider the time taken for such investigations. A business cannot be delayed, pending an elaborate credit investigation. Through such information, a candidate is evaluated and “rated”. The process is known as “credit rating”.

CREDIT RATING

It would not be amiss if we discuss the concept of “credit” briefly before going into credit rating. 

credit: - The credit refers to the faith a creditor or lender places in a debtor or borrower by extending him a loan. Credit besides economizing the use of paper currency and coins, facilitates the transfer of capital or money. It increases the production of capital by placing it where it will be most effectively and efficiently used. 

Rating: - An evaluation of the financial trustworthiness of a company or individual, particularly with regard to meeting obligations. A good or bad credit rating does not entirely depend upon the quantum of earnings. The willingness to meet obligations within time, responsible manner has more bearing while being rated. According to a credit analysis those with modest income and capital levels, who manage their earnings and capital limits, often earn the best credit ratings. Openness to credit enquiries plays a significant role in the evaluation. Ratings are evaluation of the ability to repay the principal interest by an issuing company or debtor.  

METHODOLOGY: - the process of rating begins with the prospective issuer approaching the rating agency for evaluation. The experts in analyzing book should be given a free hand they collect data and informations and investigate the business strength and weakness in detail. The rating is based on the investigation, analysis, study and interpretation of various factors. The world of investment is espoused to the continuous onslaught of political, economic, social and other forces that does not permit anyone to understand sufficiently and predict anything with absolute certainty. 

Although rating companies differ in their analytical grounds, broadly the following types of analysis can be found: 

1. Economic analysis

2. Industry analysis 

3. Company or Business analysis, and 

4. Financial analysis.

AGENCIES IN INDIA & THERE RATING SYMBOLS: - 

CRISIL Rating for Fixed Deposits: - 

FAAA – very strong degree of safety 

Aa – high quality 

FAA – strong degree of safety

FA – satisfactory degree of safety

FB – inadequate safety

FD – in default and likelihood of default on maturity

CRICIL Rating for Short-Term Instruments: -

P1 – very strong degree of safety 

P2 – strong degree of safety

P3 – adequate degree of safety

P4 – minimal degree of safety 

P5 – in default or issue likely to default 

ICRA Rating for Long-Term Instruments 

LAAA – highest degree of safety

LAA – high degree of safety

LA – adequate safety

LBBB – sufficient safety for the time being 

LBB – inadequate safety

LB – susceptible to default

LC – vulnerable to default

Moody’s

Aaa – best quality

Aa – high quality 

A – higher medium grade

Baa – lower medium grade

Ba – possesses safety

B – generally lack characteristics of desirable investment

Caa – poor standing, may be in default 

Ca – speculative to a high degree, often in default 

Standard and Poor’s 

AAA – highest grade 

AA – high grade 

A – upper medium 

BBB – medium grade 

BB – lower medium 

B – speculative elements

CCC/CC – outright speculations 

C – reserved for income bonus

DDD-D – default with rating indicating relative salvage value    

