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 Rating Criteria for Short-term Debt 

Brickwork Ratings (BWR) assigns ratings to short-term debt instruments, having maturity up to one year, 

issued by corporates. These instruments include money market instruments such as Commercial Paper 

(CP) and bank facilities such as Short-term loans, Bank Guarantees (BGs), Letters of Credit (LCs), Packing 

credit and Bill discounting. While short-term debt may be rolled over, long-term debt is expected to be 

repaid out of the internal accruals of the business. BWR assesses the long-term credit profile of the issuer, 

arrives at the long-term rating and maps the short-term ratings with the long-term rating.  The short-term 

rating so arrived at, among other variables, factors in the analysis of the company’s liquidity profile and 

financial flexibility.  

Scope of the Criteria: 

The document provides a brief analysis of the attributes considered by BWR while arriving at an entity’s 

short-term rating. The scope of this document is to capture the important aspects of various risks 

associated with the Company’s creditworthiness, while arriving at the long-term rating of entities, 

framework for mapping with the short-term ratings and analysis of the entity’s liquidity and refinancing 

risk. This criteria covers short-term debt instruments issued by corporates. 

Risk Assessment and Rating Methodology: 

BWR analyses an entity’s credit quality based on the qualitative and quantitative risks likely to affect the 

sustainability of its operations, operating efficiencies, financial position, debt servicing ability, cash flow 

generation, profitability and market position. In general, these risks are broadly classified in BWR’s rating 

criteria as business risks, industry risks, regulatory risks, financial risks and management risks. These risks 

help assess the long-term credit risk profile of the underlying entity. Furthermore, BWR considers the 

issuer’s liquidity profile, funding available for short-term liquidity mismatch situations, unused banks 

limits, monthly cash flow generation as against debt servicing requirements and financial flexibility 

towards the refinancing of the instruments. Furthermore, the aspects related to arriving at the long-term 

rating are defined in BWR’s general rating criteria. Various factors considered to arrive at the short-term 

rating are as follows:   

Business Risk: 

Business risk includes the demand-supply position, intensity of competition, competitive position, scale of 

operations, capital infusion, location advantage, operational efficiencies, and market position. Industry 

risk refers to the prospects and outlook for the industry, regulatory aspects, and entry and exit barriers of 

the industry.   
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Industry Risk: 

BWR assesses the industry risk for an entity based on the industry in which the issuer operates. Industry 

risk is identified through factors such as the demographic presence, dependence on the global market, 

competitive landscape, capital-intensiveness, nature of industry and barriers to entry. BWR assesses the 

impact of technological challenges, resource availability, demand-supply scenario, price trends, product 

substitution availability, investment plans of the major players in the industry, industry-wide financial 

position, gross margins and availability of substitutes to arrive at the rating of the entity. 

Regulatory Risk: 

Regulatory risk will be assessed when the entity has a high dependence on government initiatives for 

growth and cost competitiveness, and operates in a highly regulated environment; examples of the same 

include the anti-dumping duty, government regulation, regulatory approvals for project/capex 

implementation, price control or fixation by a regulatory authority and access to raw material, etc.  

Liquidity Risk: 

Liquidity Risk assessment is one of the major factors considered while rating the short-term debt 

instrument. BWR assesses the liquidity position by evaluating the company’s debt repayment profile and 

other committed cash outflows, vis-a-vis its business cash flow projections, cash/unencumbered fixed 

deposits in a bank, working capital utilisation, unutilised banking limits, tied-up debt and other sources 

such as private equity infusion. Additional standby liquidity via lines of credit with the issuer from banks/ 

financial institutions to cover the size of the CP/ short-term facility are also considered. If the company’s 

liquidity position is inadequate, it will impact its long- and short-term ratings.  BWR shall also assess the 

maximum permissible short-term debt for the underlying entity. The company’s periodic cash flow is 

examined to determine the company’s liquidity as against the repayment of its short-term debt obligations 

or current liabilities.  

Financial Flexibility: 

Financial flexibility denotes other sources of liquidity available with the company and the ones that can be 

potentially brought in as and when required during the normal course of operations. In the case of a higher 

reliance on fresh borrowings, the issuer’s ability to raise funds and refinance its current debt is critically 

assessed. Following are critical parameters: 

1. Infusion from parent or group company:

Funding support from a strong parent or group company helps an entity finance its operations in

the stress scenario and service its debt obligations during its early stages of operation when internal

cash flow generation is not enough to meet fixed obligations. BWR analyses the demonstrated track

record of liquidity infusion, as well as the commitment/undertaking to bring fresh funds to support

liquidity by the parent/group company. The financial strength of a parent company can be reflected

from its experienced management/promoters, credit quality, business performance, past track

record and liquidity profile.

2. Liquid and back-up lines of credit from banks:

Short-term debt raised from banks creates back-up facilities for the issuer, thereby reducing the

chances of default in repayment. BWR analyses the variation in the drawing power and extent of

working capital utilisation to ascertain the nature of cushion available to the entity. Liquidity back-

ups are pertinent in short-term capital market instruments to avoid the risk of default on account

of any unexpected event in the CP market and/or temporary disruptions in the cash flows of the
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rated issuer. 

3. Adequacy of cash flows:

BWR assesses the entity’s adequacy of future cash flows to meet its short-term debt servicing

requirements. These can be seen through emphasis on liquidity and cash flow related parameters

such as trends in the overall liquidity position, free cash flow, retained cash flow, cash flow

surplus/gap and committed bank facilities, and level of utilisation. Month-on-month cash

generation as against operational and debt servicing requirements over the next one to two years

is being assessed.

4. Credit enhancement:

Credit enhancement could be in the form of a Standby Letter Of Credit (SBLC) provided by banks,

or unconditional and irrevocable guarantees for a CP issuance. In such instances, where an SBLC

is provided from a bank for an entity’s CP issue, whereby the rating of the SBLC provider is expected

to be reflected in the rating of the instrument, BWR assesses the credit profile of the SBLC provider,

defined payment mechanism and operational risks that may arise towards the timely transfer of

the funds, legal enforceability of the SBLC covering the entire amount with irrevocable and

unconditional in nature of guarantees. Such instruments may carry a “CE” suffix in parenthesis in

the rating of an instrument which is based on an explicit third-party credit enhancement.

Mapping Long-term Ratings with Short-term Scales 

Typically, the short-term ratings are linked to long-term ratings, as per the table shown below. However, 

based on the type of entities being rated, their liquidity profiles and available credit enhancement, BWR 

may assign a different rating from the typically suggested mapping. BWR uses modifiers '+' from A1 to A4. 

When multiple short-term ratings overlap to a particular long-term rating, BWR focuses on the current 

liquidity position to a large extent to assess whether the higher or lower of the overlapping short-term 

ratings should be assigned. 

Long-term Rating Short-term Rating 

BWR AAA BWR A1+ 

BWR AA+ BWR A1+ 

BWR AA BWR A1+ 

BWR AA- BWR A1+ 

BWR A+ BWR A1+/BWR A1 

BWR A BWR A1/BWR A2+ 

BWR A- BWR A1/BWR A2+ 

BWR BBB+ BWR A2+/BWR A2 

BWR BBB BWR A2/BWR A3+/BWR A3 

BWR BBB- BWR A2/BWR A3+/BWR A3 

BWR BB+ to BWR BB- BWR A4+/BWR A4 

BWR B+ to BWR C- BWR A4 
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Management and Corporate Governance: 

A strong, dedicated and highly experienced management helps the organisation achieve its profitability 

and operating efficiency targets, and drives the company’s financial and liquidity position. BWR assesses 

the consistency of performance demonstrated by the management and the quality of corporate governance 

adopted by the entity as also the performance of other group concerns. Red flags, if any, highlighted by 

internal or external stakeholders/ the auditor, would negatively reflect in the rating. The financial 

flexibility of the management, tested by the empirical evidence of successfully supporting the group 

companies/manufacturing units, past track record of successfully running companies and the quality of 

corporate governance practices followed by the company are factored in while assessing the company’s 

overall credit profile.  

Conclusion: 

BWR analyses an entity by assessing the impact of each of the above-mentioned risks and attributes, along 

with financial projections over the next couple of years or the life of the facility, to arrive at the overall 

assessment of a company’s credit quality. While the methodology comprises the comprehensive analyses 

of various risks associated with the regulatory aspects; financial, industry, operational and business risk; 

and the market position to arrive at the long-term rating, the short-term rating will be mapped with the 

entity’s long-term rating. 

The previous version of this document can be found in 
www.brickworkratings.com/download/Criteria-ShortTermDebt.pdf 

About Brickwork Ratings: Brickwork Ratings (BWR), a Securities and Exchange Board of India [SEBI] registered 

Credit Rating Agency and accredited by Reserve Bank of India [RBI], offers credit ratings of Bank Loan, Non- 

convertible / convertible / partially convertible debentures and other capital market instruments and bonds, 

Commercial Paper, perpetual bonds, asset-backed and mortgage-backed securities, partial guarantees and other 

structured / credit enhanced debt instruments, Security Receipts, Securitisation Products, Municipal Bonds, etc. 

BWR has rated over 11,400 medium and large corporates and financial institutions’ instruments. BWR has also 

rated NGOs, Educational Institutions, Hospitals, Real Estate Developers, Urban Local Bodies and Municipal 

Corporations.  BWR has Canara Bank, a leading public sector bank, as one of the promoters and strategic partner. 

BWR has its corporate office in Bengaluru and a country-wide presence with its offices in Ahmedabad, Chandigarh, 

Chennai, Hyderabad, Kolkata, Mumbai and New Delhi along with representatives in 150+ locations. 

Disclaimer: It must be clearly understood that a Rating opinion is based on various factors/aspects which includes 

application of certain Rating criteria. The particular criteria applied depends on a number of factors, inter alia, 

sector/Industry, historical performance, cyclical trends, prevailing economic condition, group support etc. Rating 

opinions factor many assumptions and the application of any particular criteria or a set of criteria may be full or 

partial depending upon peculiarity of each case. Application of any Rating criteria should not therefore be 

considered as rendering finality or completeness to a Rating assessment. A reference to criteria needs to be 

perceived in broad terms, only as an aid to a rating decision. 
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Brickwork Ratings India Pvt. Ltd. (BWR), a Securities and Exchange Board of India [SEBI] registered Credit Rating 

Agency and accredited by the Reserve Bank of India [RBI], offers credit ratings of Bank Loan facilities, Non- 

convertible / convertible / partially convertible debentures and other capital market instruments and bonds, 

Commercial Paper, perpetual bonds, asset-backed and mortgage-backed securities, partial guarantees and other 

structured / credit enhanced debt instruments, Security Receipts, Securitisation Products, Municipal Bonds, etc. 

[hereafter referred to as “Instruments”].  BWR also rates NGOs, Educational Institutions, Hospitals, Real Estate 

Developers, Urban Local Bodies and Municipal Corporations. 

BWR wishes to inform all persons who may come across Rating Rationales and Rating Reports provided by BWR 

that the ratings assigned by BWR are based on information obtained from the issuer of the instrument and other 

reliable sources, which in BWR’s best judgement are considered reliable. The Rating Rationale / Rating Report & 

other rating communications are intended for the jurisdiction of India only.  The reports should not be the sole or 

primary basis for any investment decision within the meaning of any law or regulation (including the laws and 

regulations applicable in Europe and also the USA). 

BWR also wishes to inform that access or use of the said documents does not create a client relationship between 

the user and BWR. 

The ratings assigned by BWR are only an expression of BWR’s opinion on the entity / instrument and should not in 

any manner be construed as being a recommendation to either, purchase, hold or sell the instrument. 

BWR also wishes to abundantly clarify that these ratings are not to be considered as an investment advice in any 

jurisdiction nor are they to be used as a basis for or as an alternative to independent financial advice and judgement 

obtained from the user’s financial advisors. BWR shall not be liable to any losses incurred by the users of these 

Rating Rationales, Rating Reports or its contents. BWR reserves the right to vary, modify, suspend or withdraw the 

ratings at any time without assigning reasons for the same. 

BWR’s ratings reflect BWR’s opinion on the day the ratings are published and are not reflective of factual 

circumstances that may have arisen on a later date. BWR is not obliged to update its opinion based on any public 

notification, in any form or format although BWR may disseminate its opinion and analysis when deemed fit. 

Neither BWR nor its affiliates, third party providers, as well as the directors, officers, shareholders, employees or 

agents (collectively, “BWR Party”) guarantee the accuracy, completeness or adequacy of the Ratings, and no BWR 

Party shall have any liability for any errors, omissions, or interruptions therein, regardless of the cause, or for the 

results obtained from the use of any part of the Rating Rationales or Rating Reports. Each BWR Party disclaims all 

express or implied warranties, including, but not limited to, any warranties of merchantability, suitability or fitness 

for a particular purpose or use. In no event shall any BWR Party be liable to any one for any direct, indirect, 

incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or 

losses (including, without limitation, lost income or lost profits and opportunity costs) in connection with any use 

of any part of the Rating Rationales and/or Rating Reports even if advised of the possibility of such damages. 

However, BWR or its associates may have other commercial transactions with the company/entity. BWR and its 

affiliates do not act as a fiduciary. 

BWR keeps certain activities of its business units separate from each other in order to preserve the independence 

and objectivity of the respective activity. As a result, certain business units of BWR may have information that is 

not available to other BWR business units. BWR has established policies and procedures to maintain the 

confidentiality of certain non-public information received in connection with each analytical process. 

BWR clarifies that it may have been paid a fee by the issuers or underwriters of the instruments, facilities, securities 

etc., or from obligors. BWR’s public ratings and analysis are made available on its web 
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site, www.brickworkratings.com. More detailed information may be provided for a fee. BWR’s rating criteria are 

also generally made available without charge on BWR’s website.  

This disclaimer forms an integral part of the Ratings Rationales / Rating Reports or other press releases, advisories, 

communications issued by BWR and circulation of the ratings without this disclaimer is prohibited.  

BWR is bound by the Code of Conduct for Credit Rating Agencies issued by the Securities and Exchange Board of 

India and is governed by the applicable regulations issued by the Securities and Exchange Board of India as amended 

from time to time. 

http://www.brickworkratings.com/

