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Interpretation of Default

CARE’s ratings are an opinion on the relative
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ability and willingness to repay debt in a timely

manner. CARE, in its published material on what
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Tel- +91-44-2849 5284 is one day missed payment. In a credit perspective,
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CARE’s approach towards bank loan ratings and

definition of default in Bank loans remains

Sandeep Prem ) )
Senior Manager unchanged and default remains a day of missed
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: payment. However, the approach needs to be
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clarified given the nuances of bank loan ratings

versus traditional capital market instruments.

May 19, 2010 The loan markets’ understanding of default has
traditionally included a period of ‘forbearance’
after scheduled repayment date which is absent in
capital market instruments. This is possibly due to
the larger role of client relationship much beyond
the outstanding loan and the lenders’ confidence in
realising value from the available collateral.
Moreover, the nature of bank facilities, including
multiple accounts and facilities together with the
availability of monitoring systems and controls
within our banking system call for a tweaking of
the metric of an ‘Event of default’. Accordingly

Visit us at www.careratings.com \ yije treating missed payments, CARE takes into

account the explicit grace period allowed by the

banks to the clients to honour their obligations.

Moreover, to account for such peculiarities in the
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Indian banking system and practical difficulties involved therein, CARE would

normally consider delays beyond a week as constituting missed payment, in case of
bank facilities for the purpose of default recognition.

While assigning rating to various types of bank facilities like Bill discounting, Letter
of Credit, Bank Guarantees, etc., CARE takes into account nuances of such facilities
while determining an ‘Event of Default’ which is consistently applied across all the

issuers.
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CARE’s ratings are opinions on credit quality and are not recommendations to sanction, renew, disburse or recall
the concerned bank facilities or to buy, sell or hold any security. CARE has based its ratings on information
obtained from sources believed by it to be accurate and reliable. CARE does not, however, guarantee the
accuracy, adequacy or completeness of any information and is not responsible for any errors or omissions or for
the results obtained from the use of such information. Most entities whose bank facilities/instruments are rated
by CARE have paid a credit rating fee, based on the amount and type of bank facilities/instruments.
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