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India Ratings: Mumbai 27 July 2011: India Ratings says that the recent issuances of perpetual 

debentures by select Indian corporates have brought to the fore a relatively new class of 

instrument for both corporate issuers and investors, although banks have been regular issuers 

of such instruments for a number of years. India Ratings notes that these instruments invariably 

have equity-like features, which contribute to financial flexibility and support the ongoing 

viability of the organization, and could therefore be eligible for equity credit based on its criteria. 

However, they are also inherently riskier than other debt obligations, and should therefore be 

treated with considerable caution by investors.  

India Ratings notches down corporate perpetual security ratings from the issuer’s National 

Long-Term rating (reference rating for instrument ratings) in accordance with its criteria for 

such instruments. The additional risk is typically a function of heightened risk of non-

performance in a going concern which has not defaulted on any other obligations but also 

reflects increased loss severity if it were to default. 

“The aim of perpetual instruments is often two-fold for a corporate, (i) to access cost-effective 

financing, and (ii) to benefit from any equity credit, which can help improve financial leverage 

metrics for the issuer. However from a debt ratings perspective, there is a need for notching to 

reflect the equity like-characteristics in the instrument”, says Rakesh Valecha, Senior Director, 

India Ratings and Research Private Limited. Further, some recent issuances were not found 

eligible for equity credit as they had debt-like characteristics such as look-back features, which 

reduce an issuer’s ability to defer payments, and/or a call option with a step-up coupon in 

excess of 1% which even with a replacement language reduces permanence in the capital 

structure. As per India Ratings’ criteria, equity credit is either 0%, 50% or 100%, the continuum 

reflecting the ability of the instrument to behave as equity when activation triggers are breached. 

India Ratings’ methodology for rating perpetual bonds and debentures issued by corporates in 

the domestic market is consistent with its criteria for rating such instruments. Its rating 

approach does not factor in different levels of recovery expectations for different classes of 

creditors because India’s legal environment - although somewhat improving - is extremely time 

consuming and still skewed in favour of the debtors. As a result, there is not enough data to 

conclusively demonstrate that senior secured creditors (which are majority creditors) to 

corporates are better off than unsecured and/or subordinated creditors. Therefore, India 

Ratings does not distinguish between secured and unsecured ratings in the Indian context 

which are both rated at the same level. 

India Ratings’ rating on perpetual securities takes into account risks of coupon deferrals, which 

are therefore rated at least one notch lower than the issuer’s National Long-Term rating. While 

this remains the guiding principle across the rating scale, the probability of a deferral may be 

higher for entities exhibiting deterioration in their overall credit profile, which may necessitate 

lowering the instrument rating further. India Ratings may also lower the instrument rating by 

more than one notch if it has features that materially increase the likelihood of the activation of 

the loss absorption mechanism as may be the case of certain mandatory loss absorption 

triggers.  

India Ratings presently does not differentiate between cumulative and non-cumulative deferral 

triggers for perpetual bonds which are rated at the same level. However, there is a possibility 
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that non-cumulative instruments with better loss absorption features may be rated at levels 

lower than cumulative instruments.  
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India Ratings and Research Private Limited 

Wockhardt Towers, 4th Floor, West Wing, 

Bandra Kurla Complex, Bandra East, 

Mumbai - 400051 

Tahera Kachwalla 

Director 

+91 22 4000 1705 

Additional information is available at www.indiaratings.co.in 

Applicable criteria, “Treatment of Hybrids in Corporate and REIT Credit Analysis”, dated 

September 2012, and “Criteria for Indian National Ratings of Bank Hybrids and Subordinated 

Debt”, dated September 2012, are available at www.indiaratings.co.in  
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ALL INDIA RATINGS CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND 
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK: 
HTTP://INDIARATINGS.CO.IN/ UNDERSTANDING CREDIT RATINGS. IN ADDITION, RATING DEFINITIONS 
AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB 
SITE AT WWW.INDIA RATINGS.CO.IN. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES 
ARE AVAILABLE FROM THIS SITE AT ALL TIMES. INDIA RATINGS' CODE OF CONDUCT, 
CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER 
RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT 
SECTION OF THIS SITE. 

Copyright © 2012 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries. One State Street Plaza, NY, NY 
10004.Telephone:1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission 
in whole or in part is prohibited except by permission. All rights reserved. In issuing and maintaining its 
ratings, India Ratings relies on factual information it receives from issuers and underwriters and from other 
sources India Ratings believes to be credible. India Ratings conducts a reasonable investigation of the 
factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable 
verification of that information from independent sources, to the extent such sources are available for a 
given security. The manner of India Ratings factual investigation and the scope of the third-party 
verification it obtains will vary depending on the nature of the rated security and its issuer, the availability 
and nature of relevant public information, access to the management of the issuer and its advisers, the 
availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters, 
appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third 
parties, the availability of independent and competent third-party verification sources with respect to the 
particular security, and a variety of other factors. Users of India Ratings’s rating should understand that 
neither an enhanced factual investigation nor any third-party verification can ensure that all of the 
information India Ratings relies on in connection with a rating will be accurate and complete. Ultimately, 
the issuer and its advisers are responsible for the accuracy of the information they provide to India Ratings 
and to the market in offering documents and other reports. In issuing its ratings India Ratings must rely on 
the work of experts, including independent auditors with respect to financial statements and attorneys with 
respect to legal and tax matters. Further, ratings are inherently forward-looking and embody assumptions 
and predictions about future events that by their nature cannot be verified as facts. As a result, despite any 
verification of current facts, ratings can be affected by future events or conditions that were not anticipated 
at the time a rating was issued or affirmed.  

The information in this report is provided “as is” without any representation or warranty of any kind. A 
rating provided by Indian Ratings is an opinion as to the creditworthiness of a security. This opinion is 
based on established criteria and methodologies that India Ratings is continuously evaluating and 
updating. Therefore, ratings are the collective work product of India Ratings and no individual, or group of 
individuals, is solely responsible for a rating. The rating does not address the risk of loss due to risks other 
than credit risk, unless such risk is specifically mentioned. India Ratings is not engaged in the offer or sale 
of any security. All India Ratings reports have shared authorship. Individuals identified in a India Ratings 
report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are 
named for contact purposes only. A report providing a India Ratings rating is neither a prospectus nor a 
substitute for the information assembled, verified and presented to investors by the issuer and its agents in 
connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any 
reason in the sole discretion of India Ratings. India Ratings does not provide investment advice of any 
sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment on the 
adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature 
or taxability of payments made in respect to any security. India Ratings receives fees from issuers, 
insurers, guarantors, other obligors, and underwriters for rating securities. In certain cases, India Ratings 
will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular 
insurer or guarantor, for a single annual fee. The assignment, publication, or dissemination of a rating by 
India Ratings shall not constitute consent by India Ratings to use its name as an expert in connection with 
any registration statement filed under the United States securities laws, the Financial Services and 
Markets Act of 2000 of Great Britain, or the securities laws of any particular jurisdiction. Due to the relative 
efficiency of electronic publishing and distribution, India Ratings research may be available to electronic 
subscribers up to three days earlier than to print subscribers. 
 

 


