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A. Introduction
A company may conduct its business activities under a single entity or through separate entities
established as subsidiaries, associates, joint ventures (JVs), or group entities due to operational,
legal, taxation, or regulatory considerations. These entities may operate in a similar line of business,
having financial linkages with the parent or amongst each other, or may engage in diverse
businesses with limited or no overlap or financial connections. Furthermore, each entity's strategic
importance and reputational significance within the group may vary.

The standalone business and financial profile provide valuable insights into the various risks to
which an entity is exposed. However, analysing the standalone profile alone may not always be
sufficient, especially when financial interlinkages among group entities or businesses are closely
interlinked. This makes analysis of consolidated business and financial risks imperative for assessing
the credit risk profile of an entity.

The consolidated business profile offers an overview of the business strength of the overall group,
which drives the sustainability of the market position and, thereby, the stability in earnings and
cash flows. The consolidated financials provide a holistic representation of the parent's and its
subsidiaries' financial position as a single economic unit and consider both the financial resources
available and the group's obligations in totality. In certain cases, such as subsidiaries being ring-
fenced, we may make appropriate analytical adjustments to factor restrictions in support.

B. Scope

This methodology encompasses CareEdge Global’s risk-based analytical approach to consolidation,
including the factors considered when rating a parent entity, holding companies, and group entities.
It delineates CareEdge Global'’s strategy for assessing an entity’s credit risk profile on a consolidated
basis, considering its connections with subsidiaries, associates, joint ventures (JV), or group
entities.

C. Approach
A parent entity can be categorised as:
1. Parent entity which has substantial business operations:

Such entities are often a group's flagship or core entity in a specific industry segment. The
parent entity generally has a substantial portion of the group's business operations and often
contributes to a large share of the overall group’s revenue, profits and asset base. Over time,
an entity would expand its operations through organic or inorganic routes and operate through
various subsidiaries. The subsidiaries could be set up with multiple motives as highlighted
below:

e Operating as a backward/forward integration to the parent

e An extension of the parent’s business in different regions/ geographies

e A trading/marketing arm for the parent’s products and services
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e Diversification
e Legal or tax-saving motives

2. Parent entity, which is established as the holding company:
Such companies typically do not possess significant business in their standalone operations;
instead, they function as holding companies for various subsidiaries engaged in similar or
different sectors. For instance, a corporate group or promoter entity may maintain distinct
holding companies for its various business verticals, with different subsidiaries operating
independently under each holding company.

In both the above-mentioned cases, a standalone view of the parent may not be sufficient to
capture the risk presented by the subsidiaries. Hence, CareEdge Global typically takes a
consolidated view of the parent and its subsidiaries while assigning rating to the parent company
in such cases.

The extent and strength of business and financial linkages between the parent and subsidiaries
determine the extent of support that will be factored into the subsidiary's rating. However, it
may be mentioned that the entities are consolidated from an accounting point of view,
irrespective of the strength of linkages. CareEdge Global also examines restrictions, if any, on
the flow of funds between the parent and subsidiary due to reasons like foreign exchange
regulations if the subsidiary or the parent is based outside the domicile of a subsidiary or the
parent, restrictive covenants in loan documents, etc.

D. Consolidation of entities with non-controlling stakes and JVs
There can be certain entities which are not linked to the parent by control or majority ownership
and, hence, are not consolidated as per the reported financials. Still, there could be explicit credit
support such as a guarantee or a shortfall undertaking, etc., extended for the majority of the debt
of such entities by the parent or any of the other entities which have been consolidated as per
reported financials. Besides, there could be entities that are not linked by ownership, but cross-
default clauses exist in the loan terms of such entities with other entities that are consolidated.

Furthermore, a parent may have certain associates or JVs, which are not consolidated line by line
but only share of profit or loss and investments are considered in reported consolidated financials,
but to whom the parent is expected to extend unhindered support for meeting their obligations. In
all such situations, CareEdge Global makes suitable adjustments in the reported consolidated
financials to duly factor in the impact of debt of such supported entities and likely financial support
for debt servicing, capex, and loss funding, if any.
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E. Limited consolidation or exceptions from full consolidation
There are exceptions for full consolidation in certain situations. Such as:

1. A subsidiary operating in a completely different business segment than the parent,
including a subsidiary of a non-financial sector entity operating in the financial
sector:

In this scenario, the extent of support that the subsidiary requires is assessed, and the same
is adjusted from the parent's net worth.

2. A subsidiary is of the nature of a special-purpose vehicle:
In this scenario, although the cashflows are ringfenced, we factor in support from the parent
in the form of the equity portion of project cost and estimated cost overrun.

In such cases, while the subsidiaries are not consolidated for accounting purposes, the
investments are tested for impairment. The above approach is called the Limited Consolidation
Approach, wherein the committed support in the form of projected equity investments or
debt/advances to be provided to the subsidiaries will be factored into the analysis.

In cases where the parent has explicitly spelt out / committed the extent of support (either
through written communication or as indicated in the discussions with the management) that
it will provide to its group entities, CareEdge Global will adopt a limited consolidation approach.

Furthermore, CareEdge Global does not consolidate the group entities if it is not of strategic
importance to the parent, or if it provides minimal economic incentive for the parent to provide
support, or if the parent is insulated due to its stated posture of non-support and track record
of non-support to such group entities, provided there are no legal obligations, such as
guarantees extended by the parent. In such scenarios, the parent’s credit risk profile is
assessed independently without factoring in the debt and losses of any of such related entities.
However, the value of investments is assessed in a manner like any other equity investment,
including testing the investment for any impairment in value.
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About Us:

CareEdge Global IFSC Limited (CareEdge Global) is a full-service Credit Rating Agency (CRA) with a mission of Empowering
Global Capital Market Participants Through Unrivalled Insights and Expertise. As the first CRA registered and authorized by the
International Financial Services Centres Authority (India), we are uniquely positioned to provide comprehensive ratings on a
global scale. A part of the CareEdge Group — we are a knowledge-based analytical organisation offering a wide range of services
in Credit Ratings, Analytics, Consulting, and Sustainability. Established in 1993, our parent company, CARE Ratings Limited
(CareEdge Ratings), stands as India’s second-largest rating agency.

Disclaimer:

The rating methodology provided by CareEdge Global IFSC Limited (“CareEdge Global”) is intended to offer a comprehensive
framework for assessing creditworthiness. This methodology is based on various quantitative and qualitative factors, and it
aims to provide a consistent and objective approach. Ratings are opinions as on date they are issued and are subject to change
based on new information or changes in the market environment. This rating methodology has been made available on the
website solely for informational purposes, and no part of this methodology should be used, copied, reproduced, distributed
without the prior consent of CareEdge Global or without appropriate credit being given to CareEdge Global. This methodology,
in whole or in part, shall not be modified, reverse engineered in any form and shall not be used for obtaining any commercial
gains or for any unauthorised or unlawful purpose. No part of this methodology or report shall be construed as any accounting,
legal, regulatory, tax, research, or investment advice.

Ratings are statements of opinion and not statements of fact. They do not constitute recommendations to buy, hold, or sell any
securities or make any investment decisions. Ratings should not be the sole basis for any investment decision. Ratings are not
substitutes for professional judgment in investment decisions, and users should rely on their own judgment and seek
professional advice before making any financial decisions. All opinions expressed are in good faith, based on the information
available at the time of the rating. These opinions are subject to change without notice. The methodology and resulting ratings
are not solicitations to engage in any transaction with the entities rated. CareEdge Global does not act as a fiduciary, investment
advisor or in the interest of the issuer or issuances it rates.

While CareEdge Global has obtained information from sources it believes to be reliable, CareEdge Global does not perform an
audit and undertakes no duty of due diligence or independent verification of any information it receives and/or relies on in its
reports. CareEdge Global is not liable for any errors or omissions in the methodology or for any actions taken based on the
ratings. CareEdge Global does not guarantee the accuracy, completeness, or adequacy of the methodology or the resulting
ratings. CareEdge Global and its associates disclaim all liability for any damages arising from the use of its methodology, reports
or any rating actions. ALL WARRANTIES, EXPRESS OR IMPLIED, INCLUDING THOSE OF MERCHANTABILITY AND FITNESS FOR
A PARTICULAR PURPOSE, ARE DISCLAIMED. In no event shall CareEdge Global or its affiliates be liable for any direct, indirect,
incidental, punitive, or consequential damages arising from the use of the rating methodology or the ratings. CareEdge Global
may receive compensation for providing credit ratings, valuations and assessments from issuers or underwriters of securities
or obligors. CareEdge Global reserves the right to disseminate its reports which may include its opinions, assessments, analysis
or research on its websites, various CareEdge Global publications or third-party distributors. CareEdge Global maintains strict
confidentiality of non-public information received during the rating process and has policies to maintain confidentiality of data
it receives.

By using this rating methodology, you acknowledge and agree to these terms and conditions.
All rights reserved @CareEdge Global IFSC Limited.


mailto:c-pawan.agrawal@careedge.in
mailto:nitesh.jain@careedgeglobal.com
mailto:kiran.kavala@careedgeglobal.com
mailto:mradul.mishra@careedge.in

	A. Introduction
	B. Scope
	C. Approach
	D. Consolidation of entities with non-controlling stakes and JVs
	E. Limited consolidation or exceptions from full consolidation

