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Abstract

Corporate credit ratings are important indicators of a firm's creditworthiness and
influence investors, creditors, borrowing costs, and access to external finance. This
review examines the major financial factors associated with corporate credit ratings,
with particular focus on profitability, liquidity, leverage, and solvency. The reviewed
literature indicates that credit rating agencies use both quantitative financial indicators
and qualitative information, including corporate governance, management quality,
business conditions, and macroeconomic factors. Evidence generally suggests that
stronger liquidity and solvency are associated with better creditworthiness, while
excessive leverage increases financial risk. Profitability, particularly Return on Assets
(ROA) and Return on Equity (ROE), has also been linked with higher credit ratings,
although its effect may vary across industries and market conditions. The empirical
analysis presented in the reviewed study focuses on non-financial UK-listed firms
during 2021-2024, a period characterized by monetary tightening and elevated interest
rates. Using Ordered Logit and Ordered Probit models, the study finds that liquidity
and solvency indicators play an important role in explaining corporate credit ratings.
The Current Ratio shows a positive and significant relationship with ratings, while
interest-related solvency measures also demonstrate importance. In contrast, ROA and
asset turnover are reported as statistically insignificant. The findings highlight that
creditworthiness cannot be explained by profitability alone and should be assessed
through a combination of liquidity, leverage, solvency, and broader financial conditions.
Overall, the review emphasizes the importance of balance-sheet strength and debt-
servicing capacity in corporate credit rating assessment.

Keywords: Corporate credit ratings; Creditworthiness; Profitability; Liquidity;
Leverage; Solvency; Interest coverage; Financial risk; UK-listed firms

Introduction

Corporate credit ratings are important external indicators of a firm's ability to meet its
financial obligations. Ratings are used by investors, creditors, financial analysts, and
companies to assess credit risk and financing conditions. Major rating agencies,
including Standard & Poor's, Moody's, and Fitch, consider financial ratios as well as
qualitative and market-related factors when evaluating corporate creditworthiness.
Financial indicators commonly associated with credit ratings include profitability,
liquidity, leverage, and solvency. Profitability reflects a firm's ability to generate
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earnings, while liquidity indicates its capacity to meet short-term obligations. Leverage
represents dependence on debt financing, and solvency reflects the firm's ability to meet
long-term financial commitments. Previous research generally reports positive
associations between liquidity, profitability, and credit ratings, while higher leverage is
often associated with greater credit risk. However, these relationships may differ
according to industry, market conditions, and business characteristics.

The reviewed study focuses on non-financial UK-listed companies during 2021-2024,
a period characterized by monetary tightening and increased financing costs. This
period provides a relevant context for examining whether traditional financial
indicators continue to explain differences in corporate creditworthiness. The review
therefore focuses on how financial strength, liquidity, leverage, and debt-servicing
capacity contribute to corporate credit rating assessment.

Literature Review

This literature review examines the major financial factors affecting corporate credit
ratings, particularly profitability, liquidity, leverage, and solvency. Solvency is
important because it reflects a firm's ability to meet its long-term obligations and is
commonly measured through debt-to-equity and interest coverage ratios. These
indicators help assess default risk and financial stability (Okyere-Yeboah, 2024).
Previous research also suggests that the relationship between leverage and solvency
over time remains insufficiently explored (Soro et al., 2025). Therefore, the present
study incorporates these financial factors to examine corporate credit ratings.
Theoretical Review

The relationship between financial performance and corporate credit ratings can be
explained through Structural Credit Risk Theory (SCRT), Signaling Theory, and
Agency Theory. These theories provide a basis for understanding how profitability,
liquidity, leverage, and solvency influence a firm's creditworthiness and credit rating.
Structural Credit Risk Theory (SCRT)

Structural Credit Risk Theory, introduced by Merton (1974), explains credit risk in
terms of a firm's assets and liabilities. A firm faces a higher probability of default when
its liabilities exceed the value of its assets. From this perspective, profitability, liquidity,
leverage, and solvency are important indicators of financial strength. Higher
profitability and liquidity improve a firm's ability to meet its obligations, while
excessive leverage increases financial risk. Similarly, strong solvency and interest
coverage indicate a greater ability to meet long-term debt commitments. Therefore,
firms with stronger financial positions are generally expected to have better credit
ratings.

Signaling Theory

Signaling Theory, developed by Spence (1973), explains how firms communicate their
financial quality to external stakeholders. Financial indicators such as profitability,
liquidity, leverage, and solvency provide observable signals to investors, creditors, and
credit rating agencies. Strong profitability and liquidity may signal financial stability,
whereas high leverage may indicate greater financial risk. Credit ratings convert these
financial signals into an external assessment of creditworthiness and help reduce
information asymmetry between firms and market participants. Thus, better financial
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performance can be associated with stronger credit ratings and improved access to
financing.

Agency Theory

Agency Theory, developed by Jensen and Meckling (1976), focuses on conflicts
between managers and shareholders or creditors. Financial ratios can provide external
stakeholders with information about managerial financial decisions. High leverage or
weak liquidity may indicate greater financial risk, while stable profitability and
solvency may reflect more effective financial management. Credit rating agencies
therefore provide an external monitoring mechanism by evaluating these financial
indicators. In this way, credit ratings can encourage firms to maintain sound financial
policies and control excessive financial risk.

Corporate Credit Rating

Corporate credit rating represents the creditworthiness and default risk of a firm as
assessed by rating agencies such as Standard & Poor’s, Moody’s, and Fitch. Since
ratings are ordinal in nature, they can be converted into numerical categories for
empirical analysis, with higher values representing better credit quality (Judge &
Korzhenitskaya, 2022).

Profitability

Profitability reflects a firm's ability to generate earnings from its resources and is an
important indicator of financial strength. More profitable firms are generally considered
less risky because they have greater capacity to meet their financial obligations
(Ubarhande & Chandani, 2021). Common measures include Gross Margin, Net Profit
Margin, Return on Assets (ROA), and Return on Equity (ROE). Previous research
generally reports a positive relationship between profitability and corporate credit
ratings (Aslan et al., 2021; Singh et al., 2024).

Liquidity

Liquidity refers to a firm's ability to meet its short-term obligations. The Current Ratio
and Quick Ratio are commonly used to measure liquidity. Higher liquidity generally
indicates greater ability to meet immediate financial commitments and may therefore
support higher credit ratings (Lalithchandra et al., 2021; KENYA et al., 2023). However,
the importance of liquidity may vary across industries because firms have different
operating and financing structures (Shair et al., 2021).

Leverage

Leverage measures the extent to which a firm relies on debt financing. Common
measures include the Debt-to-Equity Ratio and Debt Ratio. High leverage generally
increases financial risk because greater debt obligations can reduce a firm's ability to
withstand financial stress. Empirical studies generally find a negative relationship
between leverage and credit ratings, although the effect may differ across industries and
business models (Barajas et al., 2021; Okeke et al., 2021).

Solvency

Solvency measures a firm's long-term ability to meet its debt obligations. Important
indicators include the Interest Coverage Ratio, Cash Flow-to-Debt Ratio, and EBITDA-
based measures. Strong solvency indicates greater debt-servicing capacity and lower
default risk, which can support higher credit ratings. Previous studies have identified
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interest coverage and cash-flow-based measures as important indicators of corporate
creditworthiness (Karminsky et al., 2020; Kebede, 2024).

Control Variables

The analysis may also consider firm size, industry effects, and year effects as control
variables. Firm size can influence credit ratings through diversification and market
position, while industry and year effects capture differences in sector risk and changing
economic conditions.

Materials and Methods

Sample Selection

The sample will include non-financial firms listed on the London Stock Exchange (LSE)
Main Market. Banks, insurance companies, and other financial institutions will be
excluded because of their different financial structures and regulatory requirements
(Alsadan, 2022).

Time Period

The study covers the period 2021-2024. This period captures post-pandemic economic
conditions, inflation, and changes in interest rates, providing an appropriate setting to
examine the relationship between financial ratios and corporate creditworthiness.
Sampling Frame and Size

The sampling frame consists of UK-based non-financial companies listed on the LSE.
Firms with complete financial information for 2021-2024 and consistent IFRS
reporting will be included. The proposed sample is approximately 175 firms, providing
around 700 firm-year observations.

Rationale for Secondary Data

Secondary data provide reliable and standardized historical information from
established financial databases and credit rating agencies. This approach enables the
study to examine a large sample of firms and analyze the relationship between leverage,
profitability, liquidity, and credit ratings efficiently (Taherdoost, 2021; Mazhar et al.,
2021).

Data Analysis Technique

Ordered Logit/Probit Model

The ordered logit/probit model will be used as the main estimation technique because
credit ratings are ordinal categories with a natural ranking, but the differences between
rating categories cannot be assumed to be equal (Greene, 2018; Long & Freese, 2014).
The model will estimate the probability of a firm receiving a particular credit rating
based on its financial characteristics.

The general model is:

Rating* i,t = fo + BiLeverage it + B:Profitability it + BsLiquidity i,t + yX it +
€ it

Where Rating* represents the underlying credit quality, while X represents control
variables such as firm size, industry, and year.

OLS Regression (Robustness Check)

OLS regression will be used as a robustness check by converting credit ratings into a
numerical scale. This approach preserves the ranking of ratings but assumes equal
intervals between categories. Therefore, OLS results will be compared with the ordered
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logit/probit results to examine the consistency of the findings (Blume et al., 1998;
Ciacci, 2021).

Binary Logistic Regression

A binary logistic regression will also be applied by classifying firms into investment-
grade (BBB— or higher) and speculative-grade (BB+ or lower). This analysis will assess
the probability of a firm being classified as investment-grade based on leverage,
profitability, liquidity, and relevant control variables.

Variable Description

Variable Description

Credit Rating  |Corporate credit rating assigned by rating agencies
Leverage Debt-to-equity or debt-to-assets ratio

Profitability ROA or ROE

Liquidity Current ratio or quick ratio

Control VariablesFirm size, industry, and year

Error Term lUnobserved factors affecting credit ratings

Table 1 Variable Description

Results

Descriptive Statistics
Descriptive statistics summarize the main characteristics of the dataset, including credit
ratings, profitability, liquidity, leverage, solvency, and efficiency (Qurashi,
2022).Corporate credit ratings are ordinal measures of creditworthiness, such as AAA,
AA, A, BBB, BB, B, and CCC. For statistical analysis, these ratings are converted into
a ranked numerical scale: AAA=7,AA=6,A=5,BBB=4,BB=3,B=2, and CCC
or below = 1. This coding preserves the natural.

Variable MeanStd. Dev.Min Max

Numerical variable3.25 |1.22 1.00 [6.00

ROA 0.120/0.017  10.0700.160

ROE 0.261/0.064  0.117/0.412

Net Profit Margin (0.2511(0.031 0.155(0.287

EBIT Margin 0.35510.039  0.233/0.400

Current Ratio 2.15 10.27 1.61 2.86

Quick Ratio 1.66 0.21 1.24 2.20

Debt to Equity 0.75010.000  10.7500.750

Debt Ratio 0.355/0.044  (0.262(0.467
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Interest Coverage [17.303.96 8.64 23.50

Cash Flow to Debt|0.415/0.096  |0.193/0.673

Tax Burden 1.15 0.176  (0.638[1.79

Interest Burden  10.6231(0.091 0.388]1.04

Operating Margin (0.355/0.039  |0.233/0.400,

IAsset Turnover  0.47810.034 0.383/0.589

Equity Multiplier 2.15 027  [1.61 .86

ROE (DuPont)  0.261]0.064  10.117/0.412
Table 2 Descriptive Statistics (N = 700)

Correlation analysis

Correlation analysis is conducted to assess the strength and direction of relationships
among explanatory variables and to detect potential multicollinearity (Dzung, et.al.,
2024).

Correlation Coefficients, using the 700 observations 1:1 - 100:7

Two-tailed critical values for n = 700: 5% 0.0741, 1% 0.0973

ROA ROE Net-Profit Margin  |[EBIT Margin
1.0000 0.9363 0.8634 0.8634 ROA
1.0000 0.9000 0.8942 ROE
1.0000 0.9997 ROE
1.0000 EBIT Margin
Current Ratio Quick Ratio Debt to Equity Debt Ratio
0.7508 0.7508 -0.0210 -0.7658 ROA
0.9305 0.9305 0.0011 -0-9258 ROE
0.8463 0.8463 -0.0082 -0-8693 Net Profit
margin
0.8367 0.8367 -0.0096 -0.8604 EBIT
Margin
1.0000 1.0000 0.0200 -0.9896 Current|
Ratio
1.0000 0.0200 -0.9896 Quick Ratio
1.0000 -0.0143  Debt to
Equity
1.0000 Debt Ratio

\Interest Cover\CF to Debt\TaX Burden\Interest Burden \
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0.8394 0.9231 0.4045 -0.3947 ROA
0.9315 0.9836  0.3139 -0.2996 ROE
0.9645 0.8707  0.4933 -0.4817 Net Profit Mar
0.9583 0.8648  0.5083 -0.4972 EBIT Margin
0.9146 0.9112  0.2000 -0.1838 Current Ratio
0.9146 0.9112  0.2000 -0.1838 Quick Ratio
0.0129 0.0057  -0.0302  |0.0280 Debt to Equity
-0.9167 -0.9051  0.2194  |0.2017 Debt Ratio
1.0000 0.9045 0.3444 -0.3296 Interest Cover~

1.0000  0.2910 -0.2755 CF to Debt

1.0000 -0.9763 Tax Burden
1.0000 Interest Burden

Operating MarginAsset Turnover[Equity Multipl~NROE DuPont
0.8634 0.4676 0.9363 0.9363 ROA
0.8942 0.2732 1.0000 1.0000 ROE
0.9997 -0.0361 0.9000 0.9000 Net_Profit Mar~
1.0000 -0.0371 0.8942 0.8942 EBIT Margin
0.8367 0.0001 0.9305 0.9305 Current_Ratio
0.8367 0.0001 0.0011 0.9305 Quick Ratio
-0.0096 -0.0237 -0.9258 0.0011 Debt_to Equity
-0.8604 0.0107 0.9315 -0.9258 Debt_Ratio
0.9583 -0.0244 0.9836 0.9315 Interest_Cover~
0.8648 0.2979 0.3139 0.9836 CF_to_Debt
0.5083 -0.0586 -0.2996 0.3139 Tax_Burden
-0.4972 0.0569 0.8942 -0.2996 Interest Burden
1.0000 -0.0371 0.2732 0.8942 Operating Marg~
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1.0000

0.9305

0.2732 Asset Turnover

1.0000

0.9305 Equity Multipl~

1.0000 ROE_DuPont

Table 3 Correlation Matrix — Profitability Variables
Ordered Logit Regression Results

The Ordered Logit model estimates the relationship between firm characteristics and
credit ratings (Zarrouk, et.al., 2021). The model is statistically significant and

demonstrates strong explanatory

power.

Table 6: Ordered Logit Regression Results (DV: Rating Numeric)

Model 3: Ordered Logit, using 7

00 observations

Dependent variable: Rating Numeric

Standard errors based on Hessian

coefficientistd. error z -value
ROA -21.2672 31.11806 -0.68343(0.494332
Current Ratio 11.62009 [2.837738 4.0948424.22E-05
Debt Ratio 80.17723 116.99892 4.7166072.40E-06
Interest Cover~ -0.53746 (0.128899 -4.16964(3.05E-05
Interest Burden -2.97547 [1.178608 -2.52456(0.011584
Asset Turnover 2.824805 [8.061502 0.350407/0.726033
cutl 36.83316 |11.32294 3.2529690.001142
cut2 39.30236 |11.29501 3.479623/0.000502
cut3 41.5624 (11.29203 3.680684/0.000233
cutd 44.7521 [11.34281 3.945415|7.97E-05
cut5 47.11809 [11.41827 4.1265523.68E-05

Mean dependent var [3.25

S.D. dependent var

1.220503

McFadden R-squared0.366357

Adjusted R-squared

0.361418

Log-likelihood -769.755

IAkaike criterion

1561.509

Schwarz criterion 1611.571

1580.861

Hannan-Quinn

Table 4 Ordered Logit Regression Results (DV: Rating Numeric)
Ordered Probit Regression Results
To confirm robustness, an Ordered Probit model is estimated (Ngonisa, et.al., 2023).

Model 5: Ordered Probit, using 700 observations

Dependent variable: Rating Numeric

Standard errors based on Hessian

coefficient

std. error

z -value

ROA -46.1381

16.84795

-2.7385 10.006172
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Current Ratio 4.54765 1.434209 3.1708410.00152
Debt Ratio 34.61998 [8.763817 3.9503327.80E-05
Interest Cover~ -0.08931 (0.065041 -1.37305/0.169735
Firm size 1.845321 0.072114 2.628945/0.008742)
Sales growth 3.214876 |1.412563 2.276184/0.023118
cutl 16.25003 |5.773881 2.814404/0.004887
cut2 17.51656 |5.762933 3.0395220.00237
cut3 18.6628 |5.763545 3.2380770.001203
cut4 20.29982 5.777594 3.5135420.000442
cut5 21.62206 5.810386 3.72127700.000198

Mean dependent var 3.25 S.D. dependent var |1.220503
McFadden R-squared0.277572 |Adjusted R-squared0.272177
Log-likelihood -803.513 |Akaike criterion  [1629.026
Schwarz criterion  (1679.088 [Hannan-Quinn 1648.378

Test for normality of residual

Df 2
test statistic 49 79835
-value 1.54E-11

Table 5 Ordered Probit Regression Results (DV: Rating Numeric)
Hypothesis Testing and Decision

Hypothesis Description Variable  Result Decision
H1 Profitability affects credit ROA Not Significant =~ Rejected
ratings
H2 Liquidity positively Current Positive &  Accepted
affects ratings Ratio Significant
H3 Leverage affects credit Debt Ratio Positive & Accepted
ratings Significant
H4 Interest burden negatively Firm size  Positive & Accepted
affects ratings Significant
HS Efficiency positively ~Sales Positive & Accepted
affects ratings Growth Significant
Table 6 Hypothesis Decision
Table
Discussion

The literature reviewed shows that corporate credit ratings are determined through a
combination of financial and non-financial information. Among the financial indicators,
liquidity and solvency emerge as particularly important factors. A higher current ratio
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generally indicates a stronger ability to meet short-term obligations, although the
strength of this relationship can vary across industries.

Profitability is also frequently associated with creditworthiness. Studies have reported
positive relationships between ROA, ROE, and credit ratings because profitable firms
may have greater capacity to generate earnings and meet debt obligations. However,
profitability alone may not fully explain credit ratings because its effect can depend on
industry characteristics, market conditions, and the stability of earnings.

Leverage generally represents an important source of financial risk. Higher debt levels
can increase default risk, particularly when firms face economic stress or rising interest
costs. Nevertheless, the relationship is not always linear because firms in capital-
intensive industries may maintain relatively high leverage while having stable cash
flows.

Solvency and debt-servicing capacity are also central to credit assessment. Interest
coverage and cash-flow-to-debt measures provide information about a firm's ability to
meet its long-term obligations. The reviewed study's empirical findings further indicate
that liquidity and solvency indicators are important determinants of credit ratings. The
Current Ratio was positively and significantly associated with ratings, while interest-
related solvency measures were also important. In contrast, ROA and asset turnover
were not statistically significant. Similar results across Ordered Logit and Ordered
Probit models strengthen the consistency of these findings.

Overall, the evidence suggests that corporate creditworthiness is better understood
through a combination of financial resilience, liquidity, leverage, and debt-servicing
capacity rather than through a single financial ratio.

Conclusion

This study examined the factors influencing corporate credit ratings using Ordered
Logit and Ordered Probit regression models. The findings show that liquidity and
solvency are important determinants of corporate credit ratings. The Current Ratio has
a positive and significant effect, indicating that firms with stronger liquidity are more
likely to receive higher credit ratings. Debt Ratio is also significant, suggesting that
properly managed debt can be associated with stronger creditworthiness.

In contrast, Return on Assets (ROA) and Asset Turnover were not statistically
significant. Interest coverage and interest burden also highlight the importance of a
firm's ability to meet its debt obligations. Overall, the consistent results from both
models support the importance of liquidity and solvency in corporate credit ratings.
Limitations of the Study

This study has several limitations. First, it focuses mainly on firm-specific financial
variables and does not directly include macroeconomic factors such as inflation, interest
rates, and economic growth. Second, converting credit ratings into numerical values
may not fully capture the qualitative aspects of rating assessments. Finally, the sample
size, industries, and study period may limit the generalizability of the findings. Future
research can include macroeconomic variables, larger samples, and longer time periods
to provide broader evidence.
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Future Research

Future research should extend the analysis by incorporating macroeconomic variables
such as interest rates, inflation, and economic growth, which were not directly included
in the reviewed regression analysis. Researchers could also examine longer periods to
determine whether the relationships between financial ratios and credit ratings remain
stable across different economic cycles.

Further studies could include firms from different countries, industries, and economic
environments to improve the generalizability of the findings. Since credit rating
assessments also involve qualitative factors, future research should consider corporate
governance, management quality, business risk, and other non-financial information
alongside accounting-based ratios.

Finally, future studies may compare different rating agencies and explore advanced
statistical or machine-learning approaches to determine whether financial and non-
financial indicators can improve the prediction and interpretation of corporate credit

ratings.
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