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BWR factors the financial and managerial support that a subsidiary may get from a Parent Company in times of 

financial difficulty. The extent of notching of the rating of the subsidiary will depend on economic importance 

of the entity to the parent, the moral obligation of the parent to support the subsidiary and the past record of the 

parent in extending support to the subsidiary in events of exigencies. The risk evaluation is based on 

identifying the level of support that flows to a Company from its Parent/Group. Initially, the Issuer's business 

and financial risks, its competitive strengths, likely cash flows over the life of the instrument being rated and 

the adequacy of such cash flows vis-à-vis its debt servicing obligations are understood. 

Implicit support reflects the expectation that a parent company will step in to support a subsidiary or group 

entity in the event of financial difficulty and meet its debt obligations. Implicit support from a parent company 

is  an economic factor that can influence  the credit rating of an entity. The extent of parent or group support 

depends on the entity's relation to the group or parent, ranging from being a non-core, non-strategic 

investment to a fully integrated part of the group. This, in turn, determines the range of implicit support by the 

parent or group, from an expectation of very little or no help at one end to ratings equalization at the other. 

BWR follows a “bottom-up” approach that first determines a stand-alone credit rating for the entity. 

Subsequently, the relationship with the parent or group is taken into account. A judgment is made based on a 

number of factors as to what extent the parent/group would provide the support in the event of financial stress. 

In general, these factors reflect the importance of the subsidiary to the parent and the nature of the linkages 

between them. Once the overall balance of the factors has been assessed, the number of notches by which the 

stand-alone rating should be improved is determined. 

However, the assessment of some of the key factors is inherently subjective—for example, in relation to a 

subsidiary's strategic importance—and is likely to vary over time with the economic cycle and as the general 

view of the reliability of implicit support changes. 

The criteria defined in this document are applicable to subsidiaries that have significant shareholding from a 

clearly identifiable parent. In the case of joint ventures (JVs) of two or more partners holding equal stake, the 

support is attributed to that partner who explicitly backs most of the JV's debt.

The final rating of a subsidiary is a function of 3  key parameters:

a.  Standalone Rating of the subsidiary 

b.  Rating of the Parent

c.  Notch up for parent support

Generally the rating of the subsidiary is capped at the parents' rating with the exception when the subsidiary 

has arms' length operations from the parent.
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a.  Subsidiary Standalone Rating

b.  Parent’s rating

c.  Extent of notch-up

   

This involves an assessment of the subsidiary's ability to sustain its operations and meet its debt obligations 

from its own cash accruals without depending  on support from parent. It is possible that the subsidiary's stand 

alone rating could be higher than that of the  parent in some cases.

The strength of the parent and its ability and willingness to extend support to the subsidiary, if and when the 

need arises, is evaluated.

In cases where the subsidiary's debt instrument is unconditionally and irrevocably guaranteed by the parent, 

and backed by escrow mechanism,  the rating of the guaranteed instrument may be  appropriately notched up 

and  suffixed by the tag, 'SO' (Structured Obligation), to highlight the credit enhancement in the form of 

guarantee and payment mechanism. Even in the absence of such documentation, BWR might notch up 

depending on assessment of implicit support from the parent.

In the case of SPVs which have been set up by holding companies for executing infrastructure projects and the 

debt of SPVs is structured with limited recourse to parent due to the inherent risk involved, BWR may or may 

not notch up the rating of the SPV.

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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