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Rating of subsidiary based on support extended to parent 

 

Background 

Brickwork Ratings (BWR) evaluates the level of support flowing from a stronger subsidiary (in terms of 
credit profile) to a weaker parent by assessing the likelihood, ability, willingness and extent of such 
support, factoring it into the subsidiary’s overall credit profile. The evaluation framework encompasses 
financial, operational or strategic assistance that may be extended to the parent entity during periods of 
stress. This approach is the reverse of the conventional assessments, which typically focus on parent’s 
support to its subsidiary. If a subsidiary is expected to materially support a weaker parent in ways that 
could strain its own financial or operational stability, its rating may be subject to downward adjustment. 

Scope 

The scope of this criteria document is to outline the methodology for assessing support extended by a 
subsidiary to its parent entity. This framework is based on the premise that such support is considered 
when the subsidiary possesses a stronger credit profile (evaluated on a standalone financial basis) relative 
to the parent. The assessment also factors in the nature and strength of the linkage between the parent 
and subsidiary. 

Methodology for subsidiary support to parent 

Support from a subsidiary to the parent company depends on economic and financial linkage that can 
influence and likely degrade the subsidiary company’s standalone credit rating. A financially robust 
subsidiary may support a struggling parent if the fallout threatens broader group stability, borrowing costs, 
and/or regulatory frameworks—especially when internal financial flexibility and strategic 
interdependencies exist. 

Key considerations in analyzing subsidiary support to the parent are as follows: 

1. Shared management and governance: 

The nature of parent-subsidiary relationship in terms of common shareholding is important. When 
subsidiaries are fully owned and controlled by the parent, the parent has access to a more stable flow of 
resources from the subsidiary. However, if the subsidiaries are partially owned or operate as Joint Ventures 
(JV), the level of support may be less consistent and harder to access. 

2. Level of operational integration: 

The degree of integration between a subsidiary and its parent in terms of operations is crucial. If the 
subsidiaries are closely tied to the parent’s operations in backward or forward integration processes, or in 
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terms of long-term growth, any impact on the parent’s operational efficiency can directly affect the 
subsidiary’s operating performance and revenue generation, making their support vital.  

3. Risk mitigation and structural defense 

 A strong subsidiary might act to shield the parent from reputational or operational fallout if the parent is in 
distress within the corporate group, especially when the parent is integral to the subsidiary’s market 
credibility or regulatory positioning.  

4. Track record of support to parent: 

If a subsidiary has a track record of extending support to a financially weaker parent, its credit rating may 
be notched down if such support materially weakens the subsidiary’s own credit profile.  

 

A financially weaker parent may draw on its subsidiary’s cash flow through related-party transactions, or 
seek other support as follows: 

1. Financial support from subsidiaries: 

 Debt repayments: In some cases, subsidiaries may assume repayment responsibilities for loans or 
other financial obligations on behalf of the parent company, particularly when the parent’s debt-
servicing capacity is constrained. While this can enhance the parent’s liquidity position, it may also 
place additional financial strain on the subsidiary, if the support leads to increased leverage. 

 Profit distributions: One of the primary ways a subsidiary supports the parent is through the 
payment of dividends. If a subsidiary generates significant cash flows, it may contribute a 
substantial portion of its profits to the parent in the form of dividends, thereby strengthening the 
parent’s liquidity position. This is particularly common in holding companies or conglomerates 
where subsidiaries may be the primary source of income. 

 Equity investments: Subsidiaries may inject capital into the parent company under certain 
circumstances, either in the form of equity investment or through asset transfers. If subsidiaries 
hold significant appreciating assets, such as real estate or intellectual property, these may be 
transferred to the parent. However, transfers can negatively affect the financial stability of the 
subsidiary. 

2. Operational support from subsidiaries: 

 Combined expertise and innovation: Subsidiaries can provide the parent company with access to 
vital technology, intellectual property or management expertise. For instance, a subsidiary's 
advanced technology may be critical to the parent’s products or services, boosting its market 
competitiveness. Such operational support can enhance the parent’s performance and reduce risks. 

 Cost sharing: In some cases, subsidiaries and parents share operational costs to achieve economies 
of scale. A subsidiary might be more efficient in specific functions (such as supply chain 
management or R&D) and can offer its expertise and/or resources to optimize the parent 
company’s operational costs. However, such cost-sharing arrangements may weaken the 
subsidiary’s profitability and financial stability by lowering operational efficiency, imposing an 
excessive cost burden and depleting its resources. 
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3. Strategic support from subsidiaries: 

 Market and product diversification: Subsidiaries with diversified operations across multiple markets 
or product segments can help mitigate the parent company's exposure to volatility in any single 
market, thereby enhancing overall risk resilience. By providing diversification through different 
products or services, subsidiaries can reduce the volatility of the parent company’s earnings and 
revenues. However, this may limit the subsidiary’s own growth potential due to diluted strategic 
focus, the risk of brand dilution and a higher chance of underperformance. 

 Synergies and strategic alignment: When subsidiaries and parents are strategically aligned, such as 
when they complement each other’s business models or operations, the parent can benefit from 
synergies. These may include shared branding, joint product development or co-marketing activities 
that can strengthen the parent company’s market position. However, such alignment may also 
reduce the subsidiary’s agility, adaptability and market responsiveness thereby constraining its 
operational flexibility. 

 

Notch down approach for subsidiary 

This criteria document outlines the methodology for a notch-down approach when the parent’s credit 
quality is lower than that of the subsidiary. BWR may keep the standalone rating of a subsidiary unchanged 
if a weaker parent has low ability and willingness to tap into the subsidiary’s cash flow. However, BWR may 
adjust the subsidiary’s rating downwards by few notches if a subsidiary is stronger but stands to be drained 
by its parent or group firm.         

The final rating of the subsidiary company is a function of three key parameters: 

 Determination of standalone rating of the subsidiary company 

 Determination of the parent’s rating (on the consolidated financials), considering its overall credit 
profile with all current and future obligations 

 Extent of notch down based on the linkage (strategic, business and financial) with the parent 
company 

 

Broad parameters for assessing linkages can be summarized as below:  

 Legal linkages: Legal linkages in terms of cross default provisions, cross guarantees, enforceable put 
option.  

 Operating linkages: Common brand name/logo, common management, treasury, inter-company 
transactions, common supply chain, backward/forward integration and interdependence for key 
business transactions. 

 Financial linkages: Loans and advances from subsidiaries, extended suppliers’ period to fund the 
parent’s operations, or any other form of tangible support.  

 Strategic linkages: The criticality of parent’s operations/market for the subsidiary in terms of long- 
term growth, notwithstanding the parent’s standalone scale or vintage 
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BWR may notch down subsidiary’s rating, depending on the assessment of support that can be provided to 
the parent. The level of support is determined based on the linkage between the subsidiary and the parent. 

 Weak linkage: If only one of the four linkage parameters (as outlined above) is met, the rating could 
either remain unchanged or be slightly lower than the subsidiary’s standalone rating, depending on 
the parent’s ownership stake in the company. 

 Medium linkage: If two out of the four parameters of linkage are met, the rating might be 
moderately lower than the subsidiary’s standalone rating but will be between the standalone rating 
of the subsidiary and the parent rating. 

 Strong linkage: If the company has strong linkages with the parent, BWR may adjust the rating one 
notch upper than the parent rating or up to the parent rating itself. This applies if three or more of 
the four linkage parameters are met. 

 

Conclusion 

Rating criteria based on the support from subsidiaries to the parent are integral to understanding financial 
interdependence within a corporate group. Rating agencies assess how the level of support from strong 
subsidiaries to weak parents may impact the financial strength, operational flexibility and strategic goals of 
the subsidiary company during the times of stress of the parent firm. The extent of support extended to 
the parent and linkages with the parent firm can materially influence the subsidiary’s overall credit profile 
and reduce its operational and financial flexibility. 
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About Brickwork Ratings: Brickwork Ratings (BWR), a Securities and Exchange Board of India [SEBI] 
registered Credit Rating Agency and accredited by Reserve Bank of India [RBI], offers credit ratings of Bank 
Loan, Non- convertible / convertible / partially convertible debentures and other capital market 
instruments and bonds, Commercial Paper, perpetual bonds, asset-backed and mortgage-backed 
securities, partial guarantees and other structured / credit enhanced debt instruments, Security Receipts, 
Securitisation Products, Municipal Bonds, etc. BWR has rated over 11,400 medium and large corporates and 
financial institutions’ instruments. BWR has also rated NGOs, Educational Institutions, Hospitals, Real 
Estate Developers, Urban Local Bodies and Municipal Corporations. BWR has Canara Bank, a leading public 
sector bank, as one of the promoters and strategic partner. BWR has its corporate office in Bengaluru and a 
country-wide presence with its offices in Ahmedabad, Chandigarh, Chennai, Hyderabad, Kolkata, Mumbai 
and New Delhi along with representatives in 150+ locations. 

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. 

Brickwork Ratings India Pvt. Ltd. (BWR), a Securities and Exchange Board of India [SEBI] registered Credit 
Rating Agency and accredited by the Reserve Bank of India [RBI], offers credit ratings of Bank Loan 
facilities, Non- convertible / convertible / partially convertible debentures and other capital market 
instruments and bonds, Commercial Paper, perpetual bonds, asset-backed and mortgage-backed 
securities, partial guarantees and other structured / credit enhanced debt instruments, Security Receipts, 
Securitisation Products, Municipal Bonds, etc. [hereafter referred to as “Instruments”]. BWR also rates 
NGOs, Educational Institutions, Hospitals, Real Estate Developers, Urban Local Bodies and Municipal 
Corporations. 

BWR wishes to inform all persons who may come across Rating Rationales and Rating Reports provided by 
BWR that the ratings assigned by BWR are based on information obtained from the issuer of the 
instrument and other reliable sources, which in BWR’s best judgement are considered reliable. The Rating 
Rationale / Rating Report & other rating communications are intended for the jurisdiction of India only. The 
reports should not be the sole or primary basis for any investment decision within the meaning of any law or 
regulation (including the laws and regulations applicable in Europe and also the USA). 

BWR also wishes to inform that access or use of the said documents does not create a client relationship 
between the user and BWR. 

The ratings assigned by BWR are only an expression of BWR’s opinion on the entity / instrument and 
should not in any manner be construed as being a recommendation to either, purchase, hold or sell the 
instrument. 

BWR also wishes to abundantly clarify that these ratings are not to be considered as an investment advice 
in any jurisdiction nor are they to be used as a basis for or as an alternative to independent financial advice 
and judgement obtained from the user’s financial advisors. BWR shall not be liable to any losses incurred 
by the users of these Rating Rationales, Rating Reports or its contents. BWR reserves the right to vary, 
modify, suspend or withdraw the ratings at any time without assigning reasons for the same. 
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BWR’s ratings reflect BWR’s opinion on the day the ratings are published and are not reflective of factual 
circumstances that may have arisen on a later date. BWR is not obliged to update its opinion based on any 
public notification, in any form or format although BWR may disseminate its opinion and analysis when 
deemed fit. 

Neither BWR nor its affiliates, third party providers, as well as the directors, officers, shareholders, 
employees or agents (collectively, “BWR Party”) guarantee the accuracy, completeness or adequacy of the 
Ratings, and no BWR Party shall have any liability for any errors, omissions, or interruptions therein, 
regardless of the cause, or for the results obtained from the use of any part of the Rating Rationales or 
Rating Reports. Each BWR Party disclaims all express or implied warranties, including, but not limited to, any 
warranties of merchantability, suitability or fitness for a particular purpose or use. In no event shall any 
BWR Party be liable to any one for any direct, indirect, incidental, exemplary, compensatory, punitive, 
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost 
income or lost profits and opportunity costs) in connection with any use of any part of the Rating Rationales 
and/or Rating Reports even if advised of the possibility of such damages. However, BWR or its associates 
may have other commercial transactions with the company/entity. BWR and its affiliates do not act as a 
fiduciary. 

BWR keeps certain activities of its business units separate from each other in order to preserve the 
independence and objectivity of the respective activity. As a result, certain business units of BWR may have 
information that is not available to other BWR business units. BWR has established policies and procedures 
to maintain the confidentiality of certain non-public information received in connection with each 
analytical process. 

BWR clarifies that it may have been paid a fee by the issuers or underwriters of the instruments, facilities, 
securities etc., or from obligors. BWR’s public ratings and analysis are made available on its web site, 
www.brickworkratings.com. More detailed information may be provided for a fee. BWR’s rating criteria are 
also generally made available without charge on BWR’s website. 

This disclaimer forms an integral part of the Ratings Rationales / Rating Reports or other press releases, 
advisories, communications issued by BWR and circulation of the ratings without this disclaimer is 
prohibited. 

BWR is bound by the Code of Conduct for Credit Rating Agencies issued by the Securities and Exchange Board 
of India and is governed by the applicable regulations issued by the Securities and Exchange Board of India as 
amended from time to time. 

http://www.brickworkratings.com/
http://www.brickworkratings.com/
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