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ICRA Rating Feature 

 

Approach for rating debt instruments backed by third-party explicit 
support 
 

Overview 

 

ICRA’s credit rating is a symbolic representation of its opinion on the relative credit risk associated with timely 

debt servicing by an entity. An entity’s debt instrument may be rated higher than otherwise in case it has 

attributes that ensure that the investors in that instrument are more likely, relative to investors in the entity’s 

other debt instruments, to receive the payments in full and in a timely manner. This could be possible if there 

exists some form of credit support from a stronger third-party or there are structural features (such as DSRA
1
 

or Escrow mechanism) associated with the debt instrument. The credit support from a third-party could either 

be implicit such as that derived by virtue of association with a stronger parent or group; or explicit such as that 

ensuing through support mechanisms like guarantees, letters of comfort andshortfall undertakings, provided 

by a stronger third-party.  

 

This methodology note describes ICRA’s approach for rating instruments that are backed by some form of 

explicit support from a third-party
2
. The note is organized into the following two sections: 

 
» Types of third-party explicit support mechanisms  

 

» ICRA’s approach for assessing the strength of the explicit support  

 

I. Types of third-party explicit support mechanisms 
 

An ‘explicit credit support’ is a promise made by a third-party (henceforth referred to as support provider in the 

note) to fulfil the debt obligations of the borrower in case the latter fails to do so on its own in accordance with 

the terms and conditions of the agreement with the lenders or investors. The effect of such a promise is that it 

reduces the default risk of the borrower, given that there is a supplementary financial support available from a 

more creditworthy support provider. The promise from the support provider could be for all the debt 

instruments of the borrower or only for specific debt instruments and therefore the credit risk associated with 

different debt instruments of the same borrower could vary. Debt instruments that are credit enhanced by way 

of an explicit support from a stronger support provider are rated higher than other instruments to reflect the 

difference in their probability of default. Debt instruments whose rating is credit enhanced by virtue of explicit 

support from a support provider, typically carry the letters ‘SO’ or ‘S’ in parenthesis suffixed to the rating 

symbol, to distinguish them from the entity’s other instruments. The suffixes to the rating symbol indicate that 

the rating so assigned is specific to the rated instrument and depends on the nature and structure of the 

explicit support. 

 

The common forms of explicit credit support along with their typical characteristics are discussed below. The 

list is not exhaustive as there could be several variations in the nomenclature and the structure of the support 

mechanism. As a result, each form of explicit support provided by a support provider is assessed by ICRA for 

its features on a case-by-case basis. 

                                                        
1
 Debt Service Reserve Account 

 
2
 To understand how ICRA evaluates the structural features associated with an instrument while assigning 

ratings, readers may refer to ICRA’s methodology titled “Approach for rating debt instruments supported by 
structural features (Non-Securitized Transactions)” available on ICRA’s website www.icra.in. To know about the 
framework that ICRA adopts for assessing the strength of implicit support available to a rated entity from a third-
party, please refer to ICRA’s methodology titled “Impact of Parent or Group Support on an Issuer’s Credit Rating” 
available on ICRA’s website. 
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1. Guarantee: It is a promise made by the support provider to fulfil the debt servicing obligations of the 

borrower in case the latter is unable to service them on its own. The obligations of the support provider 

are generally co-extensive with that of the borrower, unless otherwise provided in the contract. A 

‘Guarantee’ is generally legally enforceable. 
 

2. Shortfall Undertaking: It is a promise made by the support provider to fulfil the debt servicing obligations 

of the borrower only to the extent that the latter is unable to fulfil i.e. only to the extent of the shortfall. A 

‘Shortfall Undertaking’ is generally legally enforceable. 
 

3. Letter of Comfort / Letter of Intent / Letter of Support: It is a promise made by the support provider to 

take appropriate steps to ensure timely servicing of the debt obligations of the borrower. The borrower’s 

obligations are not transferred to the support provider and the support provider’s responsibility is generally 

limited to facilitate the borrower in servicing its obligations. A ‘Letter of Comfort’ and other such support 

mechanisms are generally not legally enforceable. 

 
 
 
 
 
 

While each of the above described support mechanisms enhances the credit profile of the underlying debt 

instruments; there are differences in terms of the degree of co-extensiveness of the support provider towards 

the borrower’s liability and the legal enforceability of the support. 

 

Moreover, it is not the mere nomenclature of the form of explicit support that is a credit differentiator; rather it 

is the content and the intent of the support. A ‘Guarantee’ can have clauses that make it similar to a typical 

‘Letter of Comfort’ by limiting the support provider’s liability or constraining its enforceability; while a ‘Letter of 

Comfort’ may have a clear mention of the support provider’s liabilities and commitments that effectively makes 

it similar to a typical ‘Guarantee’. 

   
II. ICRA’s approach for assessing the strength of the explicit support  
 

The extent of credit enhancement of a debt instrument (on the basis of explicit support from a support 

provider) over its base unsupported rating could range from an equalization of the rating of the debt 

instrument with that of the support provider (a case of credit substitution) to limited or no credit enhancement 

from the base unsupported rating level (in case of a weak form of explicit support). The various parameters 

that are assessed by ICRA to analyze the strength of the various forms of explicit credit support mechanisms 

are discussed below
3
. In addition to internal assessment, in certain cases, ICRA may also seek an 

independent legal opinion with respect to these parameters. 
 

» Enforceability: A support that is legally enforceable is stronger as compared to a one which though 

made in good faith, does not have a legal sanctity or may cease to have a legal sanctity in case of 

materialization of certain events. 

 

 

 

 

 

 

 

 

 

                                                        
3
 The mere presence (or absence) of certain words in the support documents does not necessarily mean that the 

support adheres to (or does not adhere to) the relevant principles. The wording and language of the support 
documents is analyzed in the context of their essence and intent as there may be provisions that dilute the 
strength of the support or despite the absence of certain words, the language of the support appropriately 
elucidates the intent of the support provider to abide by the relevant principles. 

A variant of a ‘Guarantee’ is a ‘Standby Letter of Credit/ Support’ which is generally provided by financial 
institutions to corporate sector entities that raise debt through instruments such as Commercial Papers. 
Here, the support provider promises to make the payment to the investors by the due date in case the 
borrower fails to do so. 

The bankruptcy and insolvency laws may provide protection to the borrower against recovery or 

enforcement of any support with respect to the loans and advances availed from lenders or creditors. 

This may delay the enforceability of the support as the lender may be restricted from invoking the 

support under the bankruptcy and insolvency laws. As the support becomes meaningless in such a 

scenario, a support which does not have provisions to provide an exit opportunity to the lenders before 

the borrower comes under the purview of the bankruptcy and insolvency laws (such as acceleration of 

debt payment when the performance of the borrower deteriorates to an extent that coming under the 

purview of the bankruptcy and insolvency laws is imminent), is exposed to legal risk with respect to its 

enforceability. 
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» Irrevocability: A support that is irrevocable such that the support provider is not entitled to revoke the 

support till the obligations are paid in full to the lender is stronger as compared to a support which can be 

revoked or deferred by the support provider for reasons such as breach of contract.   

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

» Un-conditionality: A support that is unconditional such that there are no conditions associated with the 

support provider honouring its obligations as per the terms of the support is stronger as compared to a 

support which is conditional. As an example, a support that requires the support provider to mandatorily 

pay to the lender upon invocation of the support, without recourse to any defence is stronger as 

compared to a support which requires the lender to first exhaust all judicial remedies against the 

borrower before demanding the payment from the support provider. The latter only provides for recovery 

from the support provider at the end of the litigation and does not ensure timely fulfilment of the 

obligations, making it a weak case for credit enhancement. 

 

» Invocation and payment mechanism: A support where the invocation and payment mechanism is such 

that it ensures timely servicing of the obligations is stronger as compared to a support which ensures 

servicing of the obligations, but not necessarily in a timely manner. The latter shall be the case when the 

invocation of the support is discretionary without any defined timelines or the date by which the payment 

is to be made by the support provider is not defined. 

 

 

 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

 

 

 

Enforceability and irrevocability in case of Overseas Support 
 

In case of an explicit form of support from an overseas support provider, such that the support is 

governed by the laws of a foreign country and is under the jurisdiction of international courts, the 

enforceability and irrevocability of the support is assessed with respect to the laws of the foreign 

country on a best effort basis. In addition, the domestic as well as the foreign country’s regulatory 

framework with respect to transfer of funds from the foreign country to India is also factored in to 

evaluate whether the support provider will be in a position to service the obligations on invocation of 

the support in a timely manner. 

Example of a support which ensures timely servicing of debt obligations 
 

The invocation and payment mechanism related to the support is such that if the borrower does not 

fund the designated repayment account by T-n (n business days before the due date T), the trustee 

or the lender has the right to invoke the support, whereupon, the support provider is required to fund 

the said account on or before the due date. 

 

Assessing adequacy of the timelines for the invocation and payment mechanism 
 

To ensure timely servicing of debt obligations, the timeline for the invocation and the payment 

mechanism associated with the support needs to be such that it takes into account the procedural 

(such as seeking approval for release of funds) and operational (such as cut-off time for inter-bank 

fund transfer) delays which may be involved with respect to the support. As an example, in cases 

where the administrative process involved in release of the funds is empirically longer, the T-n period 

defined for the invocation of support is typically prescribed to be longer.   

 

 

As the law (Indian Contract Act) relating to guarantees provides rights to the support provider that may 

relieve it of its obligations under certain situations (such as changes in the structure of the debt without 

the approval of the support provider), a support where the support provider does not explicitly waive-

off all such rights till the obligation is paid to the lender in full, is exposed to the risk of the support 

getting revoked by the support provider. 
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» Amount and tenure covered: A support which covers all the obligations that may arise with respect to 

the debt instrument (including in the event of debt acceleration) during its entire tenure is stronger, as 

compared with a support which covers either only a partial amount or is not valid for the entire tenure of 

the debt instrument. In the case of partial coverage, the risk of delays in debt servicing remains on the 

uncovered portion during the obligation’s tenure.  

Overall, the strongest form of explicit support is one that is legally enforceable, is valid for the entire tenure of 

the obligation and where the support provider has an unconditional and irrevocable obligation to pay the entire 

obligation with respect to the debt instrument in a timely manner without the ability to defer or limit paying for 

the obligation. This typically results in credit substitution of the debt instrument being rated with the credit 

rating of the support provider. The extent of credit enhancement vide other variants of explicit credit support is 

assessed by ICRA on a case-by-case basis depending on the relative strength of the support, basis the 

parameters discussed above. 

 

However, it may be noted that the mere presence of some form of explicit support does not necessarily imply 

that the rating of the borrower shall be credit enhanced. In case the support provider is related to the borrower 

and does not consider the latter to be strategically important or the borrower’s business economics are fragile, 

it is likely that the support provider reneges on its commitment to support the borrower, in a period of stress. In 

such cases, any credit enhancement in the rating of the borrower based on explicit support from a third-party 

may not be warranted. The above of course is not applicable in case the support is legally enforceable, 

irrevocable and unconditional such as in the form of a guarantee or any other such form of support. 

  

Also, in case there is any change in the structure of the support with respect to any of the parameters 

discussed earlier, it would mean that one of the key assumptions underpinning the credit enhanced rating is 

not valid any more. In such a scenario, ICRA may revise, withdraw or reassign the rating based on the revised 

structure of the support, depending upon the merits of the case. 

 

 

 

 

 

 

 

 

 

 

Support in case of bank loans  
 

In case of support for a bank loan, the contract is generally made in a standardized format (as 

prescribed by the lender concerned) which may not have a defined payment and invocation 

mechanism. Moreover, the responsibility of invoking the support is with the lender itself rather than 

a third-party (such as a trustee) as is the case with market instruments. In the absence of a defined 

invocation mechanism and the lender itself performing the duties of the trustee, the support in such 

cases is more likely to be invoked after the due date once the borrower fails to service the 

obligations. 

 

Thus, in the case of support for bank loans, the emphasis is generally not on the invocation 

mechanism, but rather on the assessment of the willingness and the ability of the support provider 

to ensure timely servicing of the obligations irrespective of whether the lender invokes the support 

or not. Thus, comfort from the support is taken only if ICRA believes that the support provider has 

strong self-interest in maintaining the creditworthiness of the borrower which in turn is dependent, 

among other factors, on the degree of business linkages, reputational sensitivity of the support 

provider and the degree to which there may be business or financial harm to the support provider if 

the servicing of debt obligations by the borrower are not timely. 
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Rating Suffixes 

 
The debt instruments whose rating is credit enhanced by an explicit support, typically carry the letters ‘SO’ or 

‘S’ in parenthesis suffixed to the rating symbol, to distinguish them from the entity’s other instruments. The 

criterion for selecting a particular suffix is dependent on the characteristics of the support, as per the broad 

description below: 

 

Symbol Characteristics of the support 

(SO) 

Stands for Structured Obligation; This suffix is used in cases where the debt 

instrument is backed by a guarantee or a shortfall undertaking or any other such 

form of support. 

(S) 
This suffix is used in cases where the debt instrument is backed by a Letter of 

Comfort or any other such form of support. 

 

Summing Up 

 

Credit enhancement of a debt instrument based on the presence of some form of explicit support from a 

stronger support provider is common in the non-financial as well as financial sectors. The enhancement in the 

rating on account of explicit credit support not only enables a borrower to get access to credit, but also helps 

reduce its cost. While assigning ratings on the basis of such support mechanisms, ICRA follows a transaction 

specific approach to evaluate the extent of credit enhancement which could be accorded to a given debt 

instrument over the base unsupported rating of the borrower. Overall, stronger the explicit credit support, 

higher the enhancement possible over the base unsupported rating. Accordingly, the rating outcome could 

vary from equalisation of the rating of the borrower’s debt instrument with that of the support provider, to 

limited or no credit enhancement from the base unsupported rating level in case of a weak form of credit 

support. 
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