
ank Fi nance Rat ings
(BFRs) in cor po rate the
un der ly ing credit risk of 

the bor rower and the sup port pro -
vided by the col lat eral and cove -
nants pack age, which im prove the 
re cov ery pros pects of spe cific fi -
nanc ings. BFRs have gained mo -
men tum in ter na tion ally over the
past dec ade as a re sult of the in -
creased em pha sis on credit risk
man age ment. The ex pand ing rec -
og ni tion of the need and ac cep -
tance for such rat ings is evi dent
by the fact that by 1999 bank fi -
nanc ings worth more than US$1
tril lion were rated (mainly in U.S.
and Europe) and this vol ume con -
tin ues to grow. BFRs have also
gained wide spread ac cep tance in
Asia fol low ing the  fi nan cial cri sis
faced by the re gion in the late 90's 
and by 1999 syn di cated fi nanc -
ings of ap proxi mately US$ 70b
had been rated. 

A BFR com bines JCR- VIS's as -
sess ment of an or gani za tion's abil -
ity to meet its un se cured fi nan cial
ob li ga tions with the like li hood of
ul ti mate re pay ment of the par ticu -
lar fi nanc ing be ing rated through
the en force ment of se cu ri ties
and/or other cove nants by the
lender. The higher the en tity (i.e.
sen ior un se cured debt) rat ing, the

more im por tance is given to time -
li ness of re pay ment of the fi nanc -
ing as the prob abil ity of de fault
di min ishes; the lower the en tity
rat ing, more em pha sis is placed
on the re cov ery pros pects of the
fi nanc ing in the post- default sce -
nario. 

The ini tial pro cess of as sign ing 
a BFR is simi lar to that of an en tity 
rat ing i.e. JCR- VIS's ana lysts ex -
am ine all quali ta tive and quan ti ta -
tive fac tors that im pact the credit
qual ity of the bor -
rower. Once the
en tity rat ing has
been ar rived at,
our ana lysts re -
view the spe cific
char ac ter is tics
and the struc ture
of the fi nanc ing
be ing rated in or der to de ter mine
the ex tent to which the lender is
ad van taged or dis ad van taged with 
re spect to the un se cured credi tors
of the bor rower in the case of de -
fault on that par ticu lar fi nanc ing. 

The fi nanc ing struc ture is ana -
lyzed to cover such fac tors as the
po si tion ing of the fi nanc ing in the
capi tal struc ture (e.g. the higher
the po si tion ing, the bet ter will be
the chances of ul ti mate re cov ery), 
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the re pay ment sched ule of the fi -
nanc ing (e.g. shorter tenor and
faster am or ti za tion of the fi nanc -
ing may miti gate the level of un -
cer tainty as so ci ated with the
fu ture per form ance of the bor -
rower), qual ity and re al iz abil ity of
se cu rity against the fi nanc ing and
any ad di tional pro tec tion pro vided 
to the lender by the fi nanc ing
cove nants. 

As sess ment of qual ity of se cu -
ri ties in cludes, among other fac -
tors, their cur rent valua tion
(in clud ing forced sales val ues),
na ture of charge, prob abil ity of ob -
so les cence, and the level of en -
force abil ity of the se cu ri ties as

in cor po rated in
the le gal docu -
men ta tion. Both
pos si ble post-

 default sce nar ios, i.e. liq ui da tion
and re or gani za tion are con sid ered
for as sess ing the ul ti mate re cov -
ery pros pects of the fi nanc ing.
The as set valua tion tech nique
used will vary ac cord ing to the na -
ture of the busi ness of the bor row -
ing en tity and of the un der ly ing
se cu ri ties. Pres ence of other cove -
nants does not auto mati cally
trans late into a higher rat ing. How -
ever, the cove nants can serve to
re in force the se cu rity pack age.

The above ex plained analy sis
de ter mines the de gree of varia tion
of the BFR from the en tity rat ing of 
the bor rower. Se cured fi nanc ings
may nor mally re ceive a rat ing that
is one to three notches higher than
the en tity rat ing of the bor rower.
JCR-VIS ad justs its notch ing pol icy
as the rated en ti ties ap proach in -
vest ment grade re sult ing in smaller 
varia tions from their en tity rat ings

for higher rated en ti ties. As the rat -
ings be come higher the re li ance on 
col lat eral
be comes
pro gres -
sively
lower.
Con -
versely, in 
the lower
rat ing grades the ul ti mate re cov ery 
pros pects and claim pri or ity as -
sume greater im por tance. 

Global stud ies have in di cated a 
strong cor re la tion be tween BFRs
and the amount of ul ti mate fi nanc -
ing loss in de fault situa tions. BFRs
pro vide im por tant in de pend ent risk 
ap prais als of spe cific fi nanc ings,
ease in fi nanc ing syn di ca tion and
an ob jec tive ba sis for pric ing of
bank fi nanc ings linked to the risk
fac tor in di cated by the rat ing. A fur -
ther po ten tial bene fit is the pos si ble 
crea tion of a sec on dary mar ket for
re- packaged rated fi nanc ings (such 
mar kets al ready ex ist in most de -
vel oped econo mies) pro vid ing
lend ers with a fresh source of fund -
ing and in creas ing the flexi bil ity of
the lender's as set port fo lio. 

JCR-VIS places the BFRs un der 
sur veil lance for their out stand ing
tenor and will moni tor the fi nan cial
per form ance of the bor rower,
status of se cu rity and en force ment
of cove nants of the fi nanc ing be ing 
rated and spe cific BFRs may be
main tained, up graded or down -
graded at any time dur ing their
tenor. For the pur pose of main tain -
ing uni form ity, JCR-VIS rates BFRs 
on its long- term rat ing scale.
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Im por tant Rat ing
Con sid era tions in BFRs
I. Man age ment & Con trols 

– Qual ity & sta bil ity of top
man age ment tier

– Suc ces sion plan ning
– In for ma tion tech nol ogy
– In ter nal con trols

II. Re sources / Risks
– Vul ner abil ity to changes in

regu la tory & fis cal poli cies
– In dus try dy nam ics & busi ness risk
– Di ver sity in prod uct mix

III. As set Qual ity 
– As set mix: de ploy ment of as sets 
– Growth in as sets
– Fu ture BMR / capex re quire ments

IV. Op er at ing Per form ance
– Sources of reve nues & sta bil ity and 

qual ity of earn ings 
– Op era tional ef fi ciency
– Ef fec tive utili za tion of fi nan cial

lev er age

V. Li quid ity 
– Cash flows (level, growth,

sea son al ity/cy cli cal ity)

– Debt cov er age
– Avail abil ity of un- utilized credit lines
– Match ing of funds

VI. Ex ter nal Sup port
– The fi nan cial strength and sup port

of the spon sors of the bor rower
– Third party guar an tees, if any

VII. Capi tal Struc ture of the
Bor rower 
– Ex ist ing capi tal struc ture
– Pro posed capi tal struc ture with

in duc tion of new fi nanc ing 
– Po si tion of the pro spec tive fi nanc ing 

in the pro posed capi tal struc ture 

VIII. Fi nanc ing Struc ture
– Re pay ment sched ule
– Na ture of col lat eral 
– De ter mi na tion of as set value

se cured as col lat eral against the
pro spec tive fi nanc ing

– Le gal docu men ta tion 
– Re al iz abil ity of col lat eral 
– Strength of fi nan cial & re stric tive

cove nants in pro tect ing the
lender's in ter ests
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He ob tained his B.S in Civil En gi neer ing from NED Uni ver sity of En gi -
neer ing and Tech nol ogy, Ka ra chi. He also has Mas ters de grees in En gi -

neer ing and Busi ness Ad min istra tion from USA. His re search work has been pub lished in vari ous 
in ter na tional jour nals.

Saad Ah med Ma dani
cur rently leads in vest -
ment bank ing & DFIs rat -
ings. He has worked ex -
ten sively on in dus try and
Is lamic Fi nance rat ings
and is also in volved in rat -
ings of vari ous leas ing
com pa nies and com mer -
cial banks.

He is a Char tered Ac -
count ant (CA) from the In sti tute of Char -
tered Ac count ants of Paki stan.

Sa daf Shab bir is in volved 
in rat ings in the in dus trial, 
leas ing and com mer cial
bank ing sec tors. Prior to
join ing JCR-VIS, she
worked on sev eral proj -
ects per tain ing to stra te -
gic plan ning and
or gan iza tional build ing.

She holds a Mas ters de -
gree in Busi ness Ad min -

istra tion from the In sti tute of Busi ness
Ad min istra tion, Ka ra chi.
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