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Introduction 
This rating methodology explains FiinRating’s approach to assessing credit risk of non-

financial corporates in Vietnam. This methodology is intended as a general guidance to help 

companies, investors and other market participants to understand how FiinRating looks at 

quantitative and qualitative factors significant in explaining rating outcomes in this sector. 

The methodology is driven by a scorecard, which is a simple representation of the relevant 

data and how it is combined. The scorecard is used by the FiinRating’s analysts and by the 

Rating Committee to assess the creditworthiness of a non-financial corporate issuer in 

Vietnam. However, the scorecard is just a reflection of a framework (and not a model) and 

thus cannot and does not incorporate or consider every rating consideration. This is 

especially true for the more qualitative factor scores that are denominated as adjustment 

factors to the qualitative factor scores. The weights for the factor scores and qualitative 

adjustments shown in this document are for reference only and their importance may 

vary substantially.  

In addition, ratings are forward-looking opinions about an issuers’ future capacity and 

willingness to honour its obligations to creditors, but the scorecard uses historical data. As a 

result, the assigned rating may deviate from the scorecard-indicated rating range in such 

cases, where a rating committee deems this to be appropriate. 

 

About this Methodology 
This methodology is used to assess the creditworthiness of non-financial corporate issuers in 

Vietnam. 

 

Key Rating Factors for the Scorecard 

The scorecard contains three basic factors: 

- Factor 1: Industry Risk 

- Factor 2: Business Risk 

- Factor 3: Financial Risk 

 

These factors encompass a number of sub-factors which are combined to the factor scores 

using different weightings. The factors and sub-factors are a combination of qualitative 

assessment and data-driven indicators, which are described in more detail in Discussion on 

the Factor Scores section of this document.   
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Exhibit 1: Factor and sub-factors for the Corporate Rating Methodology 

Factor Sub-Factor 

Factor 1:  

Industry Risk 

Growth prospects of the industry 

Cyclicality of the industry 

Competitive intensity in the 

industry 

Regulatory Risk 

Factor 2: 

Business Risk 

Scale 

Business Profile 

Factor 3: 

Financial Risk 

Profitability 

Leverage and Coverage 

 

In addition to these factor scores, we look at several adjustment factors, which are of a more 

qualitative nature and are considered during a Rating Committee. These are: 

1. Investment and Acquisition Strategy 

2. Financial Controls 

3. Liquidity Management 

4. Foreign-Currency Related Risks 

5. Event Risk 

 

Measurement of Key Rating Factors 

In the section “Discussion of the Factor Scores”, we describe our approach to scoring each 

sub-factor and we also explain why we deem them to be meaningful indicators to use in our 

assessment of credit quality. We describe how the indicators are calculated and assessed 

and what data we use as well as the weighting for each sub-factor.  

 

Mapping Factors to the Rating Categories 

Once each sub-factor has been calculated or assessed, the outcome is mapped to one of 

five broad risk categories, from Very High (VH) to Very Low (VL). We then determine the 

factor score by using the same scale and the relative weights assigned to each sub-factor to 

arrive at a score for each factor. 

Exhibit 2: Risk categories used in the methodology 
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Determining the Scorecard-indicated Rating Range 

Factor 2 “Business Risk” and Factor 3 “Financial Risk” are combined to form the company’s 

Intrinsic Financial Strength. Intrinsic financial strength is the credit assessment of the 

corporate on a standalone basis. This is done according to the below combination matrix. 

 

Exhibit 3: Proposed combination matrix to combine Factors 1 and 2 into Intrinsic Financial Strength1 

 
 

 

“Intrinsic Financial Strength” is then combined with Factor 1 “Industry Risk” according to the 

below matrix to arrive at a preliminary scorecard-indicated rating range. 

 

Exhibit 4: Proposed combination matrix to combine Industry Risk with Intrinsic Financial Strength 

  
 

  

 
1 This matrix is a suggested framework. It needs to be data tested with data for the Vietnamese 
market.  

VH H M L VL

VL AAA / AA- AAA / AA- A+ / A- BB+ / BB- B+ / B-

L A+ / A- A+ / A- BBB+ / BBB- BB+ / BB- B+ / B-

M A+ / A- BBB+ / BBB- BB+ / BB- B+ / B- CCC+ / CCC-

H BBB+ / BBB- BB+ / BB- B+ / B- CCC+ / CCC- CC+ / C

VH BB+ / BB- B+ / B- CCC+ / CCC- CC+ / C CC+ / C

Industry Risk

Intrinsic Financial Strength
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From this scorecard-indicated rating range, the adjustment factors are applied to arrive at a 

final scorecard-indicated rating range. This is a three-notch rating range.  

The final rating will usually fall inside of the 3-notch final scorecard-indicated rating range. In 

some rare circumstances, the rating may also fall outside of the range. For the best and 

worst bucket (AAA to AA- and CC+ to C), the rating-range is a 4-notch range.  

The final rating result will be voted among the members of Rating  Sub- Committee of 

each rating contract.   

Exhibit 4: Methodology in a Snapshot 
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Discussion of the Factor Scores 
In this section follows a description of each factor and sub-factor used in the methodology 

and why they are important to be considered for the scorecard:  

In this methodology for non-financial corporate issuers in Vietnam, the following broad 

categories are considered: 

1. Industry Risk 

2. Business Risk 

a. Scale 

b. Business Profile 

3. Financial Risk 

a. Profitability 

b. Leverage and Coverage 

c. Financial Policy 

In addition, adjustment factors used in the scorecard are also discussed.  

 

Factor 1 : Industry Risk 

Industry risk measures the environment in which a company operates. It provides a broad 

context for the credit assessment for a specific entity. Industry risk can be the reason why 

two companies with similar intrinsic financial strength assessments (business and financial 

risk) but operating in different industries are rated differently from each other.  

 

Exhibit 5: Industry Risk: sub factors  

Sub-factor Sub-factor assessment 

Growth Prospects of the Industry 2 VL L M H VH 

Cyclicality of the Industry VH H M L VL 

Competitive Intensity VH H M L VL 

Regulatory Risks VH H M L VL 

 

 
2 Note that the scale is inversed for growth prospects. Poor growth prospects correspond to a VL 
scoring, while very strong grow prospects are assessed as “VH”. 
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Sub-factor A: Growth prospects of the industry 

Corporates that operate in high growth industries are expected to benefit from an increase in 

their earnings and returns at a faster rate than corporates functioning in industries than may 

be in more mature industries or low growth phase. However, functioning in a higher growth 

environment is not a sufficient condition for low credit risk characteristics. High growth 

industry is a piece of the analysis along with volatility and sustainability of long-term growth.  

 

 

Sub-factor B: Cyclicality of the industry 

Cyclical industries are those that are much more dependent on economic performance and 

commodity prices for their performance. Corporates such as general manufacturing 

(automobiles), real estate, retail or corporates in the oil, metals and agricultural sectors are 

exposed to economic and commodity prices cycles, which could have a significant impact on 

their creditworthiness. In general, cyclical industries have a lower resilience for higher 

leverage as adverse shifts in revenues and costs increase credit risks. All things being equal, 

corporates that function in industries that have stable demand and outcomes have lower 

credit risks. 

 

 

Sub-factor C: Competitive Intensity  

Corporates in intensely competitive industries are less likely to grow revenues and profits 

sustainably. A couple of factors point to competitive intensity: high industry fragmentation, 

similar market share of market players, low entry barriers, high exit barriers, commodity 

nature of product/service, customers can change service providers easily and excess 

production capacity. Regulatory actions could also chance the level of competitive intensity 

in an industry. A corporate in a very competitive industry would face higher credit risks.  

 

 

Sub-factor D: Regulatory Risk 

It is important to analyse the government’s role in the industry – whether it is a facilitator of 

the industry or if it exercises control over many areas of the industry. Also, important to 

assess is the extent of susceptibility of an industry’s performance to the government policies 

with regards to subsidies, taxation and trade restrictions and duties. Excessive intervention 

or control can introduce volatility in revenues and profits, which increases credit risks for a 

corporate.  
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Factor 2 : Business Risk 

A company’s own business position is a very important driver of the assessment of credit 

risk. Business Risk is assessed under the methodology by looking at a company’s scale in 

relation to its competitors as well as its overall business profile. The business profile 

assesses such factor as the competitive characteristics of the company vis-à-vis its peers as 

well as the company’s market share. Portfolio differentiation of the company, in terms of 

products/services, markets and geographical differentiation are also considered. In addition, 

the cost-controlling ability of the issuer is assessed.  

 

Sub-Factor A: Scale 

Why is it relevant? 

The revenue-generating capacity of a corporate issues is one of the most critical factors to 

assess overall market strength, importance of the market served and staying power. 

Corporates with a larger revenue base are usually better able to withstand cyclical shocks in 

the industry. They also have a greater flexibility to adjust to changing demand and supply 

scenarios.  

A large revenue base also leads to important economies of scale in raw material purchasing 

and sourcing as well as for functions such as finance, legal, tax and accounting. The higher 

cash-flows usually generated by larger companies may be applied to capital reinvestment 

and debt reduction, which generates better access to markets and reduced cost of capital. 

How is it measured? 

The revenue generated during the most recent period is a good estimate of the revenue that 

can be expected in the following year and also in comparison to other companies in similar 

industries at the same point in the cycle. That said, the Rating Sub- Committee will consider 

forecasts for revenues based on the assumptions of the company’s management as well as 

FiinRating’s analysts’ forecasts and estimates for discussions.  

 

Sub-Factor B: Business Profile 

Why is it relevant? 

Through the qualitative assessment of a company’s Business Profile, a company’s long –

term viability is considered. A Rating Committee will consider the following factors:  

- current and expected future market share  

- competitive advantages vis-à-vis competitors 

- differentiation and diversity of the product/services portfolio (products, markets, 

geography) 

- ability to control cost 

 



 

Page 10 

 

Financial Information  Business Information   Research    Credit Rating   

    

How is it measured? 

In assessing the Business Profile factor, FiinRating relies on comparing a company 

qualitatively to other companies in the market. Each of the sub-factors carries the same 

weight in our final assessment for the Business Profile score. 

 

Exhibit 6: Business Profile: Sub-factors 

Sub-factor Sub-factor assessment 

Market Share VH H M L VL 

Competitive 

Advantages 
VH H M L VL 

Portfolio Differentiation VH H M L VL 

Cost Controlling Ability VH H M L VL 

 

 

Factor 3 : Financial Risk 

Under the Corporate Ratings methodology, timeseries for past financial performance as well 

as FiinRating’s forecasts are analysed. They provide a useful reference to understand the 

financial performance of a given issuer but also help a Rating Sub- Committee compare a 

company’s financial performance with its peers. 

 

Sub-Factor A: Profitability 

Why is it relevant? 

Profits are a necessary precondition for a companies’ continued success as profits allow the 

company to invest into factories, R&D, marketing and human capital in order to maintain the 

competitive position. Ultimately, profits will turn into free cash flow available to pay investors 

in the company, both debt and equity investments.  

High and sustained profits also indicate a strong competitive advantage. If a business returns 

high profits combined with a stable market share, it suggests that the business is protected 

by barriers of entry. This prohibits a major competitor to emerge and take away profits and 

market share, this meaning that the high profitability is likely going to be maintained in the 

future. 
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How is it measured? 

FiinRating utilizes EBITDA margins – earnings before interest, taxes, depreciation and 

amortization - to measures profitability. The volatility of profitability is also considered. 

 

Exhibit 7: Sub-factors to assess Profitability3 

Sub-factor 
Sub-factor indicator 

Very High High Medium Low Very Low 

Profitability 
EBITDA-margin 

(%) 
     

Volatility of 

Profitability 

Volatility in EBITDA 

over the last 4 years 
     

 

 

Sub-factor B: Leverage and Coverage 

Why is it relevant? 

Leverage and coverage are important factors to assess a company’s financial flexibility and 

sustainability of operations. Financial flexibility is of great importance to respond to changes 

in the business environment, bet it changing consumer preference, regulatory changes, 

challenges from existing or emerging competitors or other unexpected cost.  

For this factor, FiinRating looks at the following indicators: 

- EBITDA to Interest Expense to assess the ability of the company to meet ongoing 

costs of borrowing 

- Debt to EBITDA as a leverage ratio to assess debt serviceability 

- Free Cash Flow (FCF) to Debt is useful to assess free cash flow after reinvestments 

to the company’s stock of debt 

- Retained Cash Flow (RCF) to Debt compares available working capital to investors 

interest as it indicates the availability of cash before working capital but after payment 

of dividends. 

- Foreign-currency denominated debt to Debt assesses the risks to the debt structure 

stemming from exchange-rate shocks.  

A Rating Committee may not always deem strong FCF to debt ratios as something 

worthwhile, if the company is considered to favour remaining competitive by not investing 

 
3 We could consider adjusting EBITDA to take out the effect of unusual and non-recurring charges, 
such as impairment or other write-down of asset value. However, we may also consider the nature of 
unusual expenses to get a better sense of the underlying trends. If a company has one single 
restructuring event, we may take out the corresponding charges. However, if the company has 
recurring, annual restructuring charges, we may assess profitability inclusive of these charges as they 
do suggest an underlying trend, too. 
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enough. This will ultimately inhibit the company’s prospects and result in a loss of market 

share and operating results over time.  

 

How is it measured? 

- EBITDA to Interest Expense is measured by looking at EBITDA for the previous three 

years (depending on availability of information) period divided by interest expenses 

over the same period 

- Debt to EBITDA is measured by looking at the stock of debt divided by EBITDA for 

the previous three years (depending on availability of information) period 

- Free Cash Flow (FCF) to Debt is calculated as FCF for the previous three years 

(depending on availability of information) period divided by the stock of debt 

- Retained Cash Flow (RCF) to Debt is calculated as RCF for the previous three years 

(depending on availability of information) period divided by the stock of debt 

- Foreign-currency denominated debt to debt is calculated as the stock of debt in the 

last 3 reporting periods 

 

Exhibit 8: Leverage and coverage: Indicators 

Sub-factor Very High High Medium Low Very Low 

EBITA / Interest 

expenses 
     

Debt / EBITDA      

FCF / Debt      

RCF / Debt      

FC debt / Debt      

 

Sub-factor C: Financial Policy 

Why is it relevant? 

Financial policy is a broad sub-factor and it is mainly a qualitative assessment. It focuses on 

management and board responses to various issues. This is important because a 

management’s and boards views on financial risks is very closely related to debt levels and 

the risks of adverse changes in financing and capital structures, and thus directly affects our 

assessment of the company’s credit quality. 
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The following issues are assessed: 

• Experience of owner/management in the industry 

• Commitment of the owner/management to the company 

• Policies on leverage, managing interest rate risks and currency risks 

• Assessment on how management uses cash flow through different phases of the 

economic cycle 

• Management past success and track record of meeting past business targets and 

controlling leverage  

• Managements response to changes in the liquidity environment and shocks to credit 

markets, competitive pressures and regulatory challenges.  

• Track record of balancing interest of shareholders and creditors.  

 

How is it measured? 

As this is a qualitative assessment, the answers to the above questions are collected and 

then applied to the below grid. 

 

Exhibit 9: Risk evaluation for Financial Policy 

Sub-factor Very High High Medium Low Very Low 

Financial policy 

Expected to 

have 

extremely 

conservative 

financial 

policies; very 

stable 

metrics; 

keeps to its 

targets for a 

credit profile 

consistently 

and 

sustainably 

Expected to 

have predictable 

financial policies 

that preserve 

creditor 

interests. 

Although 

modest event 

risk exits, the 

effect on 

leverage is small 

and temporary; 

strong 

commitment to 

a solid credit 

profile.  

Expected to 

have financial 

policies that 

balance the 

interest of the 

creditors and 

shareholders; 

some risk of 

rating migration 

based on a 

modest track 

record of 

meeting past 

targets and 

modest 

resiliency to 

shocks.  

Expected to have 

financial policies 

that favour 

shareholders 

over creditors; 

weaker success 

in meeting 

planned targets; 

low resiliency to 

shocks and 

changes to 

liquidity.  

Expected to have 

financial policies 

that create 

elevate risk of 

debt 

restructuring in 

varied economic 

conditions 
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Adjustment Factors 
Adjustment factors help a Rating Sub- Committee to factor in other more qualitative 

assessments into the scorecard and provide market participants with an easy to understand, 

comparable way of gauging FiinRating’s view on such key qualifiers. The view about these is 

formed through meetings with the company’s management as well as from a comparative 

analysis among peers. The methodology includes five adjustment factors that help refine the 

intrinsic strength assessment of the corporate. These are:  

 

AF 1: Investment and Acquisition Strategy  

Management’s investment strategy and future plans are incorporated in this adjustment 

factor of the methodology. Acquisitions can strengthen a company’s business if they are 

planned for adequately and financially sustainable. The methodology allows for the 

anticipation of acquisitions, share-buy-back activity, as well as a strong commitment to 

leverage targets. The methodology allows a positive adjustment of up to 2 notches. 

 

AF 2: Financial Controls 

This adjustment incorporates any ongoing or consistent issues in the company’s financial 

reporting process. For example, are there financial restatements, delays in regulatory filings, 

sudden changes in auditors, all or one could be indications of internal control failure. This 

adjustment can only be a negative adjustment of up to -2 notches. 

 

AF 3: Liquidity Management 

An entity’s financial flexibility is reflected in this adjustment. For example, this takes into 

account the corporates un-utilised bank credit limits, liquid investments and positive 

relationships with banks, financial institutions and intermediaries. This can only be a positive 

adjustment of up to 2 notches. 

 

AF 4: Foreign-Currency Related Risk 

This incorporates the risk that arises when a corporates costs and revenues are 

denominated in different currencies. For example, this would include a company that sells in 

the domestic market but has large foreign-currency import payments. Such a situation 

introduces more volatility and credit risk to the profile than a standard corporate that has a 

well-diversified revenue/cost structure. Foreign currency risk could also emanate from un-

hedged liabilities, especially for entities earning mostly in local currency. This is a negative 

adjustment of up to -2 and reflects a tendency for higher credit risk given business model. 
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AF 5: Susceptibility to Event Risk 

This adjustment factor incorporates the possibility of an unexpected event that could cause a 

sudden and sharp decline in an issuer’s fundamental creditworthiness. Typically, such 

special events include a hostile merger and acquisitions, asset sales, spin-offs or a capital 

restructuring programme, etc. Crystallisation of contingent liabilities or off-balance sheet 

exposures are also included in this adjustment. This is a negative adjustment of up to -2 

notches, reflecting the higher risk of a sudden rating migration.  
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Sample Scorecard and Scorecard Mechanics 
 

 

 

Note: Possibility to cap the maximum number of notches from adjustments. Currently, up to 

4 notches positive adjustments, and up to -6 in negative adjustment.  

 

Scorecard
Preliminary Rating Range

Adjustments (notches)

Final Rating Range

Weight Sub-factor
Sub-factor 

weight
Assessment VH H M L VL

F1 Industry Risk M 0 0 0 0 0

Growth Prospects 25% VH 1 0 0 0 0

Cyclicality 25% VL 0 0 0 0 1

Competitive Intensity 25% VL 0 0 0 0 1

Regulatory Risk 25% M 0 0 1 0 0

Intrinsic Financial Strength M

F2 Business Risk M 0 0 1 0 0

Scale 50% Revenues M 0 0 1 0 0

Business Profile 50% M 0 0 1 0 0

Market Share 25% M 0 0 1 0 0

Competitive Advantages 25% M 0 0 1 0 0

Portfolio Differentiation 25% VL 0 0 0 0 1

Cost Controlling Ability 25% VH 1 0 0 0 0

F3 Financial Risk H 0 1 0 0 0

Profitability 50% H 0 1 0 0 0

EBITDA-margin 50% M 0 0 1 0 0

Volatility in EBITDA 50% VH 1 0 0 0 0

Leverage and Coverage 50% H 0 1 0 0 0

EBITA / Interest expenses 25% VH 1 0 0 0 0

Debt / EBITDA 25% VL 0 0 0 0 1

FCF / Debt 25% VH 1 0 0 0 0

RFC / Debt 25% VH 1 0 0 0 0

Adjustment Factors -2

AF 1: Investment and Acquisition Strategy 2

AF 2: Financial Controls -2

AF 3: Liquidity Management 1

AF 4: Foreign-currency related risks -2

AF 5: Susceptibility to Event Risk -1

ABC Industries Ltd.

BB+ / BB-

-2

B+ / B-


