Rating Criteria for InvITs and REITs
Investment trusts are investment vehicles to invest in revenue generating Infrastructure or Real Estate
projects. The trusts issue units subscribed by the investors. These trusts have a pass-through structure
and are required to distribute most of their earnings to unit holders. The trusts have a leverage restriction
of 49% on the NAV (Net Asset Value) or up to 70%, subject to certain conditions. There is also a limit of
investment in under-construction projects at 10% of the total assets for InvITs and 20% for REITs.
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The credit rating of an InvIT/REIT is an opinion on its ability to service the external debt availed by the
InvIT/REIT and by its portfolio of SPVs. It is not a view on the rating of individual SPVs in its portfolio.
It is not a view on the potential return to the unit holders. The InvIT/REIT can issue fresh units at any
time and also acquire new assets in its portfolio. An InvIT/REIT receives interest and principal from the
SPVs it has extended loans to and also dividends from the SPVs. These cash flows are used to make its
debt payments, and 90% of the net distributable cash flows are distributed to the unit holders.
Brickwork Ratings’ (BWR’s) rating for InvITs/REITs focuses on the assessment of the business risk,
financial risk and management quality of the InvIT/REIT and the underlying SPVs. Since the
InvIT/REIT is dependent on the underlying assets in the SPVs, the assessment revolves around the
credit quality of these projects and cash flows that they generate. The credit risk profile of the
underlying projects is assessed using criteria relevant to the sectors that these projects are in. The ability
of the InvIT/REIT to meet its obligations is assessed based on the following key parameters:
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Business Risk
The InvIT/REIT is an investment vehicle; thus, its risk is derived from the underlying assets in the SPVs
it holds. This is assessed using the models applicable to the segment in which the underlying projects
are, such as, Toll roads, Annuity roads, Hybrid Annuity roads, Thermal power, Solar power, Wind
power, Airports, Ports, Malls and Offices. To assess the risk in the InvIT/REIT, an assessment of the
underlying projects is undertaken in the following aspects.

•

Revenue risk

Debt repayment is dependent on the revenue surplus from the underlying projects. An assessment of
demand and pricing, competitiveness, long-term contracts, the availability of inputs for continuous
operations and the reasonability of projections is undertaken.

•

Operational metrics of underlying projects, operational track record of
projects

While only 10% projects in InvITs and 20% projects in REITs can be in the construction phase, the
operational track record of the operational projects can vary substantially and is a key determinant of
the stability of future cash flows. Additionally, tie-ups for inputs and price volatility constitute an
important element of the project’s ability to generate sufficient and stable cash flows. The ability to
undertake regular and major maintenance and setting aside reserves for the same are also critical
parameters considered.

•

Diversity of projects

Since InvITs/REITs are dependent on the cashflows from the underlying projects, and they are
structured to be considered much safer than individual projects, the structure cannot be depended on
a single or a few large, concentrated projects. The structure derives its safety from the pooling of cash
flows from all projects to meet the debt obligations. Hence, the funds need to be invested in a variety of
unrelated projects across geographies, counterparties and types of assets to ensure low correlation
among receivables.

•

Credit quality of projects and Average quality of counterparties in projects

While diversity in projects is important, the quality of each project is equally important. Individual
projects are assessed for various safeguards in place to ensure that operations will be in line with the
projections and that there are not stumbling blocks that could derail cash flows. These would involve
the assessment of their contracts, pricing adequacy, competition, counterparties, operations team and
track-record, among others.

•

Event risk

The projects could be vulnerable to unfavourable events that could lead to a disruption in cash flows.
An assessment of possible events in the different projects is carried out, and safeguards in contracts to
compensate in the case of such an event are analysed. Specifically, force majeure clauses, termination
payments in contracts and any insurance covers and the adequacy of these are assessed.
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Regulatory risk

The regulatory framework brings necessary stability in the operating environment for projects.
Regulatory changes and their expected impact are assessed. In addition, any intervention in pricing by
the regulator can have a negative or positive impact on the projects. Sectors with over regulation could
be constrained in their assessment.

Financial Risk
The financials of individual projects are assessed to see the surplus available to make debt payments.
Financials at a consolidated level are also assessed to assess the surplus available on a pooled basis to
meet the debt repayments of the InvIT/REIT.

•

Average DSCR, stressed DSCR and leverage

Leverage for InvITs/REITs is restricted to 49%, extendable to 70% on getting a AAA rating, having a
track record of at least six distributions on a continuous basis, using the funds for the acquisition of
infrastructure projects and subject to getting the unit holders’ approval. The actual leverage within this
permissible limit is assessed to gauge the ability to raise funds at the appropriate time. The ability to
get long-tenure funds is key to keeping the DSCR under control to absorb any volatility in cash flows.
While operational projects are expected to have more stable and predictable cash flows, there could be
stressed periods of lower cash flows, and hence, a stress DSCR is also assessed.

•

Stability of cash flows

Average DSCR provides a view on the overall quality of the projects. However, volatility in specific
periods could lead to a different credit profile for the InvIT/REIT. A portfolio of projects with more
stable cash flows that has also been demonstrated over time improves the credit profile of the
InvIT/REIT. While the segment to which the projects belong defines a large part of the stability, with
transmission projects and annuity projects having more stable and predictable cash flows and wind/
solar power projects and toll roads having a lower stability in cash flows, predictability is better
established with a track record of operations of a few years for the project.

•

Project profitability

The IRR generated from the projects shows the strength of the surplus project cash flows through the
tenor of the InvIT/REIT and is a determinant of the attractiveness of the projects and their ability to
attract investors looking for a predictable long-term return on the investment.

•

Refinance, interest rate and forex risk

Structuring of the assets and liabilities is important, given the long tenor of the projects and debt taken
by the InvIT/REIT. Clauses and flexibility related to refinancing, if required, due to a tenor mismatch
or ballooning cash flow structure, need to be assessed. Additionally, any unhedged interest rate and
forex risk can be a credit dampener, given the uncertainty that may exist in such long tenors.

•

Financial Flexibility and Liquidity

Liquidity mismatches can be pronounced between cash inflows and debt pay-outs. It will be key to
assess the liquidity smoothening measures adopted by the trust, including DSRA availability, undrawn
credit lines from reliable sources and the ability to raise short-term funds, if required. The mechanism
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for the creation of reserves for major maintenance and timing of dividend pay-outs will additionally be
assessed.

Profile of sponsor, management Strategy, risk appetite, competence and integrity
While the provisions of an InvIT/REIT make it independent of the sponsor, the profile of the sponsor
is key in determining the quality of projects that the InvIT/REIT carries in its portfolio. Moreover, in
most instances, the sponsor is likely to be the provider of O&M, which may be impacted by the profile
of the sponsor.
A discussion is held with the management on the strategy of project selection, funding, operations of
projects, and future investment and funding strategies to assess the risk appetite and competence to
achieve success.

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, Nonconvertible / 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, Nonconvertible / 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
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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.
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.

InvIT/REIT - Version 1.0 - Effective from 17 June 2021

Page 5 of 5

