Rating Criteria for Infrastructure Debt Funds under Mutual
Funds Scheme
Executive Summary
Infrastructure forms the backbone of an economy, playing a key role in providing connectivity,
employment and education. The quality of infrastructure dictates the extent of development in a country.
Infrastructure projects by their nature are long-term and returns on the same can be seen only after they
have been in operation for a few years. Companies in the infrastructure sector have a long gestation period
and are highly capital-intensive in nature. Their revenue streams are expected over a longer term as
compared to other sectors as infrastructure projects normally have a higher gestation period and longer
project life.
Given the strategic importance of the sector, there is a need for adequate and timely financing to bolster
the development of infrastructure projects in the country. The Government of India and Reserve Bank of
India (RBI) have undertaken various measures to improve infrastructure financing in India. However, a
vast demand-supply gap still remains to be bridged. In light of the same, Infrastructure Debt Funds (IDFs)
have been introduced through Public-Private Partnerships (PPPs) in the sector to provide an impetus to
these projects and ease the funding process.
IDFs are investment vehicles that can be created in the form of a mutual fund or NBFC for channelizing
investment into the infrastructure sector. An IDF in the form of a mutual fund is regulated by the Securities
and Exchange Board of India (SEBI), whereas an IDF-NBFC is governed by the RBI. According to the RBI,
IDFs essentially serve as vehicles for refinancing the existing debt of infrastructure companies, creating
fresh headroom for banks to lend to fresh infrastructure projects.
Brickwork Ratings (BWR) assigns ratings to IDFs on the long-term rating scale. The rating is followed by
an “idf mfs” suffix to indicate that the ratings have been assigned to IDFs. It should be noted that a rating
assigned to an IDF is not indicative of the probability of default of the fund; it is indicative of the credit
quality of the fund considering the underlying portfolio, management and sponsorship of the fund. At no
time should the rating assigned by BWR be construed as an advice to buy, sell or hold the instrument.
The Asset Management Company (AMC) of the fund manages the funds of various IDF schemes in
accordance with SEBI guidelines. Some characteristics of IDFs are as follows:

•
•

These are close-ended mutual funds with a focus on long-term infrastructure debt.
They require a minimum investment of Rs. 1 Cr with a face value of Rs. 10 lakh/unit.
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The maturity period is usually up to 5 years with the option of structuring for longer tenures.

Scope of the Criteria
The document is an assessment of the qualitative and quantitative parameters considered by BWR to arrive
at the rating of an IDF-MF. These parameters range from the assessment of the track record and expertise
of sponsors to the effectiveness of AMC, as well as the ability to identify the right investments and measure
the risks involved in each project.

Risk Assessment and Rating Criteria for Rating Infrastructure Debt Funds
BWR’s rating criteria for f IDFs captures four main parameters:
a) Sponsor Credentials
b) Asset Management Company Credentials
c) Operational Risk
d) Portfolio Risk

The criteria are captured in the figure below:

Sponsor/Strategic Investor
Credentials
Experience of the Sponsor/ Strategic
Investor
Management of the Sponsor/Strategic
Investor
Corporate Governance Standards
Financial Performance
Support and Investment in the IDF MF

Operational Risk
Regulatory compliance
Use of risk management systems
and processes
Use of technology

Asset Management Company
Credentials
Management Experience in the
Sector
Track record of the fund managers
Corporate Governance

Portfolio Risk
Investment policy
Portfolio Credit Quality
Concentration Risk

Sponsor Credentials
Sponsors with relevant experience in the infrastructure sector help an IDF identify the right investments
and successfully achieve its objectives. An IDF could have more than one sponsor; multiple sponsors using
their knowledge and experience in the sector add to the strength of the fund. The sponsors’ participation
in the sector could be in different roles, primarily as a sponsor for various infrastructure projects or
financier of infrastructure projects/companies, or in project debt syndication, project’s advisory role and
maintenance operations of various infrastructure projects, among others.
IDF-MF schemes can be launched by either an existing mutual fund or as a separate mutual fund that only
caters to the infrastructure segment. For an existing MF, the presence of strategic investors becomes
essential to launch such schemes. Strategic investors may be SI-NBFCs/ infrastructure finance companies
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registered with the RBI, scheduled commercial banks or international multilateral financial institutions,
FIIs or as defined by SEBI regulations from time to time. In cases wherein the IDF MF is launched as a
new mutual fund, the track record of the sponsor with respect to the sector, experience of the management
in financing and tracking the sector will be inputs used while assigning a rating. In the case of existing MFs
that launch IDFs, the presence of strategic investors, their contribution towards the corpus of the fund and
their experience in the sector will be considered.
BWR assesses the financial strength of a sponsor by analysing a healthy track record of profitability ratios,
asset quality, liquidity profile, financial flexibility and gearing levels as an indicator of the sponsor’s
financial strength. Sponsors having the insight and required skills and abilities to identify critical factors
responsible for driving the success of infrastructure projects are viewed positively. Strong sponsor
credentials not only help identify attractive investment opportunities, but also help eliminate projects that
may result in financial stress in the future.

Asset Management Company Credentials
The management of the AMC serves as a critical variable in assessing an IDF. The management of the AMC
will influence the overall investment policy and processes. Investments in the infrastructure sector require
specialised knowledge of project finance and management. The track record of the fund managers in the
management of specialised IDFs and adherence to governance standards is considered in the rating
process.
Key parameters in assessing the management's effectiveness include the following:

•

Past Track Record and Experience: The past track record of the management in carrying out
projects in the infrastructure sector is seen as a positive as it helps in the prudent selection and
identification of vulnerable projects in terms of the expected gestation period, location-related
intricacies and access to funding. Usually, a highly experienced AMC management team is viewed
positively.

•

Fund Management Skills: An asset manager possessing the requisite skills in fund selection so
as to realise the fund’s investment goals is critically assessed by BWR. The management of
specialised IDFs within the group adds to the fund management skills. Various past scheme returns
are also being assessed to identify the management skills and asset selection of the group or fund.

•

Fund Manager Background: Fund managers with knowledge of day-to-day movements in
financial markets and the general economic scenario are seen positively and help in the
identification of profitable projects. Fund managers must do a thorough analysis of companies by
assessing their financial statements and making the same available to the general public to engage
new and existing customers. It is a responsibility of the fund managers to provide people with
appropriate financial recommendations, which helps them make investment decisions.

•

Risk Mitigation Procedures: The presence of internal appraisal systems to evaluate projects
and techniques to mitigate the various credit risks involved in each project is assessed by BWR.
Such techniques related to the minimum level of security cover as against loan/debt exposure,
controlling stake of promoters in the SPV, credit enhancement in the form of corporate guarantee,
agreements, investment valuation and its frequency and stop loss arrangements, among others,
help assess the risk management policies of the AMC. Risk mitigant clauses to prevent payment
defaults at the time of contract termination are also critically assessed.

Operational Risk
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BWR assesses the issuing company’s operational efficiency through a thorough analysis of the systems and
processes followed in risk management and mitigation, compliance with regulatory requirements and the
use of technology in carrying out operations. Separate front and back offices, a well-established
organisation structure to avoid any conflict of interest and a provision for the adequate training of
personnel further indicates a superior operational efficiency. The broad parameters to assess operational
risk are as follows:

•

Regulatory Compliance: The presence of committees performing audit, investments, valuation,
risk management, litigation and various other statutory and legal functions is useful to assess the
degree of corporate governance practices followed.

•

Comprehensive Information System: A robust control system ensures and plays an
important role for the smooth monitoring of portfolios, security, storage and data integrity, and
various risks. Data being the most precious asset of any organisation, it is imperative to have
adequate IT infrastructure to ensure its security.

•

Internal Controls: The quality of internal controls being assessed thoroughly at BWR, such as
the segregation of front-office and back-office operations and compliance followed, and the
robustness of the process followed by the management.

Portfolio Risk
The underlying credit quality of the portfolio, including counterparty credit risk, risk of concentration due
to exposure in one of the specific segment or borrowers in the infrastructure space, investment policies
and adherence to the same, recovery prospects due to the structuring of the instruments invested in
influence the rating assigned to the IDF. Further, maturity of investment in instruments should match the
final maturity of the funds or scheme. BWR assesses the following parameters to gauge portfolio risk:

•

Diversification of Portfolio: A well-diversified portfolio of projects helps reduce reliance on
specific projects or sectors. Therefore, even if one sector is exposed to certain macro risks, due to
its diversified investment in other sectors, the credit quality of the portfolio remains either
unaffected or is affected to a limited extent.

•

Liquidity Risk: The degree of liquidity risk can be ascertained by comparing the maturity profile
of the portfolio with the maturity profile of the IDF investments.

•

Counterparty Risk: At the time of assessment of the credit quality of the IDF, it is imperative to
look into the counterparty risk that it is exposed to, emanating from credit default swaps, interest
rate futures and swaps, account bank for cash deposits and so on. Mitigation of counterparty risk
requires a strong track record of key counterparties.

•

Industry risk associated with Investment in Infrastructure projects: Companies in the
infrastructure sector have a long gestation period and are highly capital-intensive in nature. Their
revenue streams are expected over a longer term as compared to other sectors, as infrastructure
projects normally have a higher gestation period and longer project life. Since the sector is capitalintensive and has a long gestation period, it is imperative for the entity to have sustained cash flows
over a longer term, and access to capital markets and banks for funding. The risk of investment in
these assets is being assessed separately for entities engaged in greenfield or brown field projects.

•

Assessment and validity of Investment policy: BWR considers the investment policies and
processes that are in place at the AMC/investment strategies for the schemes. Internal
documentation as well as detailed discussions allow BWR to understand how aligned the
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investment process is with regard to the stated investment objective of the scheme such as
Investment Policies, Operational policies and procedures, Risk Management Policies and Systems
in place as well as internal and external audits.

•

Environmental Risk: BWR assesses the environmental risk and economic prevailing conditions
such as Covid pandemic, where debts in which investments are done may require
restructuring/rescheduling by the lender/investors and may have benefit of force majeure and
change in law, the corresponding rescheduling of maturity date to MF investors will lead to credit
quality dilution of fund.

Periodic Review of the Portfolio:
BWR reviews and monitors ratings assigned on an on-going basis. In cases where there is a change in the
portfolio, the credit quality is evaluated and discussed with the investment team at the AMC. In the case
of changes in the management, policies and processes, among others, BWR will consider the effect of the
same on the rating assigned and may revise the assigned ratings.

IDF Rating Scale at Brickwork Ratings
The IDF rating scale is similar to the long-term rating scale used by Brickwork Ratings for rating the debt
funds of mutual funds. The “idf mfs” suffix is added to indicate that the fund rated is an infrastructure debt
fund.
BWR AAAidf
mfs

Schemes with this rating are considered to have the highest degree of safety
regarding the timely receipt of payments from the investments that they have
made.

BWR AAidf
mfs

Schemes with this rating are considered to have a high degree of safety regarding
the timely receipt of payments from the investments that they have made.

BWR Aidf mfs

Schemes with this rating are considered to have an adequate degree of safety
regarding the timely receipt of payments from the investments that they have
made.

BWR BBBidf
mfs

Schemes with this rating are considered to have a moderate degree of safety
regarding the timely receipt of payments from the investments that they have
made.

BWR BBidf
mfs

Schemes with this rating are considered to have a moderate risk of safety
regarding the timely receipt of payments from the investments that they have
made.

BWR Bidf mfs

Schemes with this rating are considered to have a high risk of safety regarding
the timely receipt of payments from the investments that they have made.

BWR Cidf mfs

Schemes with this rating are considered to have a very high risk of safety
regarding the timely receipt of payments from the investments that they have
made.

Modifier {"+" (plus) / "-"(minus)} can be used with the rating symbols for the categories AAidf mfs to Cidf
mfs. The modifiers reflect comparative standing within the category.
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Conclusion
BWR analyses each parameter after measuring the impact of the aforementioned risks and attributes,
along with the credentials of the AMC’s management and investment portfolio, to arrive at the overall
credit assessment of the IDF-MF. Due to the capital-intensive nature of infrastructure projects, emphasis
is laid on the AMC’s investment portfolio, along with the investors’ maturity profile. While the
methodology comprises a comprehensive analysis of various risks associated with the regulatory aspects,
investment risk, portfolio risk and operational risk, the final rating is assigned based on the overall credit
quality of the fund, considering the underlying portfolio of investment, management and sponsorship of
the fund.
The previous version of this document can be found in
https://www.brickworkratings.com/download/CriteriaInfrastructureDebtFundsUnderMutualFundsScheme.pdf

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
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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.
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.
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