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Rating Criteria for Credit Quality of Mutual Funds Scheme

Executive Summary

Debt mutual funds generate returns by investing in debt instruments. These funds that primarily invest in
fixed-income securities, such as corporate and government bonds, corporate debt instruments, and money
market instruments, aim to provide capital appreciation. Debt funds are also commonly known as income
funds or bond funds. Debt funds are ideal for risk-averse investors seeking steady income with lower volatility
than equity funds. They offer a tax-efficient alternative to traditional fixed-income products like Term
Deposits, potentially providing better returns. Debt mutual funds are often open-ended, allowing investors
to withdraw their money at any time.

As such, these funds invest in debt markets via listed/unlisted debt securities, the maturities of which could
vary with the investment strategy and policy of the fund house. The rating assigned by Brickwork Ratings
(BWR) for such schemes reflects the credit quality of the scheme considering the underlying portfolio and
investment policies and processes.

BWR assigns ratings to Debt Mutual Fund Schemes on the long- and short-term rating scale. The rating is
followed by an ‘mfs’ suffix to indicate that the ratings have been assigned to Debt Mutual Fund Schemes. It
should be noted that a rating assigned to a Mutual Fund is indicative of the credit quality of the fund The
assigned rating is valid only for the particular scheme and is not an opinion on the Asset Management Company’s
(AMC) willingness or ability to make timely payments to the investor. The rating is also not an opinion on the
practices of the fund manager, the quality of management, or stability of the fund’s net asset value (NAV). The
rating is also not an indicator of other risks, such as those pertaining to liquidity, interest rates, or sectoral and
group exposure, of funds. At no time should the rating assigned by BWR be construed as advice to buy, sell or
hold the instrument or an indication of the expected returns as the ratings do not address market risks
associated with the scheme.

Scope of the Criteria

The document provides details of the qualitative and quantitative parameters considered by BWR to arrive
at the rating of a Debt Mutual Fund Scheme. These parameters range from the assessment of the track record
and expertise of sponsors, investment policies and processes, portfolio quality, effectiveness of AMC, and
regulatory compliance, to the ability to identify the right investments, their investment strategies and
measuring risks involved in each investment.
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Risk Assessment and Rating Criteria for Rating Debt Mutual Funds
scheme

Brickwork Ratings (BWR) does an assessment of the following four main parameters in the rating of debt
mutual fund schemes:

a) Management Quality at the AMC/ Trustee company level and quality of investment team
b) Investment Strategies, Policies and Processes

¢) Regulatory compliance

d) Portfolio Risk/ Credit Quality of the portfolio

The criteria are captured in the figure shown below:

Credit Quality of Mutual Funds Scheme

. Investment
Management Quality Strategies, Policies Portfolio Quality
and Processes

Regulatory
Compliance
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Approach & Methodology

1. Management Quality

BWR assesses the quality of the management teams at two levels:

a. Management quality at the AMC: This reflects the overall experience and track record of the
Board of Directors, governance standards of the AMC, reputation and the experience of the fund
house in managing such schemes. The management quality of the AMC will also reflect in its
investment strategies, pricing, marketing and distribution activities, policies and processes.

b. Quality of the investment team: This reflects the overall experience and track record of the
investment team managing the fund, especially the fund manager. In cases where the team may
be inexperienced in such schemes, their overall experience, as well as their experience at the top
management at the AMC, will be considered while analysing this criterion.

BWR will also consider the experience of other key personnel in the organisation while assessing the
overall management quality. Governance standards at the AMC will be evaluated considering the
disclosures made and adherence to regulatory requirements, as well as policies, investment strategies
and processes in place.

2. Investment Strategies, Policies and Processes

BWR considers the investment policies and processes in place at the AMC/ investment strategies for
the schemes. Internal documentation, as well as detailed discussions, allow BWR to understand how
aligned the investment process is with regard to the stated investment objective of the scheme. The
following parameters are considered for the same:

a. Investment Policies — Such as rating requirements for the credit evaluation, due diligence
requirements, investment strategies, documentation maintained for investments and regulatory
guidelines followed

b. Organisational Structure — Role of the front and back offices, presence of a mid-office, fund
management team, reporting lines and structures that allow for management of conflicts of
interest

c. Operational Policies and Procedures — Usually analysed with the investment policy and
processes and organisational structure

d. Risk Management Policies and Systems in place, as well as monitored by internal and
external audits

3. Portfolio Quality
The quality of the portfolio managed in the scheme is studied at a consolidated level.

a) Credit Quality: The credit quality of the underlying portfolio mix is understood asset-wise.
Thus, each instrument invested in is considered to determine the credit rating.

e Where the instrument invested in by the Fund has an outstanding BWR rating, the rating is
considered as is during the portfolio assessment.

e Where the instrument invested in by the Fund has outstanding ratings assigned by other

March 2025 Page 3 of 7



Brickwork Ratings

rating agencies (lowest ratings if rated by more than one CRA), BWR may use the rating as is
or may adjust for the same based on its analysis.

e For the unrated portion of the portfolio, BWR may assess the credit quality separately for
each unrated instrument. In such a scenario, the fund manager is required to share with BWR
all relevant information on security. BWR will arrive at its own independent opinion on the
credit quality of the security based on the information provided by the fund manager and /
or other publicly available information.

e Cash and cash equivalents are treated at the highest rated category, allowing for counterparty
credit risk of the bank in which the same is maintained.

e Treasury bills and Central Government securities would be treated as having the highest
credit quality. Separate benchmark credit scores are used for investment in each of the rating
categories and short-term and long-term funds.

b) Credit Score: The overall credit score of the portfolio is then calculated based on the weighted
average credit quality of the investments. The credit score applied to each security is weighted by
the proportion of the scheme’s assets invested in the security, to arrive at the scheme’s weighted
average credit score. BWR will also subject the portfolio to certain stress tests on the credit quality
to consider portfolio performance in the case of movements of the instruments from one rating
to the other.

¢) Diversification: Diversification refers to both sector-wise, as well as asset-class-wise. The more
the number of instruments (determined by the counterparties rather than just the number) are,
the better the diversification in the portfolio is. Concentration risk is determined as per regulatory
guidelines. In case the exposure limits are breached, the credit score will be analysed factoring the
same. BWR also analyses top investors of the fund and factors into the diversification of investor
base for the fund.

d) Liquidity: Liquidity management plays an important role in ascertaining the quality of the
portfolio. Redemption patterns are understood to ensure that the cash and cash equivalents, as
well as the credit facilities availed from banks, will allow for adequate liquidity For Asset-Liability
Mismatch, the rating evaluates if the maturity profile of investments is aligned with redemption
obligations. As per SEBI guidelines,

e AMC s are required to have strong internal liquidity management procedures in place
for their schemes when the overall market becomes illiquid, impacting a wide range
of securities rather than just a single issuer. It is not advisable to employ redemption
restrictions as a standard liquidity management strategy. Furthermore, it is strictly
prohibited to impose redemption limits due to poor investment decisions that lead to
the illiquidity of a particular security in the scheme's portfolio.

e The fund may manage its liquidity in compliance with SEBI regulatory norms.

4. Regulatory Compliance

BWR also considers the processes in place at the fund house to ensure compliance with regulatory
guidelines and requirements. Compliance allows for reducing risk due to a loss from regulatory
proceedings in the case of a change in regulatory guidelines, as well as reputational loss. Adherence
to compliance, on-going and past regulatory discussions, as well as any pending/past litigation, are
discussed with the AMC in detail.

March 2025 Page 4 of 7



Brickwork Ratings

Periodic Review of the Portfolio:

BWR reviews and monitors ratings assigned continuously and periodically.. As per SEBI
guidelines, Rating Outlooks may not be assigned for Credit quality ratings of mutual fund schemes, provided
surveillance of the fund's holdings is carried out by the CRAs on a monthly basis. The Rating is therefore to
be reviewed on a monthly basis by BWR, besides the annual surveillance and the other required reviews. 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 case of changes in the management, strategies, policies and processes, among others,
the AMC is required to share the portfolio details on a monthly basis, credit quality of the portfolio as per
initial investment strategies, and any major developments that would have a bearing on the ratings, if any.
BWR will consider the effect of the same on the rating assigned and may revise the assigned ratings. The
Rating Symbols and Definitions for Long-Term / Short-Term Debt Mutual Fund Schemes would be as per
SEBI Circulars and Guidelines issued from time to time.

Withdrawal Policy:

Ratings on open ended debt mutual fund can be withdrawn by BWR after receiving request for withdrawal
from the AMC, however such ratings will be placed on notice of withdrawal for 30 days/as specified in BWR
withdrawal Policy. The period of notice of withdrawal will begin from the date of publishing the rating
rationale of Notice of Withdrawal. The withdrawal should be in compliance with BWR Withdrawal Policy.
(Refer to the BWR Rating Withdrawal Policy on the website).

BWR Mutual Fund Ratings: Scale and Definitions

For the rating scale and definitions related to mutual fund credit quality ratings, please visit the BWR website

(https://www.brickworkratings.com/RatingsScale.aspx).

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 Debt MF scheme. The emphasis is laid on the AMC’s investment strategies portfolio credit
quality, along with the maturity profile of the investments made by the investors in the scheme, and
investment policies and process. 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,
the management and sponsorship of the fund.

The previous version of this document can be found in

https://www.brickworkratings.com/download/Criteria-MutualFundslatest-Jun2022.pdf
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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, Non- convertible / 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,
Non- convertible / 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 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
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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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