Rating Criteria – Rating of Port projects
EXECUTIVE SUMMARY
The port sector contributes 95% to India’s international trade in volume and around 70% in terms of value. India has 12
major ports (regulated by the Central Government) and 212 non-major ports (regulated by the State Government’s
marine boards (GMB)) spread across nine coastal states, of which 44 are functional. Jawaharlal Nehru Port Trust (JNPT)
is the largest major port in India whereas Mundra is the largest private port. All major ports are under the jurisdiction
of the Government of India and are governed by Major Port Trusts Act 1963, except Kamarajar Port ((erstwhile Ennore
Port), which was administered under the companies Act 1965. But now Kamarajar Port’s shareholding is also taken over
by Chennai Port Trust).
India is strategically located on the world’s shipping routes with a total coastline length of 7,517 kms, consisting of
mainland coastline length of 5423 kms and island territories coastline length of 2094 kms. India’s major port capacity
in FY19 was 1,514 mn tonnes per annum (MTPA) as against the Maritime agenda 2010-20 target of 3,130 MT. During
FY20, major ports handled 704.82 mn tonnes (MT) of cargo traffic, with CAGR growth of 2.74% (FY16-FY20), container
traffic of 9.98 TEU, a growth of 1.12% (y-o-y) and iron ore traffic of 54.99 MT. The market share of major ports as of
FY20 was ~55% of total cargo, whereas the remaining 45% was with non-major ports. Cargo traffic at non-major ports
reached 447.21 million tonnes as of FY20. Solid cargo still constitutes a major chunk of the major port operations at
42%, followed by liquid (petroleum, oil and lubricants) 37% and container share of 21%.
The importance of ports in increasing international trade cannot be undermined, as it provides linkages between
domestic and international manufacturing and distribution centres due to which there has been a huge participation
from the private sector (mostly in non-major ports) and adoption of new and improved technology to improve port
infrastructure. The Ministry of Shipping has plans to increase the overall port capacity to 3300+ million tonnes per
annum to cater to projected traffic of 2500 million tonnes per annum by 2025. Total investment in the port sector is
expected to reach US$43.03 billion by 2020. Going forward, the sector is expected to receive very high investments over
the coming five years. Most of this investment is envisaged from the private sector and is based on the commercial
viability of the upcoming projects. The Sagarmala Programme, which aims at port modernization, port connectivity
enhancement, port linked industrialization and coastal community development, is another initiative undertaken to
improve infrastructure facilities at ports. Under the programme, 143 projects were completed, while 190 projects worth
INR 2.1 lakh crore have been awarded and are under implementation.

SCOPE
The document provides a brief analysis of the attributes considered by Brickwork Ratings (BWR) in rating port projects.
The scope of this document is to capture important aspects of various risks associated while arriving at the rating of a
port. A brief summary of the effect of these attributes on the overall credit rating of Port Trusts/SPVs is highlighted
which helps ascertain the debt servicing capability as against generation of cash flow and the ability of these port
operators to undertake large scale infrastructure projects.
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RISK ASSESSMENT AND RATING CRITERIA AT BRICKWORK RATINGS
Brickwork ratings factors in the various quantitative and qualitative risks that the SPVs/ companies are exposed to,
while assessing the risks in these projects. As highlighted above, the key risks that port trusts may face in a port project
are the funding risk, underlying financing risks, legal risk, counterparty risk, risks related to lease agreements or
landlord port model etc. These risks are considered to arrive at the rating of a port project. The risks and how they are
incorporated in the rating framework are discussed in detail below.

Project risk:
The risks that a project is exposed to at the initial stages of construction have a huge role to play in its successful
completion and operation. Port projects being highly capital intensive, require expensive infrastructure to be able to
complete successfully. Delays in obtaining various statutory/legal/environmental clearances at the beginning of the
project can hinder the cash flows and impact the profitability negatively. These risks mainly include:
●

●

Project Planning & completion risk: This includes the evaluation of the risks associated with the financial
closure of the project, any associated technology risks or the track record of the sponsor in completing similar
projects in the past and current status of the project.
o

Funding risk: Equity is arranged by sponsors privately whereas for their debt requirements, SPVs have
to depend on banks, financial institutions and capital markets. The ability of an SPV to tie up the
required funding for timely closure of the project is a critical factor.

o

Contractual structure and lease agreements: Tenant lease agreement is an important aspect as port
operators play an important role in port operations irrespective of being a landlord port or an operator
port. A port service agreement includes clauses related to development of port/terminals/berths,
performance standards, project completion schedule, tenor of project and lock in period for the equity
holders etc.

o

Track record of EPC contractor: The construction risk is usually borne by an EPC contractor so it is
important to have a contractor with an extensive knowledge about various costs and experience of
implementing similar projects.

o

Stage of project completion: The stage of project completion at the time of evaluation is assessed. The
greater the level of completion, lesser are the chances of non-completion and delays, leading to time
and cost overruns.

Project Implementation risk: Brickwork assesses risks of unfavourable government policies, delays in obtaining
clearances for timely completion, which are likely to affect the cost structure and credit profile of the project.
o

Government Policy: Favourable government intervention which leads to development of port
infrastructure through budgetary allocations is likely to help in smooth operations of the project.

o

Environmental/statutory/legal clearances: Risks related to changes in legislation, delays in obtaining
clearances (land clearance, coastal regulation zone clearance, fire clearance etc.) can hamper the
implementation of projects as scheduled and should be analyzed carefully.

o

Complexity of the Project/ Terrain: If the port project is exposed to strong tidal waves or winds, heavy
rainfall and adverse climatic conditions, huge costs will have to be incurred for maintenance. The terrain
where the project is going to be located and the ability of the port to withstand erratic weather conditions
is critically assessed.

o

Adoption of technology: Adoption of high complexity and superior technology not only leads to timely
project completion but also helps in reducing maintenance costs.
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Operational risk:
It includes all factors responsible for the operational efficiency, financial closure and successful and timely completion
of the project.
●

Financial risk: Port projects being highly capital intensive, require a significant proportion of debt and equity
to fund their capital expenditure program. Brickwork assesses the leverage and coverage ratio of promoters,
liquidity, financial flexibility and currency and interest rate fluctuations risks. Profitability of a port depends on
the operational efficiency parameters such as high berth utilization, low turnaround time, high cargo and vessels
handling capacity and in-house marine services offered by the port.
o Adequacy and stability of cash flow
o Leverage indicators (DE, Debt to EBITDA)
o Coverage indicators (DSCR, ISCR)
o Profitability and Returns.
o Liquidity and financial flexibility
o Interest rate and foreign exchange risks
o Off balance sheet exposures

●

Criticality risk: Macroeconomic risks which affect the timely completion and profitability of port projects form
part of criticality risks. These mainly include risks arising out of changes in regulatory process, environment
and statutory clearances required, terms and conditions of port service agreement etc. The ability of an SPV to
provide for these additional costs due to changes in laws or government regulations is assessed by Brickwork
extensively. Also, the geographical risks relating to location of the project and terrain complexity, force majeure
(act of god) risks such as war or armed conflict, inter socio political risks need to be assessed.

●

Counterparty credit risk: Counterparties in ports include shippers, shipping companies, terminal/berth
operators, rail companies and other logistics companies. The extent of counterparty risk depends on the market
position and on how essential the port is. In case a port is a primary port and has a strong market position, it
will not be affected by the bankruptcy of a single shipper whereas a counterparty risk could be more pronounced
for a port following a landlord model, where revenues are more dependent on user/operator creditworthiness.

●

Business risk: Brickwork assesses the ability of a port to handle different types of cargoes and larger vessels,
which determine the operational efficiency of the project.
o Location and last mile connectivity/Multi modal connectivity: Connectivity to a rail and road network,
along with Inland Container Depots (ICDs), are essential for smooth operations of ports. Proximity to
exporting centres and markets ensures healthy demand which ensures stability of cash flows.
o

Ability to handle larger vessels and cargoes: Generally, a function of onshore facilities and dredging
facilities available for cargo handling, a port with an ability to withstand larger and different types of
cargoes has better operational efficiency. The lesser the voyage time, more will be the number of cargoes
(container, break bulk, liquid bulk, bulk and passenger) a port can carry.

o

Cost competitiveness and revenue mix: It is important for a port operator to have a diversified traffic
for cargoes. There are three types of port business mainly dry bulk and liquid, crude oil and container
business. Ability to handle such traffic provides higher revenues visibility.

o

Availability of productive labour and relationships: The availability of a productive labour force at the
port enhances output per berth, average pre-berthing time (in hrs) and Average turnaround time (ATT)
of vessels on port (in days). Ports with single window clearance systems services and mechanised
loading and unloading facilities will have high productivity and operating efficiency and ability to handle
more cargo.

o

Management and corporate governance: A highly motivated, competent management with an efficient
risk management team adds to the strength and viability of the project company.
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CONCLUSION
BWR analyses each of the above parameters after measuring the impact of each of the above-mentioned risks and
attributes, along with financial projections over the life of the facility to arrive at the overall assessment of the credit
quality of the issuer. The sensitivity analysis of the financial projections provides understanding of cash flows as against
the debt servicing obligations. While the methodology comprises comprehensive analysis of various risks associated
with the project implementation, regulatory aspects, financial risk, Industry, operational and business risk, the
competitive profile, the final rating is assigned based on the overall credit assessment of Issuer. Due to the long gestation
period of port projects, the financial profile of counterparties and sponsors associated with the project is critically
assessed to service debt obligations.

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.
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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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