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Rating Criteria — Rating of Power Generation Projects

EXECUTIVE SUMMARY

India is one of the largest producers and consumer of electricity in the world. India’s power sector is one of the most
differentiated sectors in the world, with increasing demand for electricity in the country, massive addition and maintenance of
power projects are a pre-requisite. In India the transmission and distribution losses account to nearly 20% of generation with
losses reaching 45% in some states and districts. This is mainly due to poor and outdated infrastructure, power theft, poor
maintenance and leakages, and excessive unmetered use of electricity which add to issues in quality and type of conductors,
transformer capacity and other equipment’s. Therefore, assessing the quality of power projects and setting a benchmark will
narrow the power supply deficit and increase capacity utilization in turn boosting the financial the financial health of companies
and strengthen the cash flows in the entire supply chain leading to significant improvements in creditworthiness.

This document provides Brickwork’s methodology and assumptions for rating power projects and assists in understanding the
significant credit factors in the power sector.

SCOPE

This criteria document covers a brief analysis of the attributes considered by Brickwork Ratings (BWR), while assessing the overall
risks towards rating of power generation projects. It focuses on the credit risk assessment and analyzes various pre- and post-
implementation risks in detail. A summary of the effect of these attributes on the overall credit rating is highlighted which helps
ascertain the debt servicing capacity and the ability of the developers to undertake large scale power projects.

RISK ASSESSMENT AND RATING CRITERIA AT BRICKWORK RATINGS

Brickwork ratings factors in the various quantitative and qualitative risks that the power projects are exposed to, while
assessing the risk in these projects to arrive at the rating. This document provides a risk assessment framework to analyze the
qualitative and quantitative risk characteristics that are likely to affect the ratings of power projects. The methodology has
many similar attributes as the underlying rating drivers are identical to other infrastructure projects. However, the sector
specific criteria, such as payment mechanism and structure of financing vehicle, will determine the indicative rating along with
the inherent underlying stresses in the project. As highlighted above, the key risks that developers face in a power project are
the project implementation and completion risk, operational risks such as financial risk, criticality risk, counterparty risk and
business risk. The risks considered to arrive at the rating of power projects in the rating framework are as follows:
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Power projects are exposed to the following risks during its construction phase:

a.

Planning & Completion Risk: Brickwork focuses on the risks encountered during the completion of the project.
This includes the size of the projects taken up, safety hazards followed, gestation period of the projects and
regulatory disruptions. Brickwork analyses the funding employed for the approved and ongoing projects as
a key factor in assessing the Company or Project. Details of funding which include proportion of debt
including the track record of the developer, involvement of Government and their financial policy. Brickwork
evaluates the load size, growth and schedule to perform field ratings, as many of these factors could lead to
equipment failure or loss of energy. Brickwork also performs analysis to evaluate the company’s ability to
meet the debt-servicing obligations.

Implementation Risk: Brickwork considers the track record of the sponsors with respect to judiciously
completing the project on time, their ability to service debt obligations on time. Many factors such as
availability of land for project and clearances from regulatory authorities. Local conditions such as the ground,
air, sea, environmental conditions, plot characteristics, water supply, and storage areas are considered
crucial by brickwork in assessing associated risks.

Operational Risk

Brickwork considers factors which impact financials of the project to assess the creditworthiness of the project or Company.

It takes into various factors related to economic welfare, operational risks and evaluates the Company’s ability to handle

unexpected risks. Brickwork evaluates below risks in detail while assessing the creditworthiness of a project or Company.

a. Financial Risk: Brickwork factors in operating expenses, interest and principal obligations, tenure of debt,

insurance aspects and liquidity efficiently. Major aspects considered by Brickwork while evaluating financial risks

include:

Debt Service Coverage Ratio

Sensitivity of DSCR to Cost Escalation

Internal Rate of Return less Cost of Debt

Liquidity & Financial Flexibility

Level of DSRA

Debt / Equity

Adequacy of Termination Agreements and/or Insurance
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b. Criticality Risk: The power sector is regulated by the CERC at the central level and SERC at the state level. Power
Generation projects are exposed to regulatory risks. Further, Brickwork considers the involvement of locals and

NGO’s towards the project development, political support, national security, geographical and topographic

conditions, cybersecurity firewalls and natural threats from force Majeure.

c. Counterparty Risk: The counterparties involved in the project are government entities and Brickwork evaluates

timely servicing of debt. Counterparty payment risk especially, for Power generations projects, need to be closely

monitored and the payment mechanism and payment track record of counterparty is considered while evaluating the

risk. The financial health and the collection mechanism adopted will determine timely debt servicing and avoid

counterparty Risk.
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d. Business Risk: Brickwork analyses the availability of thermal plants, bidding agreement to analyze the liquidity
position and steps undertaken to minimize the major operating and maintenance costs which in turn is a major
indicator of the projects profitability which is one of the major criteria influencing the rating of the project. Listed
below are few business risks associated with power projects:

Power Generation risk
Power purchase Agreement (PPA) and Renewal risk
Debt tenure and pricing risk

Demand and Tariff risk
Operational performance and track record
Technology risk during upgradation

YV VYV V VYV

Management and corporate governance

CONCLUSION

Brickwork’s rating methodology for power projects emphasizes on consistency in cash flows for timely debt servicing,
numerous operational parameters which include management efficiency, land availability, technology and infrastructure
availability, regulatory framework governing the power sector. Brickwork also evaluates external credit factors including the
qualitative and quantitative factors to evaluate the project.

The previous version can be found in
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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, Securitization
Products, Municipal Bonds, etc. BWR has rated over 11,400 medium and large corporate 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,
Securitization 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.
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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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