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Overview 

 
Infrastructure is the key to the long term sustainable economic growth of any country. As India strives to 

take a long journey towards the path of high economic growth, there is a need to develop commensurate 

infrastructure to support the growth. Given the long gestation period, infrastructure needs long-term capital; 

however, currently bulk of our infrastructure funding needs are met by the domestic commercial banks who 

find it difficult to provide such long-term funding, constrained by asset-liability mismatches. To overcome 

this, banks invariably compress the repayments to a shorter tenure of 10-12 years; thereby resulting in 

higher annual loan obligations, with which not only does the debt servicing capability of the project gets 

strained, but the project’s ability to generate surpluses out of internal generation also gets constrained. 

Introduction of Infrastructure Investment Trusts (InvITs) is looked at with high expectations for release of 

the developers’ capital, which can then be deployed in new projects. Apart from equity, InvITs also enable 

raising long-term debt through refinancing, by tapping a different set of investor class such as pension 

funds, insurance companies and sovereign wealth funds that tend to have a longer investment horizon. 

 

InvITs are collective investment vehicles that enable developers of infrastructure assets to monetise their 

assets by pooling multiple assets under a single entity (trust structure). In India, InvITs are governed by 

SEBI (Infrastructure Investment Trusts) (Amendment) Regulations, 2016. The key features
1
 of InvITs are 

mandatory distribution of 90% of net distributable cash flows (NDCF)
2
 to the unit investors, leverage cap of 

49% on the net asset value, and a cap on exposure to assets under construction (for publicly placed 

InvITs). The sponsor of the InvIT is responsible for setting up the InvIT and appointing the trustee. The 

sponsor should hold a minimum 15% of the units issued by the InvIT with a lock-in period of three years 

from the date of issuance. Credit rating is mandatory for InvITs if the aggregate consolidated borrowings 

and deferred payments of the InvIT net of cash and cash equivalents exceed 25% of the value of the InvIT 

assets. Both the SPVs’ payouts to the InvITs as well as the InvITs’ payouts to their investors are exempt 

from dividend distribution tax if these are made out of SPVs current income, on or after the date of 

acquisition by the InvIT. 

 
What does the credit rating of InvITs address? 
  
The credit rating of an InvIT is an opinion on its ability to service its debt obligations in a timely manner. The 

credit rating assessment involves evaluating the predictability and adequacy of the InvIT’s cash flows  to 

service the  external debt, while assessing the operational and financial risk profile of the InvIT’s portfolio of 

assets. The rating factors in the external debt availed/ proposed to be availed by the InvIT and its 

constituent portfolio of assets (i.e. the committed liabilities) and also contingent liabilities, if any. In case if 

the InvIT acquires new assets or raises additional debt post rating, ICRA will, at that juncture, evaluate the 

impact of the acquisition on the rating. 

 

The InvIT’s credit rating is not a reflection of the credit worthiness of the individual SPVs of the InvIT, pricing 

of the units issued by InvIT or its market performance and potential returns to the unit holders. Further, it 

also does not reflect the ability of the SPVs to service the debt extended by the InvIT, if any. 

 

                                                        
1
 These are as on December, 2016, and may be changed by SEBI from time to time. 

2
 NDCF = PAT + Depreciation + loss/gain on sale of infrastructure assets - Repayment of external debt (principal) /redeemable 

preference shares/ debentures etc. (adjusted for other non-cash expenses/income). 
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The key stakeholders and typical InvIT structure can be represented by the 

following chart: 

 
The sponsor sets up the InvIT and appoints the trustee and should hold a minimum 15% of the units issued 

by the InvIT with a lock-in period of three years from the date of issuance. 90% of the NDCF is distributed 

to the unit holders; once in six months in case of public InvITs and once in a year for privately placed 

InvITs. The investment manager is responsible for investment decisions and oversees activities of the 

project manager who is responsible for the operations of the underlying assets of InvIT. The trustee is 

responsible for ensuring compliance of InvIT activities as per provisions of the trust deed and cannot invest 

in units of InvIT in which it is designated as trustee. The regulatory restriction on leverage and better 

governance-related features make InvITs more attractive to investors vis-à-vis the alternative of investing in 

individual assets. 

 

Debt could be raised at any of these levels / combinations 
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The external debt could be raised either at InvIT 

level (from banks/FIs) or at SPV level. The debt 

raised at SPV level could be credit enhanced 

through a guarantee/ undertaking from the InvIT 

to achieve cash pooling benefit. 
 
 
 
 
 
 

This rating methodology explains ICRA’s approach to assessing the business and financial risk profiles of 

InvITs. It aims to help issuers, investors and other interested market participants understand ICRA’s 

approach to analysing risks that are likely to affect rating outcomes. This document does not include an 

exhaustive discussion of all the rating factors that our analysis considers, but provides an overall 

perspective of the considerations that are usually the most important.  

 

ICRA’s Credit Risk Assessment Framework  

 

For analytical convenience, this document describes ICRA’s methodology for rating InvITs under three 

sections viz., Business Risk Assessment, Financial Risk Assessment and Management Quality & 

Corporate Governance Assessment. 

 

Credit Risk Categorisation 

  

 

 

 

 

 

 

 

 

 

 

Business Risk Assessment 
 

Assessment of assets of individual SPVs 

While assessing the SPVs in different asset classes such as Power Generation (Thermal, Solar & Wind), 

Power Transmission, Power Distribution, BOT Roads (Toll, Annuity, HAM
3
), Ports (Landlord ports & 

Terminal operators under BOT) and Airports, ICRA relies upon specific rating methodologies for these 

segments, which are available on ICRA’s website. The assessment can be broadly summarised as below: 

  

Revenue Risk 

 

Revenues for a project are a function of demand, price and availability. Revenue risk is the risk of inability 

of the project to generate adequate revenues to meet its operating expenses and debt servicing obligation 

either due to poor demand at the price point at which it is offered or due to inability of the project to pass on 

increase in input costs or both. For availability-based projects, if the output is below the desired levels, 

revenue risk arises. 

                                                        
3
 HAM: Hybrid annuity model 

Business Risk 
» Assessment of individual 

assets 
o Revenue risk 
o Operating risk 
o Counter party credit 

risk 
o Event risk 
o Regulatory risk 

» Portfolio diversity 
 

Financial Risk & Structural 
Factors 
» Stability of cashflows 
» Profitability of the projects 
» Leverage, liquidity and debt 

service coverage metrics 
» Debt maturity profile and 

refinancing requirement 

» Interest rate and forex risk 
» Structural factors 

Management Risk 
» Management and trustee 

profile 
» Governance structure, 

systems, processes, 
policies & strategic intent 
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Here, ICRA looks at the asset type and the contractual framework. The contractual framework determines 

whether the project is exposed to demand and price risks and if so, to what extent.  

 

While the demand and price risks are addressed through take-or-pay contracts for certain type of assets, 

the cost competitiveness and the competitive position of the project would determine to what extent the off-

take contract will be honoured.  

 

For assets under pay and use model – viz. toll roads, airports and ports; in case of an existing asset, the 

track record of traffic movement may be well established and historical traffic data helps in gauging the 

trends and seasonality of traffic. However, for a project with limited operational track record, forecasting 

traffic volumes and measuring market risks can be challenging, given the absence of reliable and sufficient 

historical traffic data. ICRA therefore relies on independently conducted traffic studies (by third-parties) to 

assess the revenue potential. ICRA carries out sensitivity analysis on the traffic levels estimated in such 

studies to estimate the cash flow protection available to debt investors in case of lower-than-expected 

traffic levels and to assess the surplus available at InvIT under various scenarios. 

 

Owing to evolving technologies, changing competitive landscapes, it is difficult to assess the competitive 

position of an asset over a long period. Competition may not be limited from similar assets but could also 

arise from assets which serve a similar purpose – a toll road/ airport project could also face competition 

from other modes of transport; similarly, the improved cost competitiveness of renewable power can 

provide stiff competition to conventional thermal power projects. 

 

The rating methodologies for respective assets may be referred to at the links given below. 

  

For toll roads: Rating methodology for BOT (Toll) Roads 

 

For thermal power producers: Rating methodology for Thermal Power Producers 

 

For airports:  Rating Methodology for Airports 

 

For ports:  Rating Methodology for Ports 

 

For wind power assets: Rating methodology for wind power producers 

 

Operating Risk 
 

Operating risk is the risk of the project not conforming to the required performance parameters over the 

period of the concession agreement / PPA. Timely and adequate operations and maintenance activity is 

crucial for a project to remain healthy. Else, it could lead to material weakening of the project thereby 

disrupting the revenue-generating capacity. This risk if not properly addressed could manifest in the form of 

reduced revenues, increased operating costs, increased capital expenditure (or major maintenance) at a 

later date and in extreme cases could lead to liquidated damages related liabilities towards off-taker. 
 

ICRA assesses the track record and experience of the O&M contractor and analyses the O&M contract to 

assess the responsibilities of the contractor and the mitigants available (such as liquidated damages) in 

case of any underperformance. 

 

Counter-party Credit Risk 

 

This is applicable in case of projects which are not under pay and use. The counter-party’s financial health 

is one of the key parameters influencing the lag between the contractual due date and actual date of 

payments (receivable cycle). In a situation of rapidly deteriorating financial profile, a project’s counter-party 

may terminate the contract. Counterparty diversification is positive provided the financial profile of most of 

the counterparties is strong. The rating of an InvIT could be higher than the weakest counter-party in its 

portfolio because of a) strong fundamentals of the project b) counter-party diversification (assuming other 

counterparties are strong) and c) presence of structural features (DSRA, various contingency reserves etc.) 

http://www.icra.in/Files/Articles/BOT%20(Toll)%20Roads-May%202017.pdf
http://www.icra.in/Files/Articles/Thermal%20Power%20Producers-%20Apr%202017.pdf
http://www.icra.in/Files/Articles/Rating%20Methodology,%20Airports,%20Apr%202016.pdf
http://www.icra.in/Files/Articles/Ports%20Rating%20Methodology%20Dec%202016.pdf
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Event Risk 

 

Given the limited ability to negotiate increased cost/ revenue disruptions, the adverse effect of any event 

risk is more pronounced for SPVs when compared to corporates. The adequacy and timeliness of payouts 

under various termination events like Force majeure, changes in law, events of default is assessed. The 

timeliness of termination payouts is again a function of the counterparty’s credit profile. In cases where 

termination payments are limited, the type of insurance cover with respect to the risk covered and its 

adequacy in the event of catastrophic losses and disruption of normal business are evaluated. Upon 

occurrence of any of the above mentioned events, the nature of the event and its impact on the cash flows 

is assessed. 

 

Regulatory Risk 

 

A stable and well-established regulatory framework provides a level of predictability given that the 

concessions dictate tariffs. The extent to which the concession and regulatory framework provide protection 

against events that are outside the operator’s control are also looked at.  

 

The most commonly used tariff adjustment mechanisms include: (1) formula-driven adjustments (e.g., 

inflation-based escalations for toll road projects); (2) adjustments based  on periodic reviews with the 

government (for IPPs and airports) 3) normative cost plus return based (e.g. port terminals) 

 

Sectors that are subject to significant Government interference and that are characterised by a history of 

blocked tariff increases or cap on tariffs are not viewed favourably. Timely issuance of tariff orders and 

adequacy and timeliness of compensations in case of changes to key terms of the concession agreement 

are critical in assessing regulatory risk. 

 

Portfolio Diversity 

 

As long as there are no restrictive covenants on upstreaming of cash flows from an SPV to an InvIT, the 

consolidated free cash flows from the underlying SPVs are considered; this provides the benefit of cashflow 

pooling. Benefits of cash pooling can be maximised with reasonably well diversified cash flows achieved 

through projects across geographies and mix of revenue models (such as toll and annuity in case of road 

assets) along with a diversified counter-party base. In this context, a well diversified asset base with no 

single asset dominating the cash flows with low receivable concentration is viewed favourably. 

 

Financial Risk Assessment  
 

First the individual SPVs are assessed to determine the level of surplus cash flows at each SPV and then 

the adequacy of such total cash flows with respect to the InvITs’ obligations is assessed. ICRA takes into 

account the consolidated free cash flows from the underlying SPVs on account of the pooling benefit at the 

InvIT level. 

 

Stability of cash flows 

 

Two InvITs with a similar set of debt coverage metrics could be rated differently depending on the stability 

of cash flows – one with stable cash flows (e.g., Transmission Assets and Annuity road projects) may be 

rated higher when compared to the one with higher variability in cashflows. 

 

Here emphasis is laid on predictability of the cash flows and the operator’s ability to exercise better control 

over operating costs. In addition to demand and price risk, in a few contracts, the revenues are fixed 

whereas the operating costs increase on a yearly basis while in a few cases (regulated assets) there could 

be a timing mismatch in terms of recovering certain costs. In this context, the contractual framework and 

the obligations of the project operator become important. 
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Projects whose operations are stabilised i.e. with at least two to three years of operational track record are 

desirable from cash flow predictability perspective. For annuity projects, the timeliness of semi-annuity 

payments and deductions due to unavailability would have been established. For toll road projects, the 

base traffic along with the users’ willingness to pay would have been established during this time period. 

For power producers, the actual performance (especially PLF & plant availability) can be analysed 

[compared with normative parameters for thermal and P-90
4

 or P-75 estimates in case of renewable power 

projects]. On the expenses front, the ability of the project manager to manage operations and maintenance 

costs within budgeted levels remains critical for projects in which O&M cost is not a pass-through. In such 

cases, any mismatch between costs and revenues would adversely affect the stability of net cash flows. 

For projects with low operational track record, the uncertainties are higher. 

 

Profitability of the projects 

 

Given the highly capital intensive nature of the projects and low operational expenses, the emphasis is on 

IRR and NPV (internal rate of return & net present value) instead of profitability indicators. Projects with 

poor IRR may require funding support from InvIT; the support required in such cases is assessed. 

However, it is to be noted that InvIT is not a sponsor to provide the funding support in case of financial 

deterioration. It is only a collective investment vehicle and its ability to infuse funds depends on the surplus 

available. In a few instances, the unit holders may not have economic incentive for supporting the project in 

which case there is a possibility of invocation of the concessionaire event of default clause and lenders 

exercising their substitution rights. 

 

Leverage, liquidity and debt service coverage metrics 

 

ICRA compares the leverage of an InvIT (as per InvIT guidelines, the consolidated borrowing for an InvIT is 

capped at 49% of net asset value) with those of its peers to assess its relative position. Generally, a 

conservative leverage ratio is viewed favourably as it reflects a lower quantum of committed outflows, while 

a longer maturity profile and lower cost debt can partially offset the risk associated with a high financial 

leverage. Debt service coverage ratio (DSCR) and loan life coverage ratio (LLCR) are the two key 

coverage ratios which are analysed. DSCR measures the cushion between debt servicing obligation and 

cash flows available for debt servicing (CFADS) in any given period (typically annual, but may be 

quarterly/half-yearly especially for projects exposed to seasonality and to match with debt repayment 

frequency). On the other hand, LLCR indicates the total capacity for debt service over the life of the rated 

instrument. Also, break even analysis is done to test for resilience; two projects may have a similar DSCR 

but their resilience to declining revenues and/or increased operating costs could be very different. In 

addition, unencumbered cash balances provide liquidity support and help the entity tide over years with 

weak DSCR.  

 

Further, the payout dates for external debt, SPV debt (could be external or from InvIT) and dividend to unit 

holders should be aligned with the inflows (adjusted for receivable cycle) to avoid any mismatch between 

InvIT obligations and inflows. 

 

Debt maturity profile and refinancing requirement 

 

Ceteris paribus, the tenure of the term debt is a key driver for the debt coverage as entities with longer 

tenure debt and similar levels of leverage will be more comfortably placed as compared to companies with 

shorter tenure debt. Also, a ballooning repayment structure is viewed favourably as the burden on cash 

flows is lower during the initial ramp up period of operations. However, this is not applicable for projects 

with materially increasing uncertainty of cash flows towards the latter part of the project life. 

 

While in most cases, the debt structure is fully amortising, there could be situations where some portion of 

debt has refinancing risk. In such cases, resilience of the InvIT to various refinancing costs/options and 

availability of liquidity measures to tide over any possible delays in refinancing (due to temporary market 

disruptions) is assessed. 

 

                                                        
4
 P90 estimate of generation is the generation which is 90% likely to be produced over an average year.   
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Entities with long tail period or in other words high project life coverage ratio (PLCR) ratio are better 

equipped to raise additional debt/ refinance existing debt with elongated tenor should there be a 

requirement. These are viewed favourably. 

 

Interest rate and forex risk 

 
The foreign currency risk can arise from unhedged liabilities, especially for entities with un-hedged foreign 

currency borrowings which could pertain to part-funding of the project cost. As there is limited scope for 

natural hedge, the focus here is on the hedging policy of the issuer to mitigate such risk for net foreign 

currency exposure. Similarly, the extent to which an issuer would be impacted by movements in interest 

rates is also evaluated. 

 

Structural factors 
 
Creation of debt service reserve account (DSRA) to cover debt servicing obligations for some period (either 

in the form of cash deposits or in the form of a Guarantee) and creation of a major maintenance reserve 

account to build sufficient funds for undertaking the scheduled major maintenance activities or provisions 

for any future bulky expenditure provides an additional comfort. Presence of a strong escrow mechanism 

and ring fencing of cash flows to prevent any leakage of funds are some of the structural considerations. 

Other forms of credit enhancement include senior-subordinate debt structuring, trapping surplus cash flows 

on activation of triggers, etc. 

 

ICRA draws comfort from the restrictive debt covenants that the InvIT will not raise any further external 

debt, presence of guarantee / undertaking from InvIT for SPV debt to gain support from other SPVs housed 

under the InvIT. 

 

Further, a tightly defined payment and guarantee / undertaking invocation mechanism to ensure timely 

payment of the debt, the lender’s consent for addition of new assets and the presence of an experienced 

trustee, who effectively controls the project cash flow and monitors the various reserves to be created as 

per the common loan agreement/ debenture agreement on behalf of the debt investors - are additional 

structural factors which support the rating. Also, the timing and the frequency of dividend payouts to the 

unit investors is important to test whether the same happens only after servicing the payments due on the 

external debt (and subject to certain other performance criteria being met). 

 

Other Elements of Credit Risk Assessment 
 

Accounting quality: Here, the Accounting Policies, Notes to Accounts, and Auditor’s Comments are 

reviewed. Any deviation from the Generally Accepted Accounting Practices is noted and the financial 

statements of the issuer are adjusted to reflect the impact of such deviations.  

 

Contingent liabilities/ Off-balance sheet exposures: In this case, the likelihood of devolvement of 

contingent liabilities / off-balance sheet exposures (including guarantees from InvIT to various SPVs) and 

the financial implications of the same are evaluated. 

 

Management Quality & Corporate Governance Assessment 
 

All debt ratings necessarily incorporate an assessment of the quality of the issuer’s management, as well 

as the strengths/weaknesses arising from the issuer’s being a part of a “group”. Usually, a detailed 

discussion is held with the management of the issuer to understand its investment objectives, plans and 

strategies, and views on past performance. Some of the other points assessed are: 

a. Investment manager and trustee’s experience and track record 

b. Project manager’s experience and track record 

c. Investment process and objectives 
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d. The issuer’s policies on leveraging, rationale for debt raising, balance between leverage and 

returns, interest risks and currency risks 

e. Asset acquisition /asset diversification strategy, assets in pipeline 

f. Conflict of interest between sponsor, trustee, investment manager and project manager 

 

Periodic interactions with the management provide insights into the operations and further help understand 

the management’s commitment to the business and strategies. The interactions with the management also 

help ICRA estimate the probability of the management’s tendency to deviate from its business philosophy 

in times of stress.  

 

Summing Up 
 

ICRA‘s credit ratings are a symbolic representation of its opinion on the relative credit risk associated with 

the instrument being rated. This opinion is arrived at following a detailed evaluation of the issuer’s business 

and financial risks, its competitive strengths, its likely cash flows over the life of the instrument being rated 

and the adequacy of such cash flows vis-à-vis its debt servicing obligations and other funding 

requirements.  

 

Overall, ICRA has a more favourable opinion on InvITs that have diversified asset base with stable cash 

flows and strong counterparties which operate in sectors with stable and well-established regulatory 

framework. ICRA also draws comfort from high DSCR and LLCR ratios with long tail period (to facilitate 

refinancing if required). Presence of structural features in the SPVs like adequately-funded DSRA, 

contingency and O&M reserves with restrictive covenants on additional debt and lenders’ consent for 

addition of new assets is a credit positive. The rating is also a function of track record of the sponsors, 

InvIT’s asset acquisition strategy and experience of investment manager, trustee. Material deterioration in 

risk profile of a key constituent asset could adversely affect the InvIT’s credit profile. 
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