
 

 

                                                                                
 

ICRA Rating Feature 

Methodology for Solar Power Rating for Decentralised Solar Photo 
Voltaic Applications  
 
This rating methodology explains the key factors considered by ICRA to provide accreditation to the 

channel partner to undertake solar projects. The rating would be done for channel partners like system 

integrators (SIs), renewable energy service companies (RESCOs), manufacturers of solar related 

equipment, solar project developers and start-ups in the sector. From now on, the rating would not 

distinguish between on-grid and off-grid solar photo voltaic (PV) applications (as used to be the case 

earlier) and is going to be termed as “Solar Power Rating for Decentralised Solar PV Applications” in 

accordance with the MNRE guidelines. 

 

Rating Scale 

ICRA’s MNRE rating reflects “the performance capability and financial strength of the channel partner to 

undertake solar power projects for decentralised Solar PV applications.” The rating is done on a 5x5 matrix 

(5x5). This matrix assesses the firm on two broad parameters - performance capability and financial 

strength. Performance capability includes aspects such as track record of the firm in solar business, the 

diversity of its product profile, customers’ and suppliers’ feedback on performance, as well as factors like 

technical competence, adequacy of manpower, and quality of management of the firm. Financial strength 

assesses the firms with respect to revenue generation, profitability and financial flexibility. The rating scale 

is given below: 
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Highest SP 1A SP 1B SP 1C SP 1D SP 1E 

High SP 2A SP 2B SP 2C SP 2D SP 2E 

Moderate SP 3A SP 3B SP 3C SP 3D SP 3E 

Weak SP 4A SP 4B SP 4C SP 4D SP 4E 

Poor SP 5A SP 5B SP 5C SP 5D SP 5E 

 

The rating is valid for a period of two years from the date of assignment. 

Rating Methodology 

Framework for Rating of Channel Partners (other than RESCOs) 

SIs, manufacturers, solar project developers and start-ups are firms which are involved in the end-to-end 
execution of the entire project and are also responsible for maintenance of the equipment/system. The 
parameters for the rating of such channel partners are summarised in the table below:  

 
 Performance Capability  Financial Strength 

1 Promoter track record 1 Sales  
a) Solar capacity Installed 2 Return on capital employed (%) 
b) Promoters' relevant track record 3 Total outside liabilities/ Tangible net worth 
c) Quality of second tier management team 4 interest coverage  
2 Technical competence and adequacy of 

manpower 
5 Net worth (Firm + Promoter) 

a) 
b) 

Technical competence  
Adequacy of manpower 

6 Feedback of bankers on conduct of account and 
integrity 

3 Quality of supplier and Tie-Ups 7 Current ratio 
a) Quality of suppliers   
b) Supplier feedback   
4 Customer and O&M network   
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 Performance Capability  Financial Strength 

a) Customer feedback   
b) O&M capabilities   

Performance Capability Rating  Financial Strength Rating 

 
Performance Capability Assessment for Channel Partners (other than RESCOs) 

A brief description of the performance capability indicators are given below: 

 
Promoter Track Record 

o Solar Capacity Installed – The track record of the firm in terms of solar capacity installed reflects its 
capability in terms of size of projects executed and the management’s ability to effectively manage 
projects of various scale.  

 
o Promoters’ Track Record in Similar Business – The number of years of relevant experience of the 

promoters in a similar business will be factored into the assessment. Experience in a similar business 
enables promoters to have a better understanding of the sector. Further, aspects such as performance 
of group companies, financial gearing levels of group companies and risk appetite displayed by the 
promoters is also taken into consideration. 

 
o Quality of second tier management – The ability of the second tier management to successfully 

execute solar power projects with relevant experience of the top management is also to be taken into 
consideration. In case part of the project execution is being sub-contracted, the quality of the sub-
contractors, their track record and experience is also assessed. The management’s ability to arrange 
the necessary resources for successful implementation of the project is a critical parameter for 
assessment.  

 
Technical Competence and Adequacy of Manpower 

o Technical Competence - This is an important parameter in technology-oriented business as 
knowledge or understanding of solar cells/collectors, panels and other components is a pre-requisite to 
operate this complex technology. Since most of the firm applications also take-up the O&M functions, 
therefore technical knowhow is critical. Moreover, long term sustainability of firms requires introduction 
of new products and services and thus technical competence serves as an important factor for 
determining firm capability. 
 

o Adequacy of manpower - This parameter assesses the adequacy of manpower available which is on 
payroll of the firm and hence determines its ability to reach out to its customers. ICRA assesses not 
only the adequacy of manpower strength that the firm employs but also its quality. Quality of manpower 
is important determinant of firm capabilities as personnel with diverse skills and experience are 
required to undertake repair and upkeep of multiple equipments. The proportion and nature of work 
outsourced by the firm is assessed to evaluate the quality and adequacy of the personnel. The firm 
which carries out most of the core activities including design, installation and O&M using its own 
resources is assessed more favorably as compared to the firm who subcontract these core activities to 
a third party.  

 
Quality of Supplier and Tie-Ups 

o Quality of Suppliers – This parameter assesses the credentials of the suppliers in terms of their 
operating history, track record of successful implementation of projects and their other customers’ 
profile. The quality of the supplier is important as the life span of key components determines the 
operating costs and cost per unit of power generation over long-term.  

 
o Supplier Feedback - This parameter focuses on assessing the level of engagement between the firm 

and its supplier, delays in payment and length of relationship between the firm and its supplier. The 
assessment also links the supplier’s feedback with the payables days as per the financial statements. 

 
Customer and O&M Network 

o Customer Feedback - This parameter focuses on assessing the quality of service delivered to 
customers in terms of timeliness of service delivered and level of customer satisfaction, in case the firm 
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has already completed a few projects. It will also reflect the length of relationship between the 
customer and the firm.  
 

o Operations and Maintenance Capability – After sales service plays an important role in solar power 
projects. In order to determine the operation and maintenance (O&M) capability of the firm, the 
geographical spread of the O&M network that has been established and availability of qualified and 
trained manpower is evaluated. In addition, the track record of renewal of annual maintenance 
contracts (AMCs) by clients is also a reflection of the level of customer satisfaction and O&M capability 
of the firm. Some of the other aspects which are evaluated under this parameter include the AMC 
policy, turnaround time and geographical reach etc.  

 
Financial Strength Assessment (other than Renewable Energy Service Companies) 

ICRA considers only the audited financials of the firm for the purpose of assessing its financial strength. 
The various parameters used to assess financial strength are described below -  

o Sales - For firms with a meaningful operating history, the revenues provide an insight into the 
capability of the firm as well as the capacity to execute projects. A certain size also provides benefits in 
terms of attracting manpower, scale economies and financial flexibility. The quantum of sales and 
growth in sales (from solar and non-solar business) is also a good indicator of revenues that a 
business can generate in the future.    
 

o Return on capital employed (ROCE) - RoCE indicates the returns generated by the firm on the total 
capital employed in the business. The ratio comprehensively indicates the profitability generated by the 
business and how well the firm is run by its management. A consistently low ROCE reflects the firm’s 
poor viability over the long term. 

 
o Total outside liabilities by tangible net worth - The nature of business (i.e. project execution and 

O&M) requires the firm to have very low fixed assets and most of the funding requirement is towards 
the working capital. An analysis of the total outside liabilities (debt as well as current liabilities) to the 
tangible net worth of the firm provides a good indicator of the overall indebtedness of the firm. The 
lower this ratio, the better the financial strength, since it gives the firm flexibility to take on additional 
liabilities to contract higher business volumes if required.  
 

o Interest coverage - Interest coverage represents the extent of cushion that the firm has in meeting its 
interest obligations from surpluses generated from its business operations. This ratio is important as it 
reflects the firm’s ability to meet its financial obligations in a timely manner. Firms with higher interest 
coverage ratios can withstand adverse business conditions and hence have better financial strength. 
 

o Net worth (Firm + Promoter) - Net worth or capital (in case of company) reflects the promoters’ funds 
deployed in the business. There is no fixed repayment or servicing obligation on these funds, which 
thus act as a cushion against adverse business conditions. For the purpose of this computation, the 
framework includes even the personal net worth of the promoters (unencumbered fixed assets and 
liquid assets). As most firms are expected to be present in this business for a relatively shorter time 
period, they are  unlikely to have a high capital investment by promoters. However, if the promoters 
have the ability to infuse additional funds, for the purpose of undertaking more projects, through their 
personal means, then that can be considered for the purpose of measuring financial flexibility. A net 
worth certificate from a chartered accountant is relied upon to arrive at the extent of the promoter’s 
personal net worth and is considered in our analysis. 
 

o Feedback from bankers - This involves an assessment of the firm’s relationship with the banker, 
timeliness of submission of various compliance reports to banks, instances of overdrawn accounts or 
bounced cheques or any other irregularities. As bankers form an important source of information on the 
operations as well as quality of management of the firm, their feedback provides important insights into 
the firm. 
 

o Current ratio - The current ratio indicates a firm’s overall liquidity position. Hence, the current ratio is a 
good indicator of its financial health and its ability to take on incremental projects.  
 

In case of companies that are recently established, substantial emphasis is placed on promoter strength 
and their ability to infuse funds into the business, as required. 
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Framework for rating of RESCOs  

Renewable Energy Service Companies (RESCOs) are firms which will be involved in setting up of solar 

power projects and then monetising the energy produced from such projects. RESCOs are thus different 

from Sis, which are entities involved in the installation and execution of projects for RESCOs. Given the 

difference in the nature of the businesses of a RESCO and an SI, the rating framework for the two would 

also have some differences. The framework for assessing RESCOs is given below  

 

 Performance Capability  Financial Strength 

1 Promoter Track Record 1 Net worth  

a) Monetary value of solar capacity installed 2 Banker feedback 

b) Promoters' track record in similar business 3 Financial flexibility 

c) 

d) 

 

e) 

Quality of management  

Promoter’s qualification and technical 

competence 

Tie-ups with system integrators 

4 Gearing 

2 Project Management Capability 5 Debt service coverage ratio 

a) 

b) 

 

c) 

O&M capabilities and tie ups Adequacy of 

Quality of EPC contractors and equipment 

suppliers 

Supplier / EPC feedback 

6 Interest coverage ratio 

3 Customer concentration, quality, and 

ability to manage receivables 

7 Project IRR 

a) 

b) 

Quality of customers 

Collection capability 

  

    

Performance Capability Rating  Financial Strength Rating 

 

Performance Capability Assessment for RESCO 

A brief description of the performance capability indicators are given below: 

Promoter Track Record: 

The experience or track record of a RESCO needs to be measured in terms of the number of projects 

undertaken in the past. In case of newly constituted RESCOs with limited track record, ICRA would also  

stress on factors like technical backgrounds and experience in related areas and the capacity or size of 

these projects. 

 

o Monetary value of solar capacity Installed – The track record of the entity in terms of monetary 

value of solar capacity installed will reflect its capability in terms of size of projects executed and the 

ability of the management to effectively manage projects of various dimensions. As there is an upper 

limit of 100 Kwp per site for projects, smaller players are expected to participate and as such, players 

having experience of installing higher cumulative capacity will get a higher score 

o Promoters' track record in similar business – The number of years of relevant experience of the 

promoters in a similar business will be factored into the assessment. Experience in similar business 

would enable promoters to have a better understanding of the sector and would also be indicative of 

their execution capabilities. Promoter Track Record will be important as it is envisaged that most 

entities seeking rating would be smaller entities recently established by people who have some 

technical experience in the sector. 

o Quality of management - The management’s ability to successfully execute projects will also be taken 

into consideration. The competence could stem from the promoters' personal qualification and 

experience or from contracted suppliers. In case part of the project execution is being sub-contracted, 

the quality of the sub-contractors, their track record and experience would be assessed. The 

management’s ability to arrange the necessary resources for successful implementation of the project 

would be critical. 
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o Promoter’s qualification and technical competence - This is an important parameter in technology-

oriented business as knowledge or understanding of solar cells/collectors, panels and other 

components will be a pre-requisite to operate this complex technology. This parameter will evaluate the 

technical competence of the promoter and his ability to conduct business. 

o Tie-ups with system integrators - The quality of tie-ups that an entity has with its system integrators 

would be an important determinant of the likely success of the RESCO in executing projects. If a 

RESCO has tie-ups with established system integrators who have extensive experience in setting-up 

projects, the execution of projects will be easier for the RESCO and result in lower execution risk. 

Project Management Capability 

o Operations and maintenance capability - Given the fact that solar technology is relatively new in the 

country, the capability of the System Integrator to provide O&M facilities to the project developers 

becomes vitally important. Having personnel with technical expertise would ensure that the 

maintenance of the projects would be carried out in a timely and appropriate manner and accordingly 

contribute towards higher efficiency in the operations. Some of the aspects addressed under this 

parameter are - availability of O&M network or tie-up with a service provider in the project area, 

graphical spread of the O&M network, presence of qualified people to address possible breakdowns, 

measures taken to train the staff, policy on annual maintenance contracts. 

o Quality of EPC contractors and equipment suppliers - It is important to understand the profile and 

quality of the entities from which the RESCO sources its equipment. This will indicate the degree of 

reliability of the quality and life of the product and in turn have an impact on operating costs and 

returns. A RESCO sourcing its material and equipment from reputed suppliers will be viewed 

favourably as compared to an entity which does not have a continuous relationship with a supplier. 

o Supplier / EPC feedback - This parameter will focus on assessing the level of involvement between 

the entity and its supplier, delays in payment and length of relationship between the entity and its 

supplier. The assessment will also link the actual feedback with the payables as per the financial 

statements. 

Customer concentration, quality and ability to manage receivables 

o Quality of customers - This parameter will consider the type of customers whom the RESCO will be 

servicing after the completion of the project. The focus will be to understand the profile of the 

customers and the ability of the RESCO to recover dues from its customers on a timely basis. Inability 

to recover the dues from the customer will impair the RESCO from servicing its term debt and also 

slow down its ability to take up new projects. RESCOs undertaking projects for established industrial 

customers are more likely to be able to recover dues than those servicing agricultural applications, 

schools or rural households. Customer concentration will also be assessed as a very high 

concentration of customers exposes the entity to huge risk due to non payment by a single large 

customer. 

o Collection capability (Past experience in managing collections + adequate manpower to collect 

+ collection efficiency displayed) - A critical aspect of the continued operations of a RESCO will be 

the ability to collect dues from the customers. This will be important for the survival of the RESCO and 

its ability to service debt. Management’s experience in any other business of collections or an 

established team which focuses on collections will be a key differentiator. 

Financial Strength Assessment (for RESCOs) 

RESCOs will be responsible for the generation and distribution of power and collection of dues from 

customers. As RESCOs will be the key beneficiaries of the subsidy scheme being implemented by MNRE, 

it will be essential to evaluate the extent of debt that the RESCO can service, liquidity and accruals of the 

entity. A brief description of the financial strength indicators are given below: 
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o Net worth (Entity + Promoter) – Net worth or capital (in case of firms) reflects the promoters’ funds 

deployed in the business. There is no fixed repayment or servicing obligation on these funds, which 

thus act as a cushion against adverse business conditions. For the purpose of this computation, the 

framework includes even the personal net worth of the promoters (unencumbered fixed assets and 

liquid assets). For a RESCO, the net worth becomes important as for every project it will have to invest 

20% of project cost as its contribution towards the project. Hence, for the RESCO to execute more 

projects, the net worth of the entity and the promoter should provide sufficient cushion to fund future 

projects. The promoters’ ability to infuse additional funds, for the purpose of undertaking more projects, 

through their personal means, will be considered for the purpose of measuring financial flexibility. The 

promoters’ net worth also provides an avenue for tiding over temporary exigencies faced in the project. 

o Feedback from bankers - This will involve an assessment of the entities’ relationship with the banker, 

timeliness of submission of various reports to banks, instances of overdrawn accounts or bounced 

cheques or any other irregularities. As bankers form an important source of information on the 

operations as well as quality of management of an entity, their feedback would provide important 

insights into the entity. 

o Financial flexibility - The financial flexibility of the RESCO would be assessed to ascertain the 

amount of external funding that the entity can bring into the business. This is essentially important in 

the event of delays or exigencies occurring in the project execution. The amount of cash balances and 

flexibility to draw down from other sources are considered favourable for a RESCO. This financial 

flexibility might also need to be looked at in respect to the quality of customers of the RESCO as that 

will determine the amount of receivables it will have to fund through its own funds. 

o Gearing - Gearing reflects the extent of borrowed funds vis-à-vis owned funds in the entity’s funding 

mix. A company’s gearing or debt/equity structure is a function of the management strategy and risk 

bearing ability. A higher quantum of debt increases the financial risk profile, especially for businesses 

that are not mature. Moreover, high gearing will also limits the entities’ ability to take further debt which 

will constrain it ability to take on new projects. 

o Debt service coverage ratio (DSCR) - DSCR indicates a company’s ability to service its debt 

obligations, both principal and interest, through earning generated from its business operations. ICRA 

will assess the DSCR of the proposed project by sensitizing the projections provided by the RESCO to 

various key project parameters. DSCR is an important parameter given the fact that the RESCO will be 

operating in project mode and the DSCR is a good indicator of the likelihood of the projects being 

viable. ICRA will assess the DSCR over the life of the project, rather than on a static basis. 

o Interest coverage - Interest coverage represents the extent of cushion that an entity has in meeting its 

interest obligations from surpluses generated from its business operations. This ratio is important as it 

reflects the ability of the entity to service its interest obligations in a timely manner. Entities with higher 

interest coverage ratios can absorb higher levels of adverse business conditions and have better 

financial strength. 

o Project internal rate of return (IRR) – IRR is a rate of return used to measure and compare 

profitability of investments. The assessment would factor in ICRA's assumptions on the projects and 

accordingly compute the value based on expected revenues. The combination of capital subsidy and 

interest rate subsidy envisaged in the mission ensure that projects even with an IRR of 6 to 7 per cent 

will be viable and ensure adequate returns to the promoters. 
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