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Money Market Fund Rating Criteria

Sector Specific Criteria Report

This criteria  report updates and . . . . , -
replaces the previous version, dated 28 Focus of Report: This report reflects India Ratings and Research’s (Ind-Ra) criteria for

October 2015 assigning ratings to money market funds (MMFs) in India.

The primary focus of this report involves funds with the investment objectives of preservation of
capital and timely return of shareholder investments. These objectives are typically met by
investing in high quality short-term debt instruments issued by sovereigns, financial institutions,
non-financial corporations, and asset-backed commercial paper (ABCP) programmes.

Key Rating Drivers

Fund Operating Environment: Ind-Ra reviews, among other factors, applicable fund
regulation, track record of the fund industry, industry standards and practices.

Sponsor and Investment Manager: To rate an MMF, Ind-Ra performs an assessment of the
asset manager and fund sponsor, which typically is the ultimate parent of the asset manager.
The agency seeks to establish that the asset manager is suitably qualified, competent and
capable of managing the portfolio consistent with the assigned rating, and together with the
sponsor has sufficient operational resources and expertise.

Investment Guidelines: An Ind-Ra MMF rating is primarily based on an analysis of the fund’s
investment policy. Ind-Ra expects MMFs to be diversified and to adhere to conservative
guidelines limiting credit, market and liquidity risks.

Active Ratings Surveillance: Ind-Ra typically requests monthly portfolio holdings and relevant
performance statistics to actively monitor MMF Ratings.

Evaluating a Fund’s Operating Environment

Regulatory and Operational Framework
Ind-Ra reviews the overall regulatory and operational framework in which the fund operates.
The agency’s review includes, but is not limited, to the following considerations:

e history and track-record of the fund industry;

e level of standards within the industry, in terms of clarity of funds’ investment objectives,
investor communication, and separation of duties within asset management firms;

e practices, in terms of fund set-up, custody or valuation, ensuring segregation of assets,
independent book keeping and valuation

Short-Term Markets

Reasonably developed short-term markets typically need to exist for MMFs to meet their
objectives of liquidity and capital preservation. Such markets are typically T-bills, bank
commercial paper, time deposits and certificates of deposit, corporate commercial paper, bank
bonds and notes, or asset backed short-term paper (such as ABCP).

When assigning MMF ratings, Ind-Ra considers the depth and liquidity of the market in terms
of its history, overall size, level of issuance, number of issuers and counterparties, and

Analysts trading activity.
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Evaluating the Roles of the Fund Sponsor and Investment Advisor

While the credit quality, maturity and liquidity of underlying assets serve as the primary sources
of protection to fund investors, Ind-Ra’s rating analysis also considers the roles of the fund
sponsor and investment advisor, especially for funds rated ‘IND Al+mfs’ level.

Investment Advisor
To rate a MMF, Ind-Ra performs an assessment of the investment advisor. With this
assessment, the agency seeks to establish that the manager is suitably qualified, competent
and capable of managing the fund. If the agency is not satisfied following this assessment, it
will not rate the fund.

Ind-Ra’s assessment of the investment advisor is based on periodic meetings with the advisor
to review policies and procedures to meet investment objectives as well as the supporting
organizational structure, internal controls, and risk management and reporting systems. Ind-Ra
places particular emphasis on controls over operational risk and pricing.

Ind-Ra seeks to assess whether the manager is fully aware of the challenges of managing
short-term money and has appropriate resources (research, control, etc) and investment
policies in place. Notably, the fund should unequivocally aim at liquidity and capital
preservation in its investment objectives and policies.

Credit Risk

Ind-Ra focuses on the overall credit quality of the individual holdings, as well as the overall
diversification. The credit quality assessment is based on the credit ratings assigned by Ind-Ra,
if available; if not, the lowest public rating from other rating agencies may be applied.

At the highest rating levels, Ind-Ra’s criteria is applicable to MMFs that mainly invest in
securities issued by the state, state-related entities, or strong financial institutions. This
includes bank counterparties that are rated ‘IND A1+ or ‘IND A1’ at the ‘IND Al+mfs’ level, and
minimal exposure to ‘IND A2’ at the ‘IND A2mfs’ level and lower. Relative to financial issuers
and the state, the segment of non-financial and non-bank corporate issuers is generally less
developed, less liquid and rated at a lower level. Any such investments by highly rated funds
would therefore be on a selective basis, with a particular emphasis on any mitigating factors,
such as a very short maturity horizon.

For secured investments (e.g. repurchase agreements), Ind-Ra seeks to understand the legal
and operational frameworks (margining frequency, overcollateralisation, access to collateral),
as well as the types of collateral. If collateralisation rules ensure high recovery in case of
default of the transaction counterparty, and if the collateral can be recovered on a timely basis,
Ind-Ra may reflect the rating of the collateral in its analysis of the counterparty credit risk and/or
tolerate greater concentration.

Diversification

Ind-Ra will review concentration at the single issue level for liquidity purposes. A focus on an
extremely short maturity profile (via deposits) could also lead to a concentration in bank-related
exposures. As per Ind-Ra’s criteria, the exposure to a single non state-related bank/corporate
issuer typically would not exceed 10% of the total portfolio assets, with some concentration
(15%) allowed for very short maturities (i.e. less than seven days or fully breakable deposits) or
on a temporary basis for operational reasons.

Maturity

To limit market risk (primarily interest rate risk) MMFs are expected to maintain a low weighted
average maturity to reset date (WAM, limiting interest rate risk) and a low weighted average life
(WAL, measuring the weighted average days to final maturity, limiting spread risk).

The limit on the sensitivity to interest rates, i.e. WAM, should reflect the historical and
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anticipated rate volatilty (base rate and MIBOR-equivalent curves). For ‘IND Al+mfs’
rated funds, WAM and WAL typically would not exceed three to four months and four to six
months respectively,

Ind-Ra’s criteria for highly rated funds calls for a maximum asset maturity of one year or less,
with the exception of floating-rate government or quasi-government securities, which may have
up to three years maximum maturity.

Liquidity

Ind-Ra’s rating criteria focuses on primary liquidity, ie the natural roll-off of assets, as well as
the presence of highly liquid assets, if any. A MMF’s maturity breakdown should be consistent

with anticipated redemption volatility and the base case remains 10% overnight and 25% at
seven days, linked to largest investor exposure.

Ind-Ra may consider direct obligations issued by governments or issuers which Ind-Ra
considers systemically important- to be eligible for overnight or seven day liquidity provided
such issues have a short remaining maturity of (typically 95 days or less) and benefit from
strong market liquidity (as measured by relative market size, trading volumes and any metric
Ind-Ra may consider relevant).

However, depending on other market-specific variables - such as issuer credit quality,
diversification and secondary market liquidity - larger bases of overnight and seven-day
maturities may be expected at higher rating levels. Contractual limitations on redemptions may
be a conventional and well-understood feature of the market. If so, this could serve as a
mitigant against redemption risk and the need for higher amounts of liquidity.

Ind-Ra reviews the investor base, the distribution channels and the historical redemption level
and considers the sensitivity to yield differentials (ie opportunistic behaviour), as measured, for
example, by the correlation of flows in MMF with yields.

The secondary liquidity of assets can be unpredictable and volatile. For this reason, Ind-Ra’s
criteria emphasise maintaining a significant exposure to truly liquid assets on top of the primary
liquidity explained above. Ind-Ra considers investments in plain vanilla securities - such as
those issued by governments or issuers which Ind-Ra considers systemically important - to
offer greater relative liquidity and generally expects more than 50% of the portfolio to consist of
such securities.

Ind-Ra would typically expect around a third of the fund’s allocation to such liquid securities to
consist of direct Government obligations and the remainder to consist of other highly liquid
securities, although the relative importance of the two components in Ind-Ra’s analysis will
depend on market characteristics. Lower exposures to T-bills or highly liquid systemically
important issuers can be mitigated by higher level of primary liquidity as explained above.
Conversely, investments in non-conventional (e.g. recently developed segments) or non-
exchangeable assets are subject to limitations - generally between 10% and 20% of the total
portfolio. Such assets include, but are not limited to, non-financial corporate issues, term repo,
or unbreakable deposits above seven days.

Active Surveillance

Ind-Ra periodically examines a rated fund’s portfolio, the credit quality, liquidity and maturity
characteristics of portfolio holdings, and the capabilities and resources of the related
investment advisor to ensure existing ratings remain appropriate.

Ind-Ra typically examines the portfolios of MMFs monthly to assess the credit quality, liquidity,
and maturity characteristics relative to assigned ratings. Surveillance reports include portfolio
holdings, redemption/subscription activity, portfolio NAV, WAM, WAL, and yield, among other
data items. At any time, and in particular during periods of heightened credit and/or liquidity
stress or material NAV deviation, Ind-Ra reserves the right to seek information on a more
frequent basis.
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Limitations

The rating scale provides a relative measure of principal protection and timely return of capital
(liquidity) for rated MMFs. The term “liquidity” - as used throughout this report and the rating
definitions - refers to the timely return of capital which is relative to other short-term obligations
of the highest credit quality.

MMF ratings are typically assigned to funds whose objectives are capital preservation and
timely return of capital, albeit often with gate provisions in the applicable governing
documentation. Fixed-income funds that are not managed to fulfil these objectives are rated
using Ind-Ra’s bond fund rating methodology.

In certain cases, Ind-Ra may elect to rate funds marketed as MMFs and with MMF-like
objectives under its Bond Fund Rating Criteria. This reflects Ind-Ra’s view that the risk profile of
such funds is inconsistent with its expectations for MMFs.

Not all rating factors in these criteria may apply to each rating action. Each specific rating
action commentary or rating report will discuss those factors most relevant to the individual
rating action.

Figure 1
Summary of Money Market Fund Rating Criteria

IND A1+
Asset and counterparty credit quality
IND A1+ and IND Al (or equivalent, minimum %) 100
IND A2 (or equivalent, maximum %) 0
IND Al+ (minimum %) 50-70
Issuer diversification (maximum aggregate %)
Single state-owned entity 35
IND Al+ or equivalent, total 10-15
Of which greater than seven days 5-10
IND Al or equivalent, total 5-10
IND A2 or equivalent, total 0
Other diversification (maximum %)
Repurchase agreement counterparty® 25-30
Maximum asset maturity
All securities, except sovereign securities 397 days
Floating rate and highly liquid sovereign securities 2-3 years
WAM (maximum) 3-4 months
WAL (maximum) 4-6 months
Portfolio liquidity (baseline)
Overnight maturities and highly liquid assets (minimum %) 10-20
Seven-day maturities and highly liquid assets (minimum %) 25-40
Less conventional assets or with limited/non-existent secondary 10-20
market liquidity (%)"
T-bill or assets from highly rated (typically ‘IND AAA’) issuers Ind-Ra 50

considers highly liquid and systemically important (minimum %)

2 Applicable to treasury collateral with overcollateralisation. Otherwise, unsecured guidelines are applicable

P Refers to assets such as non-bank corporates, repo or unbreakable deposits above seven days, foreign assets
with maturity above seven days

Source: Ind-Ra
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Appendix
Rating Definitions
IND Almfs

Schemes with this rating are considered to have very strong degree of safety regarding timely
receipt of payments from the investments they have made.

IND A2mfs
Schemes with this rating are considered to have strong degree of safety regarding timely
receipt of payments from the investments they have made.

IND A3mfs
Schemes with this rating are considered to have moderate degree of safety regarding timely
receipt of payments from the investments they have made.

IND Admfs
Schemes with this rating are considered to minimal degree of safety regarding timely receipt of
payments from the investments they have made.

Modifiers {“+” (plus)} can be used with the rating symbols for the categories IND A1mfs to IND
Admfs. The modifier reflects the standing within the category.
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ALL CREDIT RATINGS ASSIGNED BY INDIA RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS
AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS
LINK: HTTP://WWW.INDIARATINGS.CO.IN/UNDERSTANDINGCREDITRATINGS.JSP IN ADDITION,
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE
AGENCY'S PUBLIC WEBSITE WWW.INDIARATINGS.CO.IN. PUBLISHED RATINGS, CRITERIA, AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. INDIA RATINGS' CODE OF
CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE,
AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE
OF CONDUCT SECTION OF THIS SITE.

Copyright © 2015 Fitch Ratings, Inc., Fitch Ratings, Ltd. and its subsidiaries 33 Whitehall Street, NY, NY 10004.Telephone: 1-800-753-4824,
(212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights
reserved. In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters and from other
sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with
its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are
available for a given security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party verification it
obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the
rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public information, access to the
management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon
procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability
of independent and competent third-party verification sources with respect to the particular security or in the particular jurisdiction of the issuer,
and a variety of other factors. Users of Fitch’s ratings should understand that neither an enhanced factual investigation nor any third-party
verification can ensure that all of the information Fitch relies on in connection with a rating will be accurate and complete. Ultimately, the
issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and
other reports. In issuing its ratings Fitch must rely on the work of experts, including independent auditors with respect to financial statements
and attorneys with respect to legal and tax matters. Further, ratings are inherently forward-looking and embody assumptions and predictions
about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings can be affected
by future events or conditions that were not anticipated at the time a rating was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion is based on established criteria and methodologies that Fitch is continuously evaluating and
updating. Therefore, ratings are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a rating.
The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged
in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in, but are
not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is
neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in
connection with the sale of the securities. Ratings may be changed or withdrawn at anytime for any reason in the sole discretion of Fitch.
Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not
comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of
payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating
securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch
will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single
annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,
publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any
registration statement filed under the United States securities laws, the Financial Services and Markets Act 2000 of the United Kingdom, or the
securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be
available to electronic subscribers up to three days earlier than to print subscribers.
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