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Scope of the Criteria  

1. The proposed criteria titled ‘Criteria for Fund Ratings’ predominantly applies to fixed income funds, 

including money market funds and other funds with portfolios that invest primarily in debt and debt like 

securities. Fund ratings (“f”) are not credit ratings. Therefore, they do not measure the relative ability of 

a fund to repay principal and/ or interest in a timely manner. Rather, Fund Ratings indicate an opinion 

regarding the fund’s ability to preserve principal value under varying market conditions that may be 

affected by credit risk, interest rates, liquidity, as well as other market conditions.  

2. The ratings balance quantitative factors with qualitative assumptions and are expressed in the form of 

a scale ranging from ‘AAA’ (highest quality and lowest volatility) to ‘C’ (material loss of principal). See 

pages 16 & 17 in the criteria titled Rating Scales, Symbols and Definitions for the Fund Rating Table, which 

provides more details on the definitions and symbols.  

 

Summary of the Criteria Changes 

3. The proposed criteria is based on the principles of the last updated criteria, ‘Global Master Criteria for 

Rating Funds and Asset Managers, last updated in March 2017’.   

4. The major change to the criteria is the separation of the ‘management quality’ or ‘mq’ ratings from the 

Fund criteria.  Going forward, Asset Managers will be rated using either the ‘Appendix to Criteria for 

Rating Financial Services Companies: Asset Management Issuer Credit Ratings’, if they are assigned an 

issuer credit rating (ICR) or ‘Criteria for Management Quality Ratings’, if they are assigned a 

Management Quality (MQ) rating. MQ Ratings are not credit ratings. Therefore, they do not measure 

the relative ability of fund to repay principal and or interest in a timely manner. However, it is possible 

that Asset Managers will hence forth have both a full issuer credit rating and Management Quality (MQ) 

rating. 

5. GCR does not need to complete an Asset Management (ICR or MQ) rating in order to conduct a fund 

rating.  

6. The other major change for the Fund Rating Criteria is its alignment to the broader GCR ratings 

frameworkhttps://gcrratings.com/wp-content/uploads/2019/05/GCR_Criteria-for-the-GCR-Ratings-

Framework.pdf. Specifically, GCR has adopted the use of the GCR risk scores in ascertaining portfolio 

quality and deriving national and international scale ratings. Furthermore, in line with the framework, 

GCR has significantly improved the transparency of the criteria and adopted the Anchor Credit 

Evaluator mapping table. See the Criteria for the GCR Ratings Framework for more details on how the 

framework, risk scoring and Anchor Credit Evaluator works.  

 

 

https://gcrratings.com/wp-content/uploads/2019/05/GCR_Criteria-for-the-GCR-Ratings-Framework.pdf
https://gcrratings.com/wp-content/uploads/2019/05/GCR_Criteria-for-the-GCR-Ratings-Framework.pdf
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 An Overview of the Fund Rating Framework 

7. In order to improve the comparability and transparency of Fund Ratings, GCR has adopted criteria with 

publicly available scoring for the major rating components. The goal is to allow each stakeholder (issuer, 

investor, regulator, counterparty etc.) to know in some detail, each of the major rating drivers and 

ultimately what factors may change the ratings in the future.  

8. To achieve this, GCR has adopted its typical four (4) major rating components (in line with the wider 

GCR Ratings Framework).  For fund ratings, these four components are Credit Quality, Maturity & Interest 

Rate Risk, Management Assessment and Liquidity. Each component, for each fund rating, will have a 

public positive or negative score assigned to it. The summation of the scores determines the GCR Risk 

Score, which is translated using the country specific column on the GCR Anchor Credit Evaluator into 

the final rating.  It is important to note that there are no fixed weightings for the components, factors or 

sub-factors.   

9. To understand the following criteria, GCR recommends that it is read in conjunction with the ‘Criteria for 

the GCR Ratings Framework’, and the ‘GCR Rating Scales, Symbols & Definitions’ report, and the Anchor 

Credit Evaluator, which are all published on the GCR Website and will help translate the GCR Risk Score 

to the international and national scale ratings.  

10. The way the key rating concepts interact with each other and result in an issue(r) credit rating is best 

illustrated in Figure 1, below: 

 

 

 

  * There are no fixed weightings to the components or factors above.  
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Component 1: Credit Quality Assessment 

11. The core of the fund rating criteria is based on our opinion of the credit risk within the fund’s portfolio of 

investments. Credit risk refers to the possibility that an issuer of a security will be unable or unwilling to 

meet its obligations to pay interest and principal on time and in full.  As a result, GCR established the 

weighted average credit quality of the portfolio, to establish the first component score.  

Component 1, Factor A: Weighted Average Credit Quality 

12. GCR undertakes an analysis of the securities within a fund, using a 12month rolling average in order to 

remove volatility, to determine its ‘weighted average credit quality’ (“WACQ”) of the portfolio. To 

establish the credit quality of the underlying security, GCR will typically use the GCR Ratings Framework, 

sector specific criteria and anchor credit evaluator (available on line at www.GCRratings.com) in order 

to ascertain the GCR Risk Score on the individual issues, i.e. not just the issuer credit quality but also the 

characteristics of the underlying instruments.  Typically, all instruments or deposits that rank pari-passu 

with senior unsecured will be assigned a risk score equivalent of the GCR issuer credit rating for issuing 

entity.  For subordinated and hybrid issuances, GCR will typically notch down from the issuing entity’s 

issuer credit rating. To see the notching of instruments from the issuer credit ratings, see the Instrument 

Ratings section of each rating criteria.  

13. GCR may also utilize validated issuer and issue ratings (and approximate a GCR Risk Score equivalent) 

not issued by GCR, if they are from a licensed, regulated Credit Rating Agency.    

 

Component 1, Factor B: Credit Quality Portfolio Adjustments    

14. Whilst conducting the initial analysis, GCR may make adjustments on a security or portfolio basis due to 

any of the below subfactors:   

15. Portfolio investment concentrations that compare negatively or positively to market averages. This 

concentration adjustment could be made for, amongst other things, either single name, a group of 

names, currency or sector (typically bank) concentrations. This is because GCR believe that 

concentration in any particular area increases risk relative to a well-diversified portfolio, and ultimately 

could translate into volatile movements in price and value. 

16. In the case where single name concentrations are high, typically when single names are over 15% of 

the portfolio (excluding operational cash holdings), GCR may stress the investment portfolio for a 

downgrade, should the weighted average credit quality be on the margin of the weaker category or if 

the asset (issuer or issue) of concentration is on a negative outlook.  

17. GCR can also make adjustments if additional counterparty risk is introduced, typically these will either 

be through the use of derivatives (for interest rate risk or currency risk) or repurchase agreements. For 

Cr(   (-5 to 40: 40 best) 

Cr   (0 to 40: 40 best) 

Cr( (-10 to +2: +2 best) 
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securities offered under repurchase and reverse repurchase agreements, to be conservative, the 

underlying maturity of the instrument is included in the Maturity Assessment (below).  

18. In the case of guaranteed or collateralized exposures, GCR can make an adjustment to the underlying 

credit of the asset in the investment portfolio.  For a guarantee, presuming it passes the elements 

included in the GCR Guarantee Criteria to be found in the criteria titled ‘Criteria for the GCR Ratings 

Framework’, GCR will typically take the GCR risk score equivalent of the Guarantor. If the obligation is 

collateralised, GCR will uplift the score on a case by case basis depending on the liquidity, realizability 

and quality of the collateral. Potential uplift will be limited to two (2), however, to capture the risk of 

collateral realization.  

19. Complexity: If the portfolio is exposed to complex instruments, pay structures or other elements, relative 

to other funds in the market, GCR could lower the score.   

20. Currency risk appears when a fund holds deposits or securities within its portfolio denominated in a 

currency different from its base currency (the currency in which investor payments are denominated). 

Such a currency mismatch exposes these holdings to foreign exchange rate movements resulting in 

potential fluctuations in value and return. The amount of exposure and related risk is reviewed by GCR, 

and a negative adjustment can be made. 

21. Environmental, Social and Governance (“ESG”) factors. When the fund is explicitly invested in securities 

with strong ESG fundamentals, we could make a positive adjustment to the score to reflect the 

corresponding competitive advantages (such as investor stickiness).  

22. Example of a credit quality assessment:  

• Fund ‘A’ has a portfolio spread across 10 entities.  All of the invested instruments are pari passu 

to senior unsecured.  

• The largest two entities represent 20% of the portfolio each, they both have a GCR risk score of 

20.  The remaining 8 issuers equally make up the remaining 60% of the portfolio, 4 entities have a 

risk score of 15 and 4 have a risk score of 10.   

• The initial WACQ equals 15.5, calculated as ((20*0.4) + (15*0.3) + (10*0.3)).  However, GCR has 

decided to make a negative 0.5 adjustment for high concentration risks.  

• The final credit quality assessment is therefore 15.  
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Component 2: Weighted Average Maturity & Interest Rate Risk 

23. In the second component, GCR assesses and averages the weighted average maturity (“WAM”) and 

the interest rate risk within the fund’s investment portfolio.   Fundamentally, GCR are of the opinion that 

as the maturity of a security (or portfolio) is extended, credit risk increases and more uncertainty is 

introduced as to the direction and quantum of possible future movements in interest rates. Therefore, all 

else being equal risk increases as tenor increases. However, both risks (more typically the latter) can be 

mitigated using hedging strategies. To capture these risks and the potential risk mitigations, GCR blend 

the average of the WAM and duration, using table 1 and 2 below.  

24. GCR assesses the WAM of the investment portfolio, again using the 12-month rolling average. When 

assessing the maturity of the instrument, GCR will take cognizance of any put options or reset dates built 

into the instrument(s) that could shorten the maturity of that instrument/ portfolio overall.  In essence, in 

order to benefit from a positive adjustment for such options, the fund should have full control of the 

option and the investment manager would have typically established a track-record of realizing such 

investments.   

  
Table 1:  Weighted Average Maturity Assessment   

Weighted Average 

maturity (days) 
<31 

≥ 31 

and 

<61 

≥ 61 

and 

<91 

≥ 91 

and 

<121 

≥ 121 

to 

<181 

≥ 181 

to 

<271 

≥ 271 

to 

<365 

≥ 365 

to 

<545 

≥ 545 

to 

<730 

≥ 730 to 

<1,095 

≥ 1,095 

to 

<1,460 

≥ 1,460 

to 

<1,825 

≥ 1,825 

Adjustments to the 

Portfolio Weighted 

Average Credit Quality  

+2.5 +2.0 +1.5 +1.0 +0.5 0.0 0.0 -0.5 -1.0 -1.5 -2.0 -2.5 -3.0 

 

25. To capture interest rate risks, GCR measures duration, i.e. the sensitivity of a fixed income security’s 

market price to changes in interest rates. Duration is calculated based on an instrument’s original and 

remaining term to maturity, coupon and other contractual terms.  This aspect of portfolio risk is 

addressed by reviewing the specific characteristics of each of the securities in a fund’s portfolio, in order 

to ascertain the aggregate portfolio sensitivity to interest rate changes. However, GCR will take 

cognizance of any risk mitigation taken by the fund managers, such as derivatives.  

  
Table 2:  Portfolio Duration (post hedging) 

Weighted Average 

maturity (days) 
<31 

≥ 31 

and 

<61 

≥ 61 

and 

<91 

≥ 91 

and 

<121 

≥ 121 

to 

<181 

≥ 181 

to 

<271 

≥ 271 

to 

<365 

≥ 365 

to 

<545 

≥ 545 

to 

<730 

≥ 730 to 

<1,095 

≥ 1,095 

to 

<1,460 

≥ 1,460 

to 

<1,825 

≥ 1,825 

Adjustments to the 

Portfolio Weighted 

Average Credit Quality  

+1.0 +1.0 +1.0 +0.75 +0.5 0.0 0.0 -0.5 -1.0 -1.5 -2.0 -2.5 -3.0 

26. To finalize the assessment, GCR will typically average the scores derived by table 1 and 2 above. For 

example, if the weighted average maturity is 400days (-0.5) but the duration is 125days (+0.5), the total 

score would be neutral (0).  GCR may make a final adjustment for greater or weaker diversification or 

concentration, either by counterparty or maturity buckets.   

Cr(  (-3 to +2: +2 best) 
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Component 3: Management Assessment  

27. GCR’s assessment of a fund’s management assessment focuses on whether the management is 

effective in maintaining an investment policy that is consistent with the fund’s stated objectives and 

expectations of its investors. We also check that the fund manager complies with all applicable 

regulations and have adequate governance structures in place.  In line with the broader ‘GCR 

Management & Governance Criteria’, to be found in the criteria titled ‘Criteria for the GCR Ratings 

Framework’, the Fund Management Assessment will only be used to make a neutral or negative 

adjustment to the GCR Risk Score.   

28. Investment Manager Risk Management, Controls and Compliance: GCR undertake an analysis of the 

risk management practices, control environment and governance structures (in line with Management 

& Governance criteria mentioned above) of the Asset/ Investment Manager. In doing so, GCR aim to 

establish any weak links that could bring additional volatility to the fund.  

29. Regulatory Compliance:  GCR will review the regulatory compliance track-record and management of 

regulatory risk. Any historic infraction(s) may lead to a negative score. Furthermore, regarding the 

regulatory environment, GCR will undertake a comprehensive analysis of the laws and regulations 

impacting the asset manager’s operations. Through direct contact with the relevant regulatory bodies 

and constant monitoring of new developments, GCR will aim to keep abreast of key issues in regulatory 

oversight, and compares an asset manager’s risk compliance to the relevant requirements of the 

environment in which it operates. 

30. Investment philosophy and mandate: An analysis is conducted of an asset manager’s investment 

philosophy and mandate, to provide a view regarding potential changes in the investment portfolio.  

GCR looks to determine the level of consistency with which the investment policy has been applied and 

the flexibility of the mandate.  Significant flexibility could demonstrate a tolerance for higher credit, 

maturity, interest or other risk(s) than are currently demonstrated within the fund, and therefore attract 

a negative adjustment.  

31. Fund performance: Whilst GCR does not make adjustments for weaker or stronger relative fund 

performance, there could be a negative impact if GCR believe the fund materially underperforms peer 

returns or relative benchmarks as it could lead to significant withdrawals, or demonstrate weaker 

management / higher risk appetite.   GCR could also make an additional negative adjustment if 

volatility is increased by additional trading or asset movements.  

32. Track-record & Franchise Strength:  Broadly, GCR looks at the franchise strength and client reach of the 

asset / investment manager, including client concentrations.  Smaller, unestablished asset managers, 

maybe exposed to higher levels of client led volatility. Whereas larger asset managers have the 

advantages of scale, which may provide pricing and liquidity advantages.  An in-depth review of 

management team’s characteristics with regard to experience, independence, style, approach and 

relationships within management teams is also undertaken.  

Cr(  (-5 to 0: 0 best) 
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Component 4: Liquidity Assessment 

33. The liquidity requirements and demands of a fund are often established by the type of fund and investor 

expectations of that fund.  For example, providing investors with timely liquidity is a core money market 

fund objective.  Whereas, investors in longer term fixed income funds will typically not have the same 

liquidity requirements, preferring instead for higher returns.   As a result, when analyzing money market 

funds, we provide no uplift for good liquidity, because liquidity is core to the mandate of such funds. For 

longer-term funds, we may provide up to one risk score (+1), if we believe that the asset liquidity is 

superior to funds of its type within a market, in such a way that could preserve value relative to peers in 

a stressed environment.    

34. GCR may choose to make negative adjustments for weak liquidity management, of down to minus 

three (-3), on all types of funds.  This is because failure to meet the investors redemption requirements 

could irreparably damage client relationships, lead to negative press and exacerbate further 

withdrawals, even if gate provisions exist. As a result, funds could be forced into selling assets at a stressed 

price or accessing external liquidity support, if the suitable liquid assets are not available to meet the 

investor(s) redemption needs.  This could have a material impact on the net asset value of the fund, 

lead to a reduction in the credit quality or create relative underperformance of the fund.    

35. GCR start its liquidity analysis by reviewing the liquidity policies and appetites of the fund manager.  

Specifically, we take a view on whether the liquidity of the investment portfolio (in the form on 

operational cash, other liquid instruments and other sources), appropriately covers the funds 

anticipated and behavioral redemption history, its mandate and investor concentrations. GCR will also 

examine the robustness of the liquidity plans of the fund managers, in case of a stress event.    

36. GCR will typically allow a one-year grace period for new funds to remove significant investor 

concentrations, providing they have other elements of liquidity support to mitigate the risk over that 

horizon.   

37. Over-reliance on the use of reverse-repurchase agreements (the fund receives cash in exchange for 

selling its securities to the repo counterparty) for liquidity.  This reflects concerns regarding the closure of 

such markets in a stress event.  

38. Overexposure to illiquid assets increases the risk of a portfolio, and can be particularly problematic in 

funds where investor withdrawals are large and unpredictable. Illiquid instruments, which can change 

depending on the market, that account for over 20% of the overall investment portfolio, would typically 

bring about a negative adjustment.  

39. GCR may mitigate any of the above risks with elements of committed, group or other liquidity support 

on an ad-hoc basis. Typically, GCR will not include uncommitted facilities.  

 

 

Cr(  (-3 to 1: 1 best) 
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ALL GCR CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS, TERMS OF USE OF SUCH RATINGS AND DISCLAIMERS. PLEASE READ THESE 

LIMITATIONS, TERMS OF USE AND DISCLAIMERS BY FOLLOWING THIS LINK: WWW.GCRRATINGS.COM. IN ADDITION, RATING SCALES AND DEFINITIONS 

ARE AVAILABLE ON GCR’S PUBLIC WEB SITE AT WWW.GCRRATINGS.COM/RATING_INFORMATION. PUBLISHED RATINGS, CRITERIA, AND 

METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. GCR's CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, COMPLIANCE, 

AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THIS SITE.  

 

CREDIT RATINGS ISSUED AND RESEARCH PUBLICATIONS PUBLISHED BY GCR, ARE GCR’S OPINIONS, AS AT THE DATE OF ISSUE OR PUBLICATION THEREOF, 

OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. GCR DEFINES CREDIT RISK AS THE RISK 

THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL AND/OR FINANCIAL OBLIGATIONS AS THEY BECOME DUE. CREDIT RATINGS DO NOT ADDRESS ANY 

OTHER RISK, INCLUDING BUT NOT LIMITED TO: FRAUD, MARKET LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND GCR’S 

OPINIONS INCLUDED IN GCR’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND GCR’S PUBLICATIONS DO 

NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND GCR’S PUBLICATIONS ARE NOT AND DO NOT PROVIDE 

RECOMMENDATIONS TO PURCHASE, SELL OR HOLD PARTICULAR SECURITIES. NEITHER GCR’S CREDIT RATINGS, NOR ITS PUBLICATIONS, COMMENT ON 

THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. GCR ISSUES ITS CREDIT RATINGS AND PUBLISHES GCR’S PUBLICATIONS WITH THE 

EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER 

CONSIDERATION FOR PURCHASE, HOLDING OR SALE. 

 

Copyright © 2019 GCR INFORMATION PUBLISHED BY GCR MAY NOT BE COPIED OR OTHERWISE REPRODUCED OR DISCLOSED, IN WHOLE OR IN PART, IN 

ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT GCR’S PRIOR WRITTEN CONSENT. Credit ratings are solicited by, 

or on behalf of, the issuer of the instrument in respect of which the rating is issued, and GCR is compensated for the provis ion of these ratings. 

Information sources used to prepare the ratings are set out in each credit rating report and/or rating notification and include the following: parties 

involved in the ratings and public information. All information used to prepare the ratings is obtained by GCR from sources reasonably believed by it to 

be accurate and reliable. Although GCR will at all times use its best efforts and practices to ensure that the information it relies on is accurate at the 

time, GCR does not provide any warranty in respect of, nor is it otherwise responsible for, the accurateness of such information. GCR adopts all 

reasonable measures to ensure that the information it uses in assigning a credit rating is of sufficient quality and that such information is obtained from 

sources that GCR, acting reasonably, considers to be reliable, including, when appropriate, independent third-party sources. However, GCR cannot in 

every instance independently verify or validate information received in the rating process. Under no circumstances shall GCR have any liability to any 

person or entity for (a) any loss or damage suffered by such person or entity caused by, resulting from, or relating to, any error made by GCR, whether 

negligently (including gross negligence) or otherwise, or other circumstance or contingency outside the control of GCR or any of its directors, officers, 

employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of 

any such information, or (b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, 

lost profits) suffered by such person or entity, as a result of the use of or inability to use any such information. The ratings, financial reporting analysis, 

projections, and other observations, if any, constituting part of the information contained in each credit rating report and/or rating notification are, and 

must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities. Each user of 

the information contained in each credit rating report and/or rating notification must make its own study and evaluation of each security it may consider 

purchasing, holding or selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR 

FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY GCR IN ANY FORM OR 

MANNER WHATSOEVER. 

http://www.gcrratings.com/
http://www.gcrratings.com/RATING_INFORMATION

