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Scope of the Criteria  

1. The management quality (‘mq’) ratings provide institutional investors with an independent appraisal of 

asset management companies. MQ ratings are not credit ratings, therefore they do not measure the 

relative ability of an entity to meet its financial obligations.  

2. Rather, the ‘MQ’ ratings assess an asset manager’s organisational structures, management 

characteristics, client and market profile, financial sustainability, risk management capabilities, portfolio 

management, and operational practices/controls, in order to determine the organisation’s overall 

quality.  

3. GCR’s asset management quality ratings are intended to assist investors in comparing portfolio 

managers’ skill sets, and facilitate the process of evaluating investment management firms’ overall 

quality, regardless of size, ownership structure, and scope of operations. Although the assessment 

incorporates a review of the firm’s investment performance track record, the ratings are not intended 

to consider the prospective performance of specific funds managed by the company. 

 

Summary of the Criteria Changes 

4. 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’.   

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

the Fund criteria.  Fund ratings have been separated into the criteria titled ‘Criteria for Fund Ratings’ 

(currently in RFC stage).   

6. GCR has also changed the definitions on ‘MQ’ ratings, in order to emphasize the difference between 

issuer credit ratings and management quality ratings. The ratings emphasize qualitative over 

quantitative factors and are expressed in the form of a scale ranging from ‘MQ1’ (Excellent) to ‘MQ5’ 

(Poor).  

Table 1: Management Quality Ratings 

Management Quality Rating Definitions 

MQ1 
Entities rated MQ1 are judged to exhibit an excellent management and control environment, which 

meets or exceeds best international practice and benchmarks 

MQ2 Entities rated MQ2 are judged to exhibit a good management and control environment. 

MQ3 Entities rated MQ3 are judged to exhibit adequate management and control environment. 

MQ4 
Entities rated MQ4 are exhibiting poor management and a weak control environment, which leaves a 

high potential for investor or corporate losses.  

MQ5 
Entities rated MQ5 have very weak management and controls which has led to investor or corporate 

loss.  
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7. Asset Managers assigned with an issuer credit rating will be rated using either the ‘Appendix to Criteria 

for Rating Financial Services Companies: Asset Management Issuer Credit Ratings’.   

8. It is possible that Asset Managers will hence forth have both a full issuer credit rating and Management 

Quality (MQ) rating. 

 

Management Quality Ratings  

9. Although GCR’s analysis of an asset manager’s quality takes into account quantitative factors, 

including the historical performance of funds under management, the financial strength of its balance 

sheet, and its profitability and prospects, the ratings emphasize qualitative over quantitative analytical 

factors. As such, the rating process focuses on the following areas:  

• Corporate profile;  

• Financial sustainability;  

• Portfolio management (the investment decision making process); and  

• Risk management, controls and systems.  

 

Corporate profile 

10. GCR initiates its review of an asset manager’s corporate profile by considering organisational structure, 

which encompasses ownership, governance and control structures, and its human resources and 

staffing requirements/resources. The business environment, in particular client and market profile are 

also considered. Analysis of organisational structure is based on identification and assessment of the 

quality of the reporting structure, and the efficiency of the various organisational functions and 

responsibilities. It is also a study of the relationships that exist within the firm, with its service providers, 

clients and with any affiliated entities including parent companies and/or shareholders. This analysis is 

a critical component in the overall process of assigning asset management quality ratings.  

Ownership structure and support  

11. The question of whether an asset manager operates as a separate business unit within its corporate 

structure is addressed. Whether it is a subsidiary, affiliated company, or a joint venture, it is important to 

determine if the relationship with its parent or shareholders enhances (or places undue pressure on) the 

manager’s operations. If a firm or its parent is publicly listed, this could influence the extent of 

information available in the public domain, the ability to raise additional capital for planned or 

unforeseen demands, and its exposure to certain event risks (including the probability of mergers or 
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takeovers). A recent or upcoming change in corporate ownership can have a major impact on an 

asset manager’s investment philosophy, business culture and overall operating environment.  

12. The relationship between the parent company and asset manager can also have a direct impact on 

the outcome of the rating. A strong parent operating within a vigilant and clear regulatory 

environment, with a strong financial profile, and demonstrating a willingness to support its affiliates, can 

enhance an asset manager’s rating. On the other hand, a weak parent represents heightened risk as 

it may look upon its affiliates as a potential funding resource, thereby negatively impacting the rating. 

Another aspect of the relationship which GCR reviews is the extent to which there are proper and 

institutionalised ‘Chinesewalls’ between affiliated companies and also how stringently fiduciary 

responsibilities are maintained and promoted within the respective entities.  

 

Governance and control structure  

13. In assessing whether the size and structure of the organisation provides for an efficient use of resources, 

GCR looks to identify if there are clear reporting lines between departments. In addition, GCR 

determines whether the reporting structure provides enough independence to allow issues/ concerns 

to be readily identified and reported (without the need for burdensome structural mechanisms that are 

likely to suppress effective risk management). Compliance control is always a fundamental issue within 

any fund manager’s organisational structure.  

14.  An in-depth review of management characteristics with regard to experience, track record, 

independence, style, approach and relationships within management teams is undertaken. GCR 

reviews management biographies and interviews key senior managers in order to assess the level of 

experience/qualification present within the firm. Although typically a long track record of success is a 

positive indicator, it is even more important if that prior management experience matches and is 

relevant to the current strategy and style of the organisation.  

15. Interviews focus on determining the investment approach of the firm’s managers, and their specific 

views on the investment culture within the organisation. It is particularly important in those organisations 

that rely heavily on individual managers, to understand the level of risk present in the event of key 

personnel departures. For those organisations which operate with a more team-based approach, GCR 

discusses in detail the functions and responsibilities of each of the team members.  

16. A breakdown of responsibilities is performed to determine the existence of non-core activities that 

could distract or divert resources from the efficient management of the firm. Many of these teams or 

key individuals may also manage a number of different funds. The universe of funds under 

management is assessed, and any disparities in performance are analysed and questioned.  
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Client and market profile  

17. An analysis of the business environment includes identifying the asset manager’s client base. Funds 

geared toward the retail market may require a different operational structure and approach from 

funds targeting institutional investors. The nature of a fund’s client base introduces different risks that 

must be addressed adequately. For example, an asset manager with large exposures to an institutional 

client base is prone to large fund flows (both inflows and outflows), and as such the firm should have 

specific structures and operational procedures in place to handle fund flows efficiently, and a risk 

management environment which takes the heightened liquidity requirements into consideration.  

18. The extent of relationships with clients is another important consideration. A retail operation may rely 

heavily on its relationships with intermediaries or directly with investors. GCR tries to gauge to what 

extent those relationships are vital to the firm’s operations. Relationships can also be heavily dependent 

on key personnel. This aspect is further detailed in our analysis of the management team in particular, 

but here we focus on management’s efforts to protect key relationships from risk of personnel turnover 

and on its personnel policies in regards to retention, compensation and other human resource issues.  

19. Another facet of the business environment is an assessment of whether ‘brand’ is a significant factor in 

its operations. GCR looks at how the firm markets its brand and what internal procedures are in place 

for monitoring its markets and its sales processes.  

Financial sustainability  

20. As an extension of corporate profile, financial resilience is a key element in the successful operation of 

an asset management organisation. As such, GCR conducts an analysis of a firm’s financial 

sustainability, including its position, profitability and prospects. GCR is particularly concerned with an 

asset management firm’s ability to fund current and future operations and meet capital requirements 

through internal cash generation, and to be able to do so while supporting current and future business 

activities. GCR reviews the relative importance, financially, of each fund to the firm’s overall business 

in terms of revenues and profits. This review is further analysed later in the context of questions to 

management regarding strategic direction within the firm’s overall operating philosophy.  

21. GCR’s assessment of financial fundamentals considers not only the current financial status of the 

company but also trends in earnings, cash flow, profitability, and capital adequacy. Although size is a 

consideration when evaluating financial strength, as it can have a direct bearing on the firm’s ability 

to withstand downturns in economic activity, it is not in itself a defining factor for the rating. Size, 

however, can be a contributing factor in the firm’s operational efficiency and is further analysed in that 

context.  

22. Comparative analysis relative to other asset managers is undertaken, wherever possible, and is based 

on an appropriate sampling of peer groups. Financial strength also impacts the firm’s ability to retain 
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important staff through appropriate financial incentives, thereby maintaining competitiveness and 

retaining clients, particularly in the institutional market.  

Portfolio management (the investment decision-making process)  

23. A review of the historical performance of the various funds under the asset manager’s control is an 

important tool when used as part of the overall analysis for determining the quality of management. 

However, GCR does not assign management quality ratings based on historical investment 

performance, but rather on a firm’s ability to achieve solid targeted results consistently across a range 

of market conditions. The portfolio management assessment broadly considers the asset manager’s 

investment philosophy, strategy and style, the fund features, performance and management practices 

within the funds under management, and whether these comply with investment philosophy, and the 

extent and quality of investment research and related support structures. Investment philosophy, 

strategy and style. 

24.  An analysis is conducted of an asset manager’s investment and operational strategies in the context 

of its stated investment philosophy, policies and goals. Identifying the organisation’s strategy and 

decision-making process is at the heart of this analysis. Questions are posed to understand the 

investment philosophy and to determine how investment objectives are established. The process 

undertaken for determining investment strategies is reviewed, including how the strategy is defined, 

quantified, and most importantly, how it is implemented.  

25. Asset allocation decision-making and the bases for identifying eligible securities are reviewed, as are 

the processes for monitoring strategy implementation, and the circumstances in which the strategy 

can be altered. Finally, GCR looks to determine the level of consistency with which the investment 

policy has been applied. Fund features, performance and management practices.  

26. The specifics of each of the funds under management are also reviewed. A change in asset size in any 

fund, for instance, is flagged to determine if there has been any shift or drift in investment philosophy. 

Fund fundamentals, such as liquidity levels, rate of turnover and the expenses ratio, are reviewed and 

analysed. A more detailed investigation of the client base is undertaken in order to identify and explain 

changes in the investor base. Performance is highlighted in the context of broad market performance.  

27. Portfolio composition is reviewed and compared to the stated investment objectives of each individual 

fund. Style changes prompt questioning as to why such a shift has occurred. The specific practices 

utilised when building a fund portfolio are also reviewed (including identifying whether leverage or 

derivative products are used to enhance return). Questions regarding these practices are designed to 

determine the extent of their use, and their place within the investment philosophy and strategy of the 

organisation. It is also important that management demonstrates a clear and thorough understanding 

of the risks inherent in their application. 
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Research and related support structures  

28. Ancillary support structures are also reviewed in order to examine the capabilities and breadth of those 

resources. In-house research teams are analysed to determine the extent and quality of the information 

used in investment decisions. Equally important is an examination of how external resources such as 

research from brokers are incorporated into internal research activities. Furthermore, access to 

company investment information is reviewed to see the extent of interaction that exists between 

research teams and companies in the portfolio, in terms of visits and timely communication.  

Risk management, controls and systems  

29. Assessing the firm’s ability to exercise proper control over its operations in order to effectively identify 

and address the various forms of risk it faces is a fundamental part of GCR’s analysis. In this regard, 

compliance with regulatory requirements, the firm’s risk management framework and controls, and 

appropriateness of operations and systems are key areas of focus within GCR’s assessment of an asset 

manager.  

Compliance  

30. Regarding the regulatory environment, GCR undertakes a comprehensive analysis of the laws and 

regulations impacting the asset manager’s operations. This is done for every market where GCR issues 

management quality ratings. Through direct contact with the relevant regulatory bodies and constant 

monitoring of new developments, GCR keeps 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. 

Risk management framework and controls  

31. A review of a firm’s regulatory compliance is an important part of assessing its capability to manage 

risk. GCR undertakes a comprehensive review of the firm’s compliance structure in order to assess its 

capacity, as well as its compliance philosophy. This includes a review of its written internal procedures 

and guidelines, reporting systems, its track record with regulators and its compliance with licensing, 

capital and general reporting requirements. Any history of problems in this area is carefully reviewed 

for cause and correction. Management’s processes for reviewing compliance issues and for updating 

its procedures are also investigated. GCR analysts question individual managers on their own specific 

risk management procedures, including what oversight responsibilities and practices are employed 

over daily trading and investment decisions.  

32. It is important to determine who within the organisation is responsible for managing risk related activities 

and to what extent he or she has the appropriate levels of authority to deal effectively with that risk 

and to enforce the firm’s risk management policies. GCR reviews the quality of the internal and external 

audit system and looks specifically at past compliance lapses to evaluate how they were addressed 
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and eventually corrected. Operations and systems Within the context of the firm’s organisational 

structure, as well as its risk management framework and control systems, GCR assesses the efficiency 

of the firm’s operations given the existing infrastructure, systems and mechanisms in place to respond 

to any inherent challenges.  

33. The quality of the asset manager’s information systems can have a direct impact on the efficiency of 

its operations. In particular, GCR evaluates the level of sophistication and quality of the firm’s 

information technology systems. Here, emphasis is placed on processing, storing and retrieval of data, 

in the front, middle and back-office systems.  

34. GCR also evaluates the procedures and policies in place in relation to data backup, computer security 

and technical support. As it affects both the quality of operations and services delivered, GCR 

examines the type of network, as well as the communication systems in place. An asset manager’s 

level of technological flexibility, integration and sophistication relative to its peers may affect its market 

position and prospects. Furthermore, risk management procedures enhanced by high quality 

information systems provide for better monitoring and lower risk.  

35. A review is conducted of the systems in place to communicate with the market, service providers and 

clients, providing the basis for measuring the efficiency of those processes. In addition, the asset 

manager’s activities in the areas of: management reporting; trading; client servicing and 

administration; securities processing and custody; and asset valuation; are reviewed from an 

operations point of view. 
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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 provision 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. 

about:blank
about:blank

