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Rating Methodology – Fund Management Quality Rating 

CARE Ratings Nepal Limited’s Fund Management Quality rating is an opinion on governance, 
fund management proficiency and overall quality of the Asset Management Company (AMC). 
The rating indicates the current investment management capabilities/characteristics of the 
rated AMCs. However, the rating does not comment on /indicate the future performance of the 
schemes or funds being managed by the rated AMCs. 

Rating Process: 

The rating process will start on signing of the rating agreement and initial information from the 
client. The rating team will analyze the information, interact with the client and conduct visits 
of their offices and branches to evaluate the systems. CARE Ratings Nepal will also take 
feedback from the auditors of the AMC. The rating team would prepare a note for 
consideration of the Rating Committee. The rating as decided by the committee will be 
communicated to the client along with the rationale for the same. The rating accepted by the 
client will be published. 

Ongoing Review, Monitoring / Surveillance of Rating 

 CARE Ratings Nepal would review relevant scheme information on an ongoing basis. 

CARE Ratings Nepal would rely on information obtained from the AMC and/or from 

publicly available sources. 

 CARE Ratings Nepal would require quarterly reports from AMC on operational and other 

parameters and the latest scheme portfolio. In addition, a detailed annual review 

considering the annual accounts of the fund would be undertaken. 

 

The methodology for rating Fund Management Quality emphasizes considers the following key 

parameters: 

Analytical Framework: 

CARE Ratings Nepal would assess the senior management of the AMC, in terms of their 

qualifications, professional skills and track record in fund management. CARE Ratings Nepal 

would also consider the AMC’s overall size, organizational structure and general business 

practices.  
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Ownership:  

CARE Ratings Nepal would evaluate the AMC’s ownership structure in order to understand the 

owners’ objective, financial support and strength, commitment to the AMC business and 

conflict of interest with owner’s other businesses. AMC owner’s ability to bring in equity for 

business and growth needs is considered to be of high importance.  

Organizational and Governance structure:  

CARE Ratings Nepal would review the AMC’s board of directors and its composition including 

presence of independent directors, the composition of the AMC’s investment committee and 

the presence and quality of third party vendors such as R&T Agent, Custodian and Valuation 

Agencies etc. CARE Ratings Nepal would also consider whether the AMC’s investment 

committee consists of any external members or investor’s representative.  

CARE Ratings Nepal would also examine AMC’s risk management structure to get an overview 

of its investment policies, guidelines, strategies and accountability at each level. Regulatory 

adherence by AMC and strong internal audit teams is critical in CARE Ratings Nepal’s 

perspective. 

Investments (Portfolio) Performance:  

The principal objective of AMC is to attain competitive investment performance for its 

customers. AMCs offer large number of individual schemes to meet such expectations based on 

its investors’ risk appetite and market expectations. To analyse the investment performance, 

CARE Ratings Nepal would segregate the entire schemes into categories based on portfolio 

composition and investment objective. Also, the historical return (risk adjusted) of individual 

schemes of rated AMCs would be compared with peer group schemes and other appropriate 

benchmarks which would evaluate the relative performance of rated AMC.   

Financial Performance of AMC:  

CARE Ratings Nepal assesses the AMC’s ability to raise capital and generate internal accruals 

from its operations. An AMC’s ability to fund its operations depend on its AUM and skill in 

managing expenses. CARE Ratings Nepal also analyses AMC’s ability to hire, manage and retain 

highly professional workforce and have adequate robust systems to support its business 

activities. CARE Ratings also analyses the cost and income structure of the AMC being rated 

with industry standards to arrive at operating efficiency.  
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Experience in fund management:  

Experience of the key staff in fund management in different asset classes, investment 

strategies, client types, geographies, particular asset class in which scheme is proposed to 

invest and total experience in fund management will be evaluated. Experience of key staff in 

particular segment in which AMC proposes to invest will also be reviewed.  

Size of the overall assets under management: 

The size of the AMC in relative to its peers is an indication of the AMC’s ability to mobilize funds 

for investments. CARE Ratings Nepal would also look at the quantum of funds under 

management dedicated to a particular segment in which the AMC proposes to invest in.  

Liquidity analysis:  

Liquidity analysis of AMC would primarily cover the AMC’s ability to cover expenses, sufficiency 

of cash in hand to meet unexpected contingencies and operating expenses in a period of severe 

stress. Also in case of  open-ended schemes as they may face redemption pressure on a regular 

basis, general liquidity of assets assumes significance. 

Risk identification and measurement:  

CARE Ratings Nepal would examine the AMC’s framework for identifying and measuring of the 
various risks including market, operational, credit and liquidity risks. CARE Ratings Nepal would 
review the various risk estimation techniques used by the AMC such as value at risk, scenario 
analysis, default risk etc. Operational risk assessment includes the ‘key man risk’, which is to 
identify the number of key personnel in the AMC, their responsibilities and incentive structure. 

Operations / Technology  

Internal controls and adequacy of the information systems used by the management: 

The quality of back office systems and control systems which ensure segregation of 

trading and back office operations and compliance with stated policies is important. 

Adequacy, quality and timeliness of the information systems used by the management, 

and in-built checks and balances are seen closely. Robustness of the information system 

is critical for regular portfolio monitoring and monitoring various risks.  

Corporate governance and Regulatory compliance: CARE Ratings Nepal examines the 

composition and functioning of the Board as well as various committees of the Board, 

such as Audit Committee, Risk Management Committee, Investment Committee, and 

Valuation committee constituted in accordance with various Acts and regulations issued 
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by regulators, Ownership and Organization Structure, Shareholder Relationship, 

Disclosure and Transparency, Litigation status, Financial Prudence and Statutory and 

Regulatory Compliance in assessing the quality of corporate governance.  

Staffing: CARE Ratings Nepal would assess whether the AMC is adequately staffed. CARE 

Ratings Nepal would examine whether there are distinct team / department for 

different activities like front office activities, operations, investment team, risk 

management etc.  

Client servicing: Ratings Nepal would examine the timeliness and quality of the investor 

reporting by the AMC. 

IT resources: Adequacy of the physical and IT infrastructure is examined from the 
purview of information storage & data integrity, security, adequacy of physical 
infrastructure in relation to the size of the entity etc. 
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Fund Management Quality Ratings: Scale and Definitions 

Rating symbol Definition 

CARE-NP AMC Quality 1 
(AMC1) 

AMCs rated AMC 1 are adjudged to have the highest assurance on 
management quality of AMC.  

CARE-NP AMC Quality 2 
(AMC2) 

AMCs rated AMC 2 are adjudged to have high assurance on 
management quality of AMC. 

CARE-NP AMC Quality 3 
(AMC3) 

AMCs rated AMC 3 are adjudged to have adequate assurance on 
management quality of AMC.  

CARE-NP AMC Quality 4 
(AMC4) 

AMCs rated AMC 4 are adjudged to have inadequate assurance on 
management quality of AMC.  

CARE-NP AMC Quality 5 
(AMC5) 

AMCs rated AMC 5 are adjudged to have poor assurance on 
management quality of AMC. 

 

Note: 

(i) CARE Ratings Nepal’s opinion as expressed by way of AMC quality ratings are not a 

comment on statutory compliance, financial performance or future performance of 

schemes managed by the Asset Management Company. 

(ii) Modifiers: For the quality rating categories 2, 3 and 4, the sign of  + (plus) may be 

appended to the Rating symbol to indicate its relative better position within the 

Rating categories concerned. 

 

Disclaimer 

CARE Ratings Nepal Limited’s ratings are not a recommendation to purchase, sell, or hold a security / fund units. It neither 
comments on the current price, suitability for a particular investor nor on the prospective performance of the fund with respect 
to appreciation, volatility of net asset value (NAV), or yield of the fund. The ratings do not address the fund’s and AMC’s ability 
to meet the payment obligations to the investors. The ratings are based on current information furnished to CARE Ratings 
Nepal by the issuer or obtained by CARE Ratings Nepal from sources it considers reliable. CARE Ratings Nepal does not, 
however, guarantee the accuracy, adequacy or completeness of any information and is not responsible for any errors or 
omissions or for the results obtained from the use of such information. CARE Ratings Nepal does not perform an audit in 
connection with any rating and may, on certain occasions, rely on. The ratings are kept under surveillance and may be changed, 
suspended, or withdrawn as a result of changes in, or unavailability of, such information, or based on other circumstances. 
Kindly refer to CARE Ratings Nepal website for latest information on CARE Ratings Nepal ratings. Funds rated by CARE Ratings 
Nepal have paid a rating fee. 

 


