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Rating Rationale
19 Dec 2022
Lucknow Municipal Corporation

Brickwork Ratings reaffirms the ratings for the Bonds/NCDs of Rs. 200.00 Crs of
Lucknow Municipal Corporation.

Particulars
Amount (Rs. Crs) Rating*
Facilities/
Instrument** . Tenure Previous
Previous Present (30-Nov-2021) Present
Bonds/NCD 200,00 200.00 L T BWR AA/Stable BWR AA/Stable
onds S ) ‘ ong ferm Reaffirmation Reaffirmation
Total 200.00 200.00 Rs. Two Hundred Crores Only

*Please refer to BWR website www.brickworkratings.com/ for the definition of the ratings
** Details of NCD/Bonds are provided in Annexure-I

RATING ACTION/OUTLOOK

Brickwork Ratings (BWR) reaffirms the ratings of Lucknow Municipal Corporation (LMC or the
corporation). The ratings derive strength from low debt and comfortable net worth, adequate
average monthly cash flows available from the property taxes and fees and user charges,
availability of escrow account and moderate tax collection efficiency. The rating also factors the
implicit support extend to the rated bonds in the form of funds available from the Infrastructure
Development Fund - the Government of Uttar Pradesh (GoUP) with a T-Structure for meeting
the shortfall of the Sinking Fund and replenishment of the Debt Service Reserve Amount, backed
by upfront DSRA that covers four semi-annual coupon payments, an escrow mechanism with
respect to cash inflows of property taxes, and fees and user charges, and a structured payment
mechanism for timely monitoring the funds availability in the Interest Payment Account and
Sinking Fund Account. However, the ratings are constrained by moderate service levels,
moderate surplus margins and high receivable levels.

The outlook has been kept as Stable considering LMC’s performance is likely to remain
consistent owing to cash flows from property taxes, and fees and user charges, along with grants
from the government.

KEY COVENANTS OF THE INSTRUMENT/FACILITY RATED: The rated NCDs of
Rs.200 Crs have an upfront DSRA of four half-yearly coupon payments, and a structured
payment mechanism for a mismatch or shortfall in the cash flows for meeting the debt
obligations as detailed in the structured payment mechanism. In addition, the rated bonds have
implicit support extended by the GoUP for the utilisation of funds available in the Infrastructure
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Development Fund with a T-Structure for meeting the shortfall of the Sinking Fund and
replenishment of the DSRA. Furthermore, the rated bonds are backed by the incentive received
of Rs.26.00 Crs from Government of India (Gol) as part of the AMRUT Scheme, and these cash
flows are kept in the form of fixed deposits, and a lien has been created in favour of the
debenture trustee throughout the tenor of the debentures.

KEY RATING DRIVERS

Credit Strengths-:

Low debt and comfortable net worth - LMC has Outstanding unsecured loan of Rs.
599.20 Crs from the State Government as on 31-Mar-2022 and Rs. 594.53 Crs. as on
30-Sep-2022 and Bonds of Rs. 200.00 Crs. LMC has informed that the unsecured loan
will be an interest free loan and does not have any fixed repayment obligation on LMC.
The same may only be adjusted/deducted by the State Government from the
grants/transfers to LMC. The Loans to Reserve ratio considering the unsecured loans and
bonds of LMC as debt works out to 0.18x as on 31-Mar-2022. LMC has reported
Municipal funds, Reserves and Grants of Rs. 4487.87 Crs as on 31-Mar-2022 and Rs.
4606.81 Crs. as on 30-Sep-2022. As on FY22, Municipal Fund and reserves was at Rs.
2836.45 Crs. and Grants, contribution to specific purposes was at Rs. 1651.42 Crs. The
same is reported at Rs. 3005.02 Crs. and 1601.78 Crs. respectively as on 30-Sep-2022.
Adequate average monthly cash flows available in the Property taxes and Fees and
user Charges - For the rated bonds, the property taxes and fees and user charges have
been escrowed and these cash flows are transferred to the respective interest payment
account and sinking fund account as per the terms of the Bonds. During FY22, the
average cash flows received with respect to property taxes and fees and user charges were
Rs. 29.02 Crs. as compared to Rs. 29.22 Crs. in corresponding period. Approximately,
Rs. 4.00 Crs will be transferred to the respective sinking fund account and interest
payment account.

Implicit support from the state government - The NCD/Bonds issue of Rs. 200.00 Crs.
factors implicit support from the state government which includes funds available from
Infrastructure Development Fund, Government of Uttar Pradesh for meeting any shortfall
in the Sinking Fund and/or DSRA replenishment.

Availability of Escrow account, structured payment mechanism and upfront DSRA -
LMC has created a separate escrow account for the receivables of property taxes and fees
& user charges. Structured payment mechanism has been set up for transferring of the
funds from escrow account to Interest payment account and sinking fund account. LMC
is also backed by upfront DSRA for 4 half yearly coupon payments and these DSRA has
to be placed in an Interest payment account.

Moderate tax collection efficiency: In FY22, property tax collection efficiency for
current dues is reported at 60.11%. However, in HIFY23, the property tax collection is
reported at Rs. 170.68 Crs. This is mainly because of the increase in the number of
properties and timely realisation of property taxes. During FY22, the property taxes
reported at Rs. 290.11 Crs as compared to Rs. 312.67 Crs in the corresponding period.
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Credit Risks-:

o Moderate surplus margins - LMC reported operating surplus of Rs. 164.90 Crs. and net
surplus of Rs. 17.66 Crs. in FY22. The operating surplus margin is assessed at 12.40%
and net surplus margin is assessed at 1.33% in FY22 because of the increase in total
expenditure of the corporation as compared to 12.72% and 1.53% respectively in FY21.
However, in HIFY23, the operating surplus margin is assessed at 30.79% and net margin
is assessed at 21.93% because of the increase in revenue grants, contribution & subsidies.

e Moderate service levels - LMC has reported moderate service levels with respect to
water supply connections and sewerage network services.

e High receivable levels - LMC on an average reporting outstanding receivables at an level
of Rs. 631.71 Crs. during the last three years (FY20 to FY22).

e Auditor’s observations - BWR takes note of the various observations highlighted by the
auditor in the Annual report which BWR took up with the corporation. LMC stated that

the issues have already been taken up with the respective authorities and the same would
be looked into.

ANALYTICAL APPROACH - Standalone

To arrive at the ratings, BWR has considered the standalone financials of the corporation, along
with the structured payment mechanism, including the interest payment account, a DSRA
comprising four half-yearly coupon dues, the build-up of the sinking fund account in the months
preceding the due dates and replenishment of the DSRA (if utilised) as per the interest payment
mechanism. In addition, the rated bonds have a structured payment mechanism enabling the
utilisation of funds available with the GoUP in the Infrastructure Development Fund with a
T-Structure for meeting the shortfall of the Sinking Fund and replenishment of the DSRA. BWR
has applied its rating methodology as detailed in the Rating Criteria below (hyperlinks provided
at the end of this rationale).

RATING SENSITIVITIES:

® Upward: Substantial improvement in the structured payment mechanism, tax collection
efficiency, monthly collection of property taxes & fees and user charges and substantial
reduction in the receivables position.

® Downward: Reduction in the monthly collection of property tax and fees and user
charges or any sharp reduction in the available surplus in the Municipal Corporation and
delay in meeting the shortfall in the DSRA/sinking fund obligations as per the tripartite
agreement from Infrastructure Development Fund.

LIQUIDITY: Adequate

The liquidity position of LMC is adequate. As on 31 March 2022, the corporation does not have
any debt obligations to be met. For the O/s unsecured loans of Rs. 594.53 Crs as of
30-Sep-2022, LMC has stated that the unsecured loan will be an interest free loan and does not
have any fixed repayment obligation on LMC. The same may only be adjusted/deducted by the
State Government from the grants/transfers to LMC. LMC has strong liquidity to meet its
interest payment obligations and the fixed repayment obligation for NCD/Bonds issue of Rs.
200.00 Crs. commences from FY25 onwards and the property taxes and fees and user charges
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have been escrowed. During FY22, the average monthly cash flows received with respect to
property taxes and fees and user charges were Rs. 29.02 Crs. as compared to Rs. 29.22 Crs
corresponding period. Approximately, Rs. 4.00 Crs on monthly basis will be transferred to the
respective sinking fund account and interest payment account. These cash flows from the
property taxes and fees & user charges are adequate for building up the funds in the Interest
Payment account and for the Sinking Fund account for meeting the debt obligations. LMC is
maintaining upfront DSRA with HDFC Bank and the outstanding amount of DSRA as on
30-Nov-2022 is Rs. 34.00 Crs. Also, the LMC has reported cash and bank balances of Rs. 568.30
Crs. as on 30-Sep-2022.

About the Corporation

Lucknow Municipal Corporation (LMC) is administered under the Uttar Pradesh Municipal
Corporation Adhiniyam, 1959. Till the year 1884, Lucknow was known as Municipal Committee
however in the same year it was given the name of Municipal Board and continued till 1959.
Lucknow Nagar Mahapalika was constituted in the year 1959 under Uttar Pradesh Nagar
Mahapalika Act 1959. At the time of constitution, total area under its jurisdiction was 48 Sq Km
which was expanded four times to 101 Sq Km, 107 Sq Km and 350 Sq Km. till the year 1987.
Under 74th Constitution amendment act Lucknow Nagar Mahapalika was again reconstituted on
31.05.94 and given the status of Municipal Corporation. The area under LMC is divided into
eight zones and further subdivided into 110 municipal wards. It has a coverage area of 568 sq.
kms, and serves a population of 28.17 lakh as per 2011 census and density of 4959 person/Sq.
Km.

Terms of the NCDs/Bonds

The tenor of the NCD/bonds is 10 years, and the redemption starts from FY25. LMC has created
an interest payment account and a sinking fund. Additionally, an escrow account has been
created, and the cash flows received from the property tax, and fees and user charges will be
transferred to this escrow account.

e Interest Payment Account:

o The interest payment account is an account from which interest payments on the
debentures will be serviced and the required DSRA will also be maintained. For
ensuring the maintenance of the required DSRA, the four succeeding coupon
payments amount has been reserved.

o Furthermore, on each of the first five transfer dates occurring in each 12-month
block, an amount equivalent to 20% (twenty percent) of the coupon payment is to
be made on the first coupon payment date in such a 12-month block and any
further interest payable as per the terms of the issuance and any shortfall in the
earlier contribution is to be transferred to the interest payment account.

©  On each of the 6th to 10th transfer dates occurring in each 12-month block, an
amount equivalent to 20% (twenty percent) of the coupon payment is to be made
on the 2nd coupon payment date in such a 12-month block and any further interest
payable as per the terms of the issuance and any shortfall in earlier contribution is
to be transferred to the interest payment account.
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© Any shortfall in the funds available in the escrow account to complete the
aforesaid transfers to the above account(s) shall be made good by LMC by
transfer from the other account(s) of LMC.

e Sinking Fund Account:

©  On each of the first 10 (ten) transfer dates occurring in each 12-month block, an
amount equivalent to 1/10th of 10% (ten percent) of the issue size and any
shortfall in the earlier contribution is to be transferred to the sinking fund account.

o Any shortfall in the funds available in the escrow account to complete the
aforesaid transfers to the above account(s) shall be made good by the LMC by
transfer from the other account(s) of LMC.

e Infrastructure Development Fund: The replenishment of the required DSRA, as well
as funding of the shortfall in the sinking fund account (created for principal repayment) a
tripartite agreement has been executed among the GoUP/state government, the debenture
trustee and LMC. The GoUP has issued a Governmental Order (GO) dated 30 July 2019,
wherein it has created a policy for the utilisation of the funds in the Infrastructure
Development Fund to promote/incentivise the issuance of municipal bonds. Pursuant to
the GO, a tripartite agreement with the GoUP, debenture trustee and LMC has been
executed for agreeing and covenanting to make the payment of funds from the
Infrastructure Development Fund in terms of such an agreement

o into the interest payment account for the creation of the upfront required DSRA,

o into the interest payment account on the occurrence of a DSRA shortfall

o and into the sinking fund account on the occurrence of a sinking fund mismatch

e Gol incentive: LMC has received an incentive from the Gol as part of the AMRUT
incentive during June 2021. This incentive amount of Rs. 26.00 Crs has been deposited in
the form of fixed deposits, and a lien has been created in the favour of the debenture
trustee over such fixed deposits throughout the tenor of the debentures. Interest amounts
earned on such fixed deposits shall be utilisable by the issuer, in accordance with the
terms set out in the transaction documents.

e Interest Payment Mechanism- Structured Payment Mechanism

o The debenture trustee shall check the amount lying to the credit of the interest
payment account (which is over and above the required DSRA) at 25 (twenty
five) days prior to the coupon payment date (T-25 days). In the case of any
shortfall in the amount required to make the payment of the coupon on the coupon
payment date in the interest payment account (calculated on the basis of the
amounts available in addition to the required DSRA), the debenture trustee shall
intimate the issuer of the shortfall, and the issuer shall make good the shortfall in
the interest payment account prior to the date falling 10 (ten) days prior to the
coupon payment date (T-10 days).

o In the case of a shortfall in the amount required to make the payment of coupon
on the coupon payment date in the interest payment account (calculated on the
basis of the amounts available in addition to the required DSRA) at nine days
prior to the coupon payment date (T-9 days), the debenture trustee shall trigger the
payment mechanism and instruct the bank to utilise the DSRA to the extent of the
shortfall in the amount required to make the payment of the coupon on the coupon
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payment date on or prior to the date falling eight days prior to the interest
payment date (T-8 days).

o The coupon shall be paid by the issuer on the coupon payment date (T).

o In case the DSRA (or part thereof) is utilised to fund the shortfall in the amount
required to make payment of the coupon in respect of any coupon payment date,
immediately after the debenture trustee has instructed the bank to utilise the
DSRA as above and in any event prior to seven days prior to the relevant coupon
payment date (T-7), the debenture trustee would issue a notice in writing to the
issuer (and the GoUP shall be informed of the same, by the debenture trustee,
marking a copy of such a notice to the GoUP).

o On the issuance of such a notice, the issuer shall make good the DSRA shortfall
prior to the date falling on the relevant coupon payment date (T). In the event that
the shortfall is not made good by the issuer on the relevant coupon payment date
(T), the debenture trustee shall issue a notice to the issuer (and GoUP shall be
informed by marking a copy to GoUP) on the date immediately succeeding the
relevant coupon payment date (T+1).

o On the issuance of such a notice, the GoUP shall remit funds required to replenish
the required DSRA (such that the amount in the interest payment account
(calculated on the basis of the amounts available in addition to the minimum
balance) is atleast equivalent to the required DSRA) within 15 (Fifteen) days from
the relevant coupon payment date (T+15) by depositing such amounts into the
interest payment account.

e Principal Repayment (Sinking Fund) Mechanism:

o The debenture trustee shall check the balance in the sinking fund account prior to
the end of each 12-month block, and in the case of any shortfall in the sinking
fund account, i.e., a sinking fund mismatch, it shall be replenished as per the
following mechanism.

o The debenture trustee shall check the amount lying to the credit of the sinking
fund account at 25 (twenty five) days prior to the end of each 12-month block
(T-25 days). In the case of any shortfall in the amount, the debenture trustee shall
intimate LMC of the shortfall (and the GoUP shall be informed by marking a
copy to the GoUP), and LMC shall make good the shortfall in the sinking fund
account prior to the date falling 15 (fifteen) days prior to end of each 12-month
block (T-15 days).

o In case a shortfall in any amount still persists in the sinking fund account at 14
(fourteen) days prior to the end of each 12-month block (T-14 days), the
debenture trustee shall trigger the payment mechanism and issue a notice to the
issuer (and the GoUP shall be informed by marking a copy to the GoUP). On the
issuance of such a notice, the state government shall remit funds to fund the
shortfall into the sinking fund account prior to the end of each 12-month block
(T).

o The redemption shall be made by LMC on relevant redemption dates.
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KEY FINANCIAL INDICATORS o

Key Parameters Units H1FY23 FY22 FY21
Result Type Unaudited Audited Audited
Total Income Rs. Crs 768.68 1329.54 1150.13
Total Expenditure Rs.Crs 532.01 1164.64 1003.79
Cash Surplus before depreciation and interest Rs. Crs 236.67 164.90 146.34
Net Surplus Rs. Crs 168.57 17.66 17.57
Municipal Fund and Reserves Rs. Crs 4606.81 4487.87 4543.72
Loans to Reserve Ratio In Times 0.17 0.18 0.18

NON COOPERATION WITH PREVIOUS CREDIT RATING AGENCY IF ANY: NIL

Rating History for the previous three years (Including withdrawal and suspended)

Instrume Chronology of Rating History for the past 3 years
S.No nt Current Rating (Rating assigned and press release date) along with
/Facility outlook/watch, if applicable
Type Date(s) & Date(s) & Date(s) &
(Long Term / Amount Rating Rat.mg(s) Rat.mg(s) Rat'mg(s)
Short Term) (Rs. Crs) assigned assigned assigned
in 2021 in 2020 in 2019
BWR AA (CE)/
Stable
(2%?123316?0) Provisional BWR
AA (SO) / Stable
Provisional BWR (04-Feb-2019)
NCDs / BWR AA/ BWR AA/ Aé gg(_col::;)t_/zztzag)l ¢ Provisional BWR
1 Bonds Long Term 200.00 Stable Stable AA (SO) / Stable
(Reaffirmation) (30-Nov-2021) Provisional BWR (08-Feb-2019)
A£ 5(_C()Ec)t_/2%?g)l ¢ Provisional BWR
AA (CE) / Stable
Provisional BWR (1-0ct-2019)
AA (CE) / Stable
(05-Feb-2020)
Issuer Rating Withdrawn
2 | Rating Long Term - - - - (25-Mar-2019)
Total 200.00 Rupees Two Hundred Crores Only
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COMPLEXITY LEVELS OF THE INSTRUMENTS - Simple
BWR complexity levels are meant for educating investors. The BWR complexity levels are
available at www.brickworkratings.com / download / ComplexitylLevels.pdf. Investors'

queries can be sent to info@brickworkratings.com.

Hyperlink/Reference to applicable Criteria
e General Criteria

e Approach to Financial Ratios
e Public Finance- Municipal and Urban Local Bodies

For any other criteria obtain hyperlinks from website

Srinivas Karra
Senior Director - Ratings
srinivas.k@brickworkratings.comelat

Mita Ghanshyam Gupta
Ratings Analyst
mitagupta.g@brickworkratings.com

1-860-425-2742 media@brickworkratings.com

Lucknow Municipal Corporation
Annexure-I
Instrument Details

Instrument Issue Date Amount Coupon Rate | Maturity Date | ISIN Particulars
(Rs. Crs)
NCD/Bonds 18 Nov 2020 28.58 8.50% 18 Nov 2024 | INE050C24017
NCD/Bonds 18 Nov 2020 28.58 8.50% 18 Nov 2025 | INE050C24025
NCD/Bonds 18 Nov 2020 28.58 8.50% 18 Nov 2026 | INE05OC24033
NCD/Bonds 18 Nov 2020 28.58 8.50% 18 Nov 2027 | INE0SOC24041
NCD/Bonds 18 Nov 2020 28.58 8.50% 18 Nov 2028 | INE050C24058
NCD/Bonds 18 Nov 2020 28.58 8.50% 18 Nov 2029 | INE0SOC24066
NCD/Bonds 18 Nov 2020 28.52 8.50% 18 Nov 2030 | INE050C24074
www.brickworkratings.com Page 8 of 10
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Print and Digital Media

The Rating Rationale is sent to you for the sole purpose of dissemination through your print, digital or electronic
media. While it may be used by you acknowledging credit to BWR, please do not change the wordings in the
rationale to avoid conveying a meaning different from what was intended by BWR. BWR alone has the sole right of
sharing (both direct and indirect) its rationales for consideration or otherwise through any print or electronic or
digital media.

About Brickwork Ratings

Brickwork Ratings (BWR), a Securities and Exchange Board of India [SEBI] registered Credit Rating Agency and
accredited by Reserve Bank of India [RBI], offers credit ratings of Bank Loan, Non- convertible / convertible /
partially convertible debentures and other capital market instruments and bonds, Commercial Paper, perpetual
bonds, asset-backed and mortgage-backed securities, partial guarantees and other structured / credit enhanced debt
instruments, Security Receipts, Securitisation Products, Municipal Bonds, etc. BWR has rated over 11,400 medium
and large corporates and financial institutions’ instruments. BWR has also rated NGOs, Educational Institutions,
Hospitals, Real Estate Developers, Urban Local Bodies and Municipal Corporations. BWR has Canara Bank, a
leading public sector bank, as one of the promoters and strategic partner. BWR has its corporate office in Bengaluru
and a country-wide presence with its offices in Ahmedabad, Chandigarh, Chennai, Hyderabad, Kolkata, Mumbai
and New Delhi along with representatives in 150+ locations.

DISCLAIMER

Brickwork Ratings India Pvt. Ltd. (BWR), a Securities and Exchange Board of India [SEBI] registered Credit
Rating Agency and accredited by the Reserve Bank of India [RBI], offers credit ratings of Bank Loan facilities,
Non- convertible / convertible / partially convertible debentures and other capital market instruments and bonds,
Commercial Paper, perpetual bonds, asset-backed and mortgage-backed securities, partial guarantees and other
structured / credit enhanced debt instruments, Security Receipts, Securitisation Products, Municipal Bonds, etc.
[hereafter referred to as “Instruments”]. BWR also rates NGOs, Educational Institutions, Hospitals, Real Estate
Developers, Urban Local Bodies and Municipal Corporations.

BWR wishes to inform all persons who may come across Rating Rationales and Rating Reports provided by BWR
that the ratings assigned by BWR are based on information obtained from the issuer of the instrument and other
reliable sources, which in BWR’s best judgement are considered reliable. The Rating Rationale / Rating Report &
other rating communications are intended for the jurisdiction of India only. The reports should not be the sole or
primary basis for any investment decision within the meaning of any law or regulation (including the laws and
regulations applicable in Europe and also the USA).

BWR also wishes to inform that access or use of the said documents does not create a client relationship between the
user and BWR.

The ratings assigned by BWR are only an expression of BWR’s opinion on the entity / instrument and should not in
any manner be construed as being a recommendation to either, purchase, hold or sell the instrument.

BWR also wishes to abundantly clarify that these ratings are not to be considered as an investment advice in any
jurisdiction nor are they to be used as a basis for or as an alternative to independent financial advice and judgement
obtained from the user’s financial advisors. BWR shall not be liable to any losses incurred by the users of these
Rating Rationales, Rating Reports or its contents. BWR reserves the right to vary, modify, suspend or withdraw the
ratings at any time without assigning reasons for the same.

BWR’s ratings reflect BWR’s opinion on the day the ratings are published and are not reflective of factual
circumstances that may have arisen on a later date. BWR is not obliged to update its opinion based on any public
notification, in any form or format although BWR may disseminate its opinion and analysis when deemed fit.

Neither BWR nor its affiliates, third party providers, as well as the directors, officers, sharecholders, employees or
agents (collectively, “BWR Party”) guarantee the accuracy, completeness or adequacy of the Ratings, and no BWR
Party shall have any liability for any errors, omissions, or interruptions therein, regardless of the cause, or for the
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results obtained from the use of any part of the Rating Rationales or Rating Reports. Each BWR Party disclaims all
express or implied warranties, including, but not limited to, any warranties of merchantability, suitability or fitness
for a particular purpose or use. In no event shall any BWR Party be liable to any one for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or
losses (including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of
any part of the Rating Rationales and/or Rating Reports even if advised of the possibility of such damages.

However, BWR or its associates may have other commercial transactions with the company/entity. BWR and its
affiliates do not act as a fiduciary.

BWR keeps certain activities of its business units separate from each other in order to preserve the independence and
objectivity of the respective activity. As a result, certain business units of BWR may have information that is not
available to other BWR business units. BWR has established policies and procedures to maintain the confidentiality
of certain non-public information received in connection with each analytical process.

BWR clarifies that it may have been paid a fee by the issuers or underwriters of the instruments, facilities, securities
etc., or from obligors. BWR’s public ratings and analysis are made available on its web site,

i i . More detailed information may be provided for a fee. BWR’s rating criteria are also
generally made available without charge on BWR’s website.

This disclaimer forms an integral part of the Ratings Rationales / Rating Reports or other press releases, advisories,
communications issued by BWR and circulation of the ratings without this disclaimer is prohibited.

BWR is bound by the Code of Conduct for Credit Rating Agencies issued by the Securities and Exchange Board of
India and is governed by the applicable regulations issued by the Securities and Exchange Board of India as
amended from time to time.
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