
 
RATING RATIONALE 

 21 September 2020  

Mahanagar Telephone Nigam Ltd 

Brickwork Ratings assigns a rating for the proposed NCD Issue amounting to ₹ 6500 
Crores of Mahanagar Telephone Nigam Ltd 

  
Particulars 
 

Instrument Amount (₹ Crs) Tenure Rating* 

Proposed NCD 6500 Long Term BWR AAA (CE)/Stable 

Total 6500 INR Six Thousand Five Hundred Crores Only 

*Please refer to BWR website www.brickworkratings.com/ for the definition of the ratings  
Note: The unsupported rating of the company has been assessed at BWR BBB- (Stable)/  
 
Rating Action / Outlook 
 
Brickwork Ratings (BWR) has assigned BWR AAA (CE)/Stable to the proposed NCD issue of              
Mahanagar Telephone Nigam Ltd (MTNL).  

The rating for the NCD issue has derived a credit enhancement from the sovereign guarantee available                
from the GoI, along with a structured payment mechanism, to ensure timely debt servicing to the                
bondholders. 

The rating draws strength from the ownership of the company (majorly owned by the GoI), its                
strategic importance to the government, the structured payment mechanism for the servicing of dues              
to bondholders and the successful implementation of the Voluntary Retirement Scheme (VRS) for the              
company’s employees, with the entire payouts for ex-gratia and pension liabilities under the scheme              
to be borne by the GoI through budgetary allocations. Moreover, the entire liability for gratuity of                
GPF opted employees under VRS was also borne by GoI. It has been noted by BWR that certain                  
developments have also taken place with respect to other measures announced by the GoI as part of                 
the company’s revival package. The merger of MTNL with BSNL (Bharat Sanchar Nigam Ltd) and               
monetisation of some of the company’s real estate assets is under active consideration of GoI through                
DIPAM route. However, the monetisation process may take some time on account of the current weak                
market scenario. Budgetary allotment of 4G spectrum is already made by GoI. Allocation of              
frequency/spectrum and CAPEX need of MTNL for 4G are under review of DoT/GoI.  

The ratings are also constrained on account of the current weak operational and financial performance               
and intense competition in the sector.  
 
BWR has also noted that MTNL has only identified the minimum capex owing to its limited financial                 
flexibility. However, continuous capex towards technological upgradation and network improvement          
is imperative to remain competitive in the sector. 
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The outlook has been kept as Stable as the company is expected to become EBITDA neutral in FY21                  
on account of employee costs being saved owing to the implementation of the VRS. MTNL has                
already reported small EBITDA profits in Q4 FY20 and Q1 FY21.  
 
Key Rating Drivers 
 
Credit Strengths: 

Availability of Sovereign Guarantee for Bonds: The GoI has provided a sovereign guarantee for the               
proposed bonds vide its letter dated 20 August 2020, which will cover both the principal and normal                 
interest due to bondholders. The DoT will review the utilisation of funds raised under the issue and                 
the guarantee on an annual basis to ensure there is no risk of default in the repayment of principal or                    
interest to bondholders. 
 
Structured Payment Mechanism for Bonds: The bonds also have a structured payment mechanism to              
ensure the timely payment of dues to bondholders. MTNL will open a designated Trust and Retention                
Account (TRA) that will be monitored by a Debenture Trustee (DT) and through which the payments                
will be made to the bondholders. The mechanism is as explained below: 

➔ T-30th Day: Trustee to inform MTNL and the GoI in writing regarding the due date for the                 

payment of the interest/principal amount so that necessary arrangements could be made. 

➔ T-10th Day: The TRA is to be funded by MTNL to the tune of the interest/principal                

obligations on the bonds. 

➔ T-8th Day: If the TRA is not funded to the requisite extent, the DT shall invoke the Guarantee                  

by sending a Notice of Invocation to the GoI. 

➔ T-3rd Day: The last date by which the GoI shall deposit requisite funds in the TRA as per the                   

Notice of Invocation served by the DT.  

 
Ownership and Strategic Importance: MTNL’s majority ownership is with the Government of India             
(GoI) with demonstrated support from the GoI in the form of providing guarantees and a letter of                 
comfort for the company’s debt. Additionally, the company is of strategic importance to the              
government, considering that post the merger with BSNL, it will be the only public sector undertaking                
in the telecom sector. Furthermore, the government relies on MTNL, in addition to BSNL, for               
implementing its various projects such as BharatNet and NFS (Network for Spectrum) projects.  
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Successful Implementation of VRS: The cabinet, on 23 October 2019, approved a revival scheme for               
both BSNL and MTNL. Under the revival package, the GoI had approved a VRS for all employees                 
aged 50 years and above. The entire ex-gratia, as well as pension liability under the scheme, will be                  
borne by the GoI through a budgetary allocation. The ex-gratia on the VRS was to be paid in two                   
instalments of 50% each during FY20 and Q1FY21. In total, 14387 employees have opted for a VRS                 
in MTNL. The ex-gratia payment for these employees amounts to Rs. 2619.88 Crs. Of this, the DoT                 
has already sanctioned Rs. 2398 Crs to MTNL. With a significant reduction in the workforce, the                
company’s monthly employee cost has reduced by ~ Rs. 160 Crs. 
 
Monetisation of Assets: Under the approved revival package, the cabinet had also advised the              
monetisation of some of the company’s real estate assets to improve its liquidity position. Details of                
28 properties in Delhi, 23 properties in Mumbai, 7 shops-cum-office-spaces and 494 staff quarters              
have been submitted to the Department of Investments and Public Assets Management (DIPAM).             
Under Phase-I of the monetisation process, bids have been invited for the properties in Mumbai.               
Given that these are high-valued properties, it will be difficult to liquidate these assets in the current                 
challenging market scenario; however, if the company is able to execute a few deals, it will add up to                   
the profits and liquidity significantly. 
 
Credit Risks: 

Current Weak Operational and Financial Performance: The company has been reporting huge            
operating and net losses. The company’s major revenue comes from landline users, and with the               
reduction in the usage of landline services, ARPUs have been coming down continuously. In the GSM                
segment also, the company’s performance remains weak, with a negligible ARPU in comparison with              
the private telcos. This, coupled with a high employee cost, led to significant operating, as well as net                  
losses until FY20. While the employee cost will reduce now with the implementation of the VRS, any                 
increase in revenues and ARPUs relies heavily on the company’s ability to compete with private               
players, improve usage  and increase its subscriber base.  
 
Analytical Approach and Applicable Rating Criteria  
 
BWR has relied on the company’s audited financial statements until FY20, financial projections and              
various other developments to arrive at the rating. 
 
BWR has derived credit enhancement for the rating assigned to the bonds from the sovereign               
guarantee available from the GoI, including a structured payment mechanism for paying dues to              
bondholders.  
 
The methodology applied by BWR is highlighted in the criteria mentioned in the end. 
 
Rating Sensitivities 
 
Negative: Any major loss of subscribers, dilution in the expected support from the GoI and the                
company’s inability to monetise a major chunk of assets over the next two years 
 
Liquidity Position: Adequate 
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As on 30 March 2020, the company reported cash and cash equivalents of Rs. 155.70 Crs. MTNL also                  
has sanctioned working capital limits of Rs. 6800 Crs, which helps in meeting the company’s               
short-term requirements. The company’s liquidity position has also improved with the implementation            
of the VRS, resulting in a monthly saving of ~ Rs. 160 Crs in terms of employee costs. In addition, the                     
proceeds from monetisation of assets will aid the company’s liquidity. 
 
 
 
Company Profile 
 
MTNL was set-up on 1 April 1986 by the GoI to upgrade the quality of telecom services, expand the                   
telecom network, introduce new services and to raise revenue for telecom development needs of              
India's key metro cities of Delhi and Mumbai. MTNL is the principal provider of fixed-line               
telecommunication services in Delhi and Mumbai. It offers mobile services in Delhi, including four              
peripheral towns Noida, Gurgaon, Faridabad and Ghaziabad, and Mumbai, along with areas falling             
under the Mumbai Municipal Corporation, New Mumbai Corporation and Thane Municipal           
Corporation. The company is listed on both the BSE and NSE. 
 
Key Financial Indicators 

Particulars  Units FY19 (A) FY20 (A) 
Revenue from Operations Rs. Crs 1987.80 1536.36 

EBITDA Rs. Crs -1320.96 -1472.64 
PAT Rs. Crs -3390.20 -3695.68 

Total Debt Rs. Crs 19691.94 22965.57 
Tangible Net Worth  Rs. Crs -12836.84 -16351.86 

Total Debt/TNW  Times -1.53 -1.40 
Note: All financials have been reclassified as per BWR standards. 
 
Non-cooperation With Previous Rating Agency If Any: NA  
 
Rating History for the past three years (including suspended/withdrawn ratings) 

Instrument 
Current Rating  Rating History 

Tenure Amount 
(₹ Crs) 

Rating 2019 2018 2017 

Bonds       

NCD Issue Long Term 6500 
BWR AAA 
(CE)/Stable NA NA NA 

Total  6500 INR Six Thousand Five Hundred Crores Only 

 

Complexity Levels Of The Instruments 

For more information, visit www.brickworkratings.com/download/ComplexityLevels.pdf   
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Hyperlink/Reference To Applicable Criteria  

● General Criteria 
● Approach to Financial Ratios 
● Infrastructure Sector 
● Rating based on Government Support 
● Credit Enhancement 

Analytical Contacts Investor  and Media Relations 

Aakriti Sharma 
Assistant Manager - Ratings 
Board: +91 11 2341 2232       Ext: 111 
aakriti.s@brickworkratings.com 
 
Vipula Sharma 
Director– Ratings 
Board: +91 80 4040 9940 
vipula.s@brickworkratings.com 

Liena Thakur 
Assistant Vice President - Corporate Communications 
+91 84339 94686 
liena.t@brickworkratings.com 

For 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 partners. 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 (BWR) has assigned the rating based on the information obtained from the               
issuer and other reliable sources, which are deemed to be accurate. BWR has taken considerable steps to avoid                  
any data distortion; however, it does not examine the precision or completeness of the information obtained.                
And hence, the information in this report is presented “as is” without any express or implied warranty of any                   
kind. BWR does not make any representation in respect to the truth or accuracy of any such information. The                   
rating assigned by BWR should be treated as an opinion rather than a recommendation to buy, sell or hold the                    
rated instrument and BWR shall not be liable for any losses incurred by users from any use of this report or its                      
contents. BWR has the right to change, suspend or withdraw the ratings at any time for any reasons. 
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