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Summary of rated instruments

Instrument* Rated Amount Rating Action
(Rs. crore)
Issuer Rating Nil IrBB(Stable) ; assigned

*Instrument details are provided in Annexure-1

Rating action
ICRA has assigned a long-term issuer rating of IrBB (pronounced | R double B) to the Jalna Municipal
Council (‘JMC’ or ‘the council’)". The outlook on the long-term rating is Stable.

Rationale

The assigned rating takes into account the JMC’s importance to the state government of Maharashtra
(GoM) as a provider of key municipal services to the city of Jalna. The rating also positively factors the
rule-based transfers of grants from the state government, which assists the council in making non-
discretionary payments like salaries and pensions. The rating further factors in the revenue surplus
position of JIMC during the last four years, which enables it to partly fund its capital expenditure from
internal sources to that extent. ICRA also notes the satisfactory service levels provided by JMC in relation
to construction of roads, street lights and collection of municipal solid waste (MSW).

The rating, however, is constrained by JMC’s weak information systems with instances of inconsistencies
in data. Additionally, the relatively small size of the council’s revenue base and the low collection
efficiency of key revenues, property tax and water charges, remain a concern. The rating also factors in
IMC’s less-than-satisfactory service standards in the areas of sewerage, scientific treatment and disposal
of MSW. ICRA notes that JMC proposes large outlays for various projects under the Atal Mission for
Rejuvenation and Urban Transformation (AMRUT) as well as other urban infrastructure schemes, which
could stretch the cash flows of the council. Moreover, given the limited track record of the council in
executing large projects, the timely execution of these projects within the budgeted costs would be critical
for JIMC’s financial position, going forward. The effective implementation of key reforms such as an
accrual-based accounting system and e-governance in key functions would be important determinants of
JMC’s ability to improve its overall performance.

Key rating drivers

Credit strengths

o Revenue surplus position during the last four years; although the same has been supported by the rule
based transfers from the state government

e Satisfactory service levels in the areas of solid waste collection, roads and street lights at present

! For complete rating scale and definitions, please refer to ICRA’s website www.icra.in or other ICRA Rating Publications.
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Credit weaknesses

e Weak information systems with instances of inconsistency in data

o Relatively small size of revenue base at present

o Low collection efficiency of property tax and water charges

e Lack of sewerage network and scientific treatment and disposal of MSW, is a potential concern for
the hygiene of the city and will require large capital outlays.

e Risks related to execution of projects

Description of key rating drivers

JMC receives a compensation grant from the GoM in lieu of octroi, which was abolished in the city. The
council also receives a share in the stamp duty collected in the city by the state government. These
transfers collectively contributed 58-65% of JMC’s total revenues between FY2013 and FY2016. Though
the rule based nature of these transfers provides comfort, the frequency of such transfers has been
irregular as reflected by the inconsistencies in the amounts received over the last four years. Aided by
these transfers the council has been reporting revenue surplus during the last four years. The revenue
surplus has been employed by JMC to partly fund its capital expenditure. Over the years, JMC has
incurred expenditure for the construction and maintenance of roads, installation and maintenance of
streetlights and collection of solid waste. JIMC’s service levels in these areas have been satisfactory.

The management information system (MIS) of the council, however, remains weak with instances of
inconsistencies in data. While the accounts of the council are regularly audited, it does not maintain
accrual-based accounts. Additionally, the city lacks a sewerage network and a scientific MSW treatment
and disposal unit. JMC’s collection efficiency of property taxes and water charges remained low during
FY2012-FY2016, averaging at ~41% and ~44%, respectively. This constrained JMC’s own revenues,
which comprised 15-19% of its total revenue receipts between FY2013 and FY2016. Given that the
transfers from the state government are not regular, growth in the council’s own revenues would be
critical to maintain revenue surplus position and fund the cash flow mismatches in future years. The JMC
has also proposed large capital outlays for various projects totalling to Rs. 363 crore, which would
primarily (75%) be funded by the Government of India (Gol) and the GoM under AMRUT. The
remaining 25% is proposed to be contributed by JMC (Rs. 90.75 crore). The timely execution of these
projects within the budgeted costs will remain critical. Given the large outlays, the financial position of
JMC would be adversely impacted if the project assets, after commissioning, are unable to generate
adequate revenues to part fund the operations and maintenance (O&M) costs, which are expected to
increase significantly, going forward.

Analytical approach:
For arriving at the ratings, ICRA has applied its rating methodologies as indicated below:

Links to applicable criteria:
Rating Methodology for Urban Local Bodies
http://www.icra.in/Files/Articles/Urban%?20Local%20Bodies-%20Aug%202016.pdf

Assessing Credit Quality of State Government Finances
http://www.icra.in/Files/Articles/Rating%20Methodology%20Aug%202015.pdf
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About the entity

JMC, being an urban local body (ULB), provides civic services to the Jalna city. Jalna is situated on the
banks of the Kundalika river and is the premier commercial centre of the Marathwada region of
Maharashtra. The city serves as headquarter for the Jalna district, which has a high concentration of steel
industries, agro-based industries, spinning-ginning mills, etc. According to Census 2011, JMC, covering
an area of 83.69 sg. km., serves a total population of 2.86 lakh. It is governed by the Maharashtra
Municipal Corporation and Municipal Councils Act, 1994. The council of JMC, comprising 54 ward
councillors, is headed by a president who is elected by the ward councillors. The executive wing is
headed by a chief officer, who is appointed by the GoM and is supported by the head of various
departments.

The key services extended by the ULB are water supply, construction and maintenance of roads and
drains, solid waste collection, street lights and amenities such as shopping stalls, community hall,
playgrounds, and parks/gardens, among other civic amenities.

In FY2016, JMC generated a revenue surplus of Rs. 0.90 crore on a total revenue income of Rs. 33.76
crore compared to a revenue surplus of Rs. 5.20 crore on a total revenue income of Rs. 33.33 crore in
FY2015.

Status of non-cooperation with previous CRA: Not applicable

Any other information: Not applicable

Rating history for last three years:

Table:
. Chronology of Rating
S. I Current Rating (2017) History for the past 3 years
No, | Imstrument Tvoe | Ratedamount [ FY2017 FY2016 | FY2015 | FY2014
yp (Rs. crore) May 2017 - - -
1 Issuer Rating | Long Term NA IrBB(Stable) -- -- --

Complexity level of the rated instrument:

ICRA has classified various instruments based on their complexity as "Simple", "Complex™ and "Highly
Complex". The classification of instruments according to their complexity levels is available on the
website www.icra.in
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Annexure-1

Instrument Details

Date of Coupon Amount Current
Name of the instrument Issuance/ ra?e Maturity Rated Rating and

Sanction (Rs. crore) Outlook
Issuer rating on long-term i i i NA IrBB(Stable)

scale
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Jayanta Roy Manish Pathak

+91 33 7150 1120 +91 124 4545 397
jayanta@icraindia.com manishp@icraindia.com

Roshni Suvarna
+91 22 6114 3457
roshni.suvarna@icraindia.com

Relationship Contact
Jayanta Chatterjee
+91 80 4332 6401
jayantac@icraindia.com

About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and
financial services companies as an independent and professional investment Information and Credit
Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a
Public Limited Company, with its shares listed on the Bombay Stock Exchange and the National Stock
Exchange. The international Credit Rating Agency Moody’s Investors Service is ICRA’s largest
shareholder.

For more information, visit www.icra.in
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