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ICRA has removed its earlier rating of [ICRA]BBB- (Stable) from the ‘ISSUER NOT COOPERATING’ category as the entity
has now submitted its ‘No Default Statement’ (“NDS”) which validates that the entity is regular in meeting its debt
servicing obligations. The entity’s rating was moved to the ‘ISSUER NOT COOPERATING’ category in November, 2017.
The assigned rating takes into account the Hospet City Municipal Council’s (HCMC) importance to the State Government
of Karnataka (GoK) as a provider of key municipal services to the city of Hospet. The rating also positively factors the
rule-based transfers of grants from the GoK, which assists the council in making non-discretionary payments like salaries,
pensions and electricity bills. The rating further factors in the revenue surplus position of the HCMC during the last four
years, which is attributed majorly to the grants received from the GoK. A revenue surplus position provides flexibility to
the council in planning and prioritising its capital expenditure to that extent. The rating considers healthy collection
efficiency of property tax over the past four years, and satisfactory service levels in the areas of sewerage network and
road side drains coverage.
The rating, however, is constrained by the HCMC’s weak information management systems with instances of
inconsistencies in data. The rating also factors in the HCMC’s relatively small size of own revenue base, low collection
efficiency of user charges (water charges), and less-than-satisfactory service standards in the areas of solid waste
management, water supply, street lights, and road coverage. ICRA notes that the HCMC 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
the HCMC’s financial position going forward. ICRA notes that the council has implemented reform such as accrual-based
accounting system. However effective implementation of other key reforms such as introduction of e-governance in key
functions and revenue enhancement measures would be important determinants of the HCMC’s ability to improve its
overall performance. Finally, adequate number of staffs coupled with continuity of such staffs especially in critical
functions would be crucial for the timely implementation of key projects and reforms going forward.
The previous detailed rating rationale is available on the following link: Click here
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With effect from September 1, 2017, ICRA has aligned the symbols and the definitions of ratings pertaining to the
Issuer Rating Scale with that of the Long-Term Rating Scale. The change in the symbol is not to be construed as a change in the
credit rating
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Rating Agency Moody’s Investors Service is ICRA’s largest shareholder.
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