Surat Municipal Corporation

T. P. Ariwala ' Muglisara, Surat-395003

Chief Accountant

No.ACT/SR/ /082
Dated /4 /06/2020

To;

SBICAP Trustee Company Ltd.,
Apeejay House, 6 Floor,

3, Dinshaw Wachha Road,
Churchgate,

Mumbai — 400020

Sub: - Submission of Quarterly Compliance for the period from 1* January 2020 to 31* March
2020 with regard to the NCDs aggregating to Rs.200 Crores

Ref:- Your Letter dated 16" April, 2020
l/-L‘-'\

Respected Sir,

With reference to above subject matter, please find following information regarding to
the NCD's aggregating to Rs.200 Crores. '

Sr.No. Particular Submission
] Updated list of the names and | Gujarat State Financial Services Limited,
addresses of the Debenture holders | Wing "B", 3rd Floor, Khanij Bhavan,
with respective ISIN 132 ft. Ring Road,
Nr. University Ground,
Vastrapur, Ahmedabad - 380052
ISIN : INEO5NX24015
2. A confirmation that interest/ | 2" Half Yearly Interest Payment was due
principal due during the quarter | on 1st March, 2020 but 1st March, 2020
ended 31% March 2020 has been | was Sunday. Hence, aforesaid date was
paid. If not, reasons thereof | not Business Day. According to circular of
including Company's plan for | SEBI no. CIR/IMD/DF-1/122/2016 dated
payment of interest/principal. 11/11/2016 and as per the consent letter
of Debenture Trustee i.e.SBICAP Trustee
Co. Ltd, 2™ Half Yearly Interest Payment -
Gross amount Rs.8,63,25,683/- TDS
amount Rs.86,32,569/- Net Interest
Amount Rs.7,76,93,114/- has been made
as on dated 02.03.2020 as per Interest
Payment Register provided by Register
and Transfer Agent i.e.KFin Technologies
Pvt. Ltd. (Copy Attached) and confirmation
mail from Bond Holder has been obtained.
(Copy of confirmation mail attached)
-FLAG -1
3z Information regarding Debenture
holder's complaints/grievances in
following format :
a. Complaints pending at the | Nil
end of the previous quarter;
b. Complaints received during | Nil
the quarter;
c. Nature of the Complaint; Nil
d. Complaints resolved during | Nil
the quarter;
Ph.No.:0261-2423750t0 56  Ext.No.:243  Fax: 2451935



e. Reasons for pending/
unresolved complaints;

f. Average time taken to
resolve the each complaint.

Nil

Nil

4, A confirmation that the properties | Structured Payment Mechanism has been
secured are adequate for | sanctioned by the General Board of Surat
discharging the due repayment for | Municipal Corporation as well as State
the Debentures i.e. interest and | Government and the same is functioning
redemption amount. accordingly.

b Updated credit rating letter (if any) | FLAG-2 i

6. A confirmation that the insurance | Not Applicable
policies obtained for the company's
assets/property are adequate and
properly assigned in favor of
Trustee.

7. Whether there is any change in | Not Applicable
composition of Board members and
management during the quarter,
giving details thereof.

8. A Certificate from the Chartered | The issuer is an Urban Local Body and not
Accountant of the company|a Company registered under the
certifying that Security Cover, Debt | Companies Act, 2013.

Equity ratio and Debenture Considering the outbreak of COVID-19, the

Redemption Reserve are | country as a whole was under lockdown

maintained in accordance with the | till dated 31.05.2020. In this situatibnf,

terms of issue of Debentures and | most of our administrative staff involved

applicable laws. in duty regarding COVID-19 so that the
finalization of Books of Accounts will not
be finalized. The certificate will be
submitted as soon as the same is issued
and completion of subsequent verification
of books by the Auditor.

2 Utilization Certificate from Statutory | Attached as FLAG —3
Auditor

10. Any other reports/confirmations | Nil
required as per Debenture Trust
Deeds/Information Memorandum

11 Annual Report for the year ended Considering the outbreak of COVID-19, the

2019-20

country as a whole was under lockdown
till dated 31.05.2020. In this situation,
most of our administrative staff involved
in duty regarding COVID-19 and still they
are performing their duty for the same as
continuous increasing the positive cases in
Surat City.

Thus, The Annual Report will be submitted
after the finalization of Books of Accounts
by the Auditor.

ief Accotintant
Surat Muicipal Corporation

Ph.No. : 0261-2423750 to 56

Ext. No. : 243

Fax:2451935




SURAT MUNICIPAL CORPORATION -BONDS (SMC)
INTEREST REGISTER FOR THE PERIOD - 01/09/2019 TO 29/02/2020
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101987
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Security
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Int
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INT
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Clientid

10124481

Name

GUJARAT
STATE
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SERVICES
LTD

Jt1 Jt2 Addressi
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FT RING
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NR
UNIVERSITY
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AHMEDABAD
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Bank
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Bank
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Bank
Address3

Bank
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Bank Pin Ifsc Code

Ecs Micr
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Ecs Acnho

Panno

Fg
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Bonds

Princ Amount(Rs.)

ICICI BANK

JMC HOUSE
BRANCH

OPP PARIMAL
GARDEN

AMBAWADI

AHMEDABAD

0 ICIC0000024

380229002

11

002405000980

AAACG5581B

LTD

2000

2000000000.00

2000

2000000000.00




Gross(Rs.) Tds(Rs.) Net Amount(Rs.) Int% Tax% Face Value(Rs.) From Date To Date No.Days Warrant Date Mode of Payment Warrantno War Acno Type Benpos Date

86325683.00 | 8632569.00| 77693114.00 8.68 [ 10.00 1000000.00 [ 01/09/2019 [ 29/02/2020| 182 01/03/2020 NEC 500002 [005205008835| NSD | 11/02/2020

86325683.00 8632569.00 77693114.00
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Ratings CRISIL

An S&P Global Company

Rating Rationale
February 28, 2020 | Mumbai

Surat Municipal Corporation
Rating Reaffirmed

Rating Action
Rs.200 Crore Taxable Bonds CRISIL AA+/Stable (Reaffirmed)

1 crore = 10 million
Refer to annexure for Details of Instruments & Bank Facilities

Detailed Rationale
CRISIL has reaffirmed its 'CRISIL AA+/Stable' rating on the taxable bonds of Surat Municipal Corporation (SMC).

The rating continues to reflect strong creditworthiness and low performance risk of the originator, high debt service coverage
ratio (DSCR) leading to low impact of future cash flow on the other obligations, additional security in the form of a debt
service reserve account (DSRA) created before pay-in, presence of a payment structure, and recourse to the originator. The
rating also reflects a strong operating performance and strong financial risk profile, driven by stable operating surplus, low
debt, superior liquidity, and strong debt protection metrics. Furthermore, the corporation has a sound economic base,
adequate service levels, healthy collection efficiency of taxes and charges, and good reform orientation. These strengths are
partially offset by heavy reliance on state government grants and large capital expenditure (capex) requirement.

Analytical Approach
For arriving at the rating, CRISIL has applied its criteria on future flow securitisation.

Key Rating Drivers & Detailed Description

Strengths:

* Strong operating performance, reflected in a healthy operating surplus

Revenue includes income from collection of property tax, user charges for water and sewerage service, income from other
taxes such as professional tax, octroi compensation, other revenue grants, and other non-tax income. Operating surplus is
healthy, backed by robust property tax collection, steady receipt of grants from the state government in lieu of octroi, and non-
tax income primarily comprising collection from public places, town development income, and rental income. For fiscal 2019,
the operating surplus was around Rs 774 crore.

The strong operating surplus is likely to be maintained over the medium term due to consistent property tax collections,
increase in various user charges and non-tax income, and control over revenue expenditure.

* Strong financial risk profile

The healthy operating surplus helped to fund the increasing capex through internal cash accrual, with low reliance on debt.
As on March 31, 2019, outstanding debt was Rs 200 crore. The robust cash flow has strengthened liquidity. Unencumbered
cash and cash equivalents were over Rs 1,130 crore as on March 31, 2019, including bank balance and fixed deposits.

Over the medium term, the corporation has large planned capex under the Atal Mission for Rejuvenation and Urban
Transformation (AMRUT) and Smart City Projects. The capex is being funded primarily out of a mix of government grants and
own revenue surplus. In March 2019, it had raised Rs 200 crore through municipal bonds in order to meet its own share of
contribution towards AMRUT. Despite the increase in debt, debt protection metrics have remained strong and are expected to
remain so over the medium term due to no incremental borrowings. However, any sizeable debt raised towards funding
capex could weaken the financial risk profile and will be a key rating sensitivity factor.

* Adequate service levels and healthy collection efficiency of taxes and charges

The corporation has adequate civic infrastructure and robust delivery systems. High infrastructure quality is reflected in good
water supply coverage, adequate road and sewerage networks, and improving drainage and solid waste management
practices.

Current collection efficiency of property tax is maintained at 94-97%; overall collection efficiency is also stable at 80-85%.
Cost of recovery for essential services has improved and is among the highest compared with other corporations in the state.
Implementation of AMRUT and Smart City Projects should further drive improvement in service-level arrangements and result
in increased collection efficiency of taxes and charges.

* Sound economic base
A robust industrial base, favourable location, strategic importance in the state, and high per-capita income have led to a

https://www.crisil.com/mnt/winshare/Ratings/RatingList/RatingDocs/Surat_Municipal_Corporation_February_28_2020_RR.html 1/7
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sound economic base. Industries in Gujarat have flourished due to favourable state government policies, affordable cost of
living, surplus labour, and low transportation cost.

* Good reform orientation

The corporation has been able to execute various reforms, backed by adequate technical capabilities and supportive staff. It
has robust processes and systems to take care of day-to-day activities. It has been a forerunner in implementing geographic
information system mapping of properties and the double entry accounting method. Metering of water connections is an area
where limited progress has been made. However, once done, it will significantly improve cost recovery.

Weaknesses:

* High dependence on state government grants

Although the share of grants and compensation from the state government reduced to 23% in fiscal 2019 from 45% in fiscal
2013, it continues to be a major part of total revenue receipts. Since the abolition of octroi in fiscal 2008, the corporation has
been consistently receiving compensation from the state government. In fiscal 2016, increased compensation, inclusive of a
15% hike, was provided. In fiscal 2019, Rs 723 crore was received as octroi compensation. With a rise in property tax rates
and non-tax revenue, dependence on government grants is likely to reduce further over the medium term.

* Large capex requirement
The large capex requirement over the medium term would be for implementing the AMRUT and Smart City schemes, and
other planned expenditure. The estimated project cost under these schemes is Rs 5,000 crore, spread over five years.

A healthy operating surplus is likely to be maintained and no sizeable debt is expected to be contracted, over the medium
term. However, any significant increase in capex, leading to substantial incremental debt, could weaken the financial risk
profile and will remain a key rating sensitivity factor.

Liquidity Superior

Operating surplus has been healthy at an average of over 20% during the five fiscals through 2019. The unencumbered cash
and bank balance of over Rs 1,130 crore as on March 31, 2019, is likely to be maintained over the medium term. Operating
surplus was Rs 774 crore in fiscal 2019 against nil debt obligation. The unencumbered cash and bank balance and continued
healthy operating surplus should be sufficient to meet future debt obligation and part-funded capex.

Outlook: Stable
CRISIL believes SMC will continue to generate high operating surplus over the medium term, while maintaining strong debt
protection metrics.

Rating Sensitivity factors

Upward Factors:

* Significant improvement in service arrangements such as water supply, sewerage, and solid waste management
* Increased collection efficiency in existing own-revenue sources and generation of income from additional sources
* Substantial and sustained increase in operating surplus to over 30%

Downward Factors:

* Significant decline in collection of property tax

* Fall in operating surplus to below 15%

* Weakening of debt protection metrics

* Reduction in support from the state government in terms of adequacy and timeliness of octroi compensation, and availability
of funds under AMRUT and Smart City schemes and other grants

* Any adverse change in the payment structure mechanism

About the Corporation

SMC is the largest municipal corporation in Gujarat and is governed by the Bombay Provincial Municipal Corporation Act,
1949, as amended by the Government of Gujarat. It has jurisdiction over 326 square kilometre. Services mainly include water
supply, sewerage disposal, solid waste management, primary education, public safety, transportation, and slum improvement.

Key Financial Indicators

As on / for the period ended March 31 Units 2019 2018
Revenue receipts Rs crore 2957 2674
Revenue surplus Rs crore 760 606
Revenue surplus/ revenue receipts % 26% 23%

Any other information:
Broad contours of the escrow structure:

a. The tenure is five years with half-yearly coupon payment

b. Bullet/full redemption at the end of five years

c. Escrow of property tax and user charges collected by and due to SMC-eligible bondholders and lenders shall have first
and pari-passu charge over the escrow account, debt service account (DSA), and the collection account(s).

https://www.crisil.com/mnt/winshare/Ratings/RatingList/RatingDocs/Surat_Municipal_Corporation_February_28_2020_RR.html 2/7
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d. Establishing separate DSA, DSRA, interest payment accounts (IPA), and sinking fund accounts (SFA) with the escrow
banker as per the terms of each series. Bondholders/lenders of a particular series have first and pari-passu charge
over DSA, DSRA, IPA, and SFA for the respective series.

e. In case of any shortfall from transfer from the escrow account to DSA, SMC shall compensate with funds from other
account(s) to DSA.

Interest payment mechanism

T - Interest payment date

Day

T.25 The trustees shall check the gmount lying to the credit of IPA. In case of any shortfall in
amount, the trustees shall intimate SMC

T-15 SMC shall make good the shortfall in the IPA, if applicable

T-14 In case of shortfall, trustees shall trigger the payment mechanism and instruct the bank to
transfer the shortfall amount from the DSRA to the IPA

T-10 The bank shall transfer the shortfall amount, if applicable*

T Interest payment is done

* Any amount drawn from the DSRA should be deposited back in the account

Redemption mechanism
T - Redemption date

Day
The trustees shall check the amount lying to the credit of the SFA. In case of any shortfall in
T-25 g
amount, the trustees shall intimate SMC
T-15 SMC shall make good the shortfall in the SFA
T Redemption payment in done

Note on complexity levels of the rated instrument:
CRISIL complexity levels are assigned to various types of financial instruments. The CRISIL complexity levels are available
on www.crisil.com/complexity-levels. Users are advised to refer to the CRISIL complexity levels for instruments that they consider for

investment. Users may also call the Customer Service Helpdesk with queries on specific instruments.

Annexure - Details of Instrument(s)

ISIN . Type of Date of Coupon Maturity date Issue Size (Rs| Rating Assigned with
instrument allotment crore) Outlook
INEO5NX24015 Tg(’)‘ﬁg'se 01-Mar-019 8.68% 01-Mar-2024 200 CRISIL AA+/Stable
Annexure - Rating History for last 3 Years
Current 2020 (History) 2019 2018 2017 323’1‘7‘”
Instrument Type Olﬁf;?)l:]trllitng Rating Date Rating Date Rating Date Rating Date Rating Rating
200.00 CRISIL CRISIL
Bond LT 280220  AA+/Stable 07-09-19  pa+/Stable - - -
CRISIL AA+
01-03-19  so)stable
Provisional
01-02-19 | CRISIL AA+
(SO)/Stable
All amounts are in Rs.Cr.
Links to related criteria
Rating_Criteria for Municipal and Urban Local Bodies
Understanding CRISILs Ratings and Rating Scales
For further information contact:
Media Relations Analytical Contacts Customer Service Helpdesk
Saman Khan Anuj Sethi Timings: 10.00 am to 7.00 pm
Media Relations Senior Director - CRISIL Ratings Toll free Number:1800 267 1301
CRISIL Limited CRISIL Limited
D: +91 22 3342 3895 B:+91 44 6656 3100 For a copy of Rationales / Rating Reports:
B: +91 22 3342 3000 anuj.sethi@crisil.com CRISILratingdesk@crisil.com

saman.khan@qcrisil.com

https://www.crisil.com/mnt/winshare/Ratings/RatingList/RatingDocs/Surat_Municipal_Corporation_February_28_2020_RR.html
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Gautam Shahi For Analytical queries:
Naireen Ahmed Director - CRISIL Ratings ratingsinvestordesk@crisil.com
Media Relations CRISIL Limited
CRISIL Limited B:+91 124 672 2000
D: +91 22 3342 1818 gautam.shahi@crisil.com
B: +91 22 3342 3000
naireen.ahmed@crisil.com Digvijay Singh Rathore

Rating Analyst - CRISIL Ratings

CRISIL Limited

B:+91 22 3342 3256
Digvijay.Rathore@crisil.com
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Note for Media:

This rating rationale is transmitted to you for the sole purpose of dissemination through your newspaper / magazine / agency. The rating rationale may be
used by you in full or in part without changing the meaning or context thereof but with due credit to CRISIL. However, CRISIL alone has the sole right of
distribution (whether directly or indirectly) of its rationales for consideration or otherwise through any media including websites, portals etc.

About CRISIL Limited

CRISIL is a leading agile and innovative, global analytics company driven by its mission of making markets function better. We
are India’s foremost provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of
innovation and global footprint sets us apart. We have delivered independent opinions, actionable insights, and efficient solutions
to over 1,00,000 customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics
and data to the capital and commodity markets worldwide.

For more information, visit www.crisil.com

Connect with us: TWITTER | LINKEDIN | YOUTUBE | FACEBOOK

About CRISIL Ratings

CRISIL Ratings is part of CRISIL Limited (“CRISIL”). We pioneered the concept of credit rating in India in 1987. CRISIL is
registered in India as a credit rating agency with the Securities and Exchange Board of India (“SEBI”). With a tradition of
independence, analytical rigour and innovation, CRISIL sets the standards in the credit rating business. We rate the entire range
of debt instruments, such as, bank loans, certificates of deposit, commercial paper, non-convertible / convertible / partially
convertible bonds and debentures, perpetual bonds, bank hybrid capital instruments, asset-backed and mortgage-backed
securities, partial guarantees and other structured debt instruments. We have rated over 24,500 large and mid-scale corporates
and financial institutions. CRISIL has also instituted several innovations in India in the rating business, including rating municipal
bonds, partially guaranteed instruments and microfinance institutions. We also pioneered a globally unique rating service for
Micro, Small and Medium Enterprises (MSMEs) and significantly extended the accessibility to rating services to a wider market.
Over 1,10,000 MSMEs have been rated by us.

CRISIL PRIVACY

CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your request and service your
account and to provide you with additional information from CRISIL.For further information on CRISIL’s privacy policy please visit www.crisil.com.

DISCLAIMER

This disclaimer forms part of and applies to each credit rating report and/or credit rating rationale that we provide (each a “Report”). For the avoidance of doubt, the
term “Report” includes the information, ratings and other content forming part of the Report. The Report is intended for the jurisdiction of India only. This Report does
not constitute an offer of services. Without limiting the generality of the foregoing, nothing in the Report is to be construed as CRISIL providing or intending to provide
any services in jurisdictions where CRISIL does not have the necessary licenses and/or registration to carry out its business activities referred to above. Access or
use of this Report does not create a client relationship between CRISIL and the user.

We are not aware that any user intends to rely on the Report or of the manner in which a user intends to use the Report. In preparing our Report we have not taken
into consideration the objectives or particular needs of any particular user. It is made abundantly clear that the Report is not intended to and does not constitute an
investment advice. The Report is not an offer to sell or an offer to purchase or subscribe for any investment in any securities, instruments, facilities or solicitation of
any kind or otherwise enter into any deal or transaction with the entity to which the Report pertains. The Report 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 the US).

Ratings from CRISIL Rating are statements of opinion as of the date they are expressed and not statements of fact or recommendations to purchase, hold, or sell any
securities / instruments or to make any investment decisions. Any opinions expressed here are in good faith, are subject to change without notice, and are only
current as of the stated date of their issue. CRISIL assumes no obligation to update its opinions following publication in any form or format although CRISIL may
disseminate its opinions and analysis. CRISIL rating contained in the Report is not a substitute for the skill, judgment and experience of the user, its management,
employees, advisors and/or clients when making investment or other business decisions. The recipients of the Report should rely on their own judgment and take
their own professional advice before acting on the Report in any way.CRISIL or its associates may have other commercial transactions with the company/entity.

Neither CRISIL nor its affiliates, third party providers, as well as their directors, officers, shareholders, employees or agents (collectively, “CRISIL Parties”) guarantee
the accuracy, completeness or adequacy of the Report, and no CRISIL Party shall have any liability for any errors, omissions, or interruptions therein, regardless of
the cause, or for the results obtained from the use of any part of the Report. EACH CRISIL PARTY DISCLAIMS ANY AND 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 CRISIL Party be liable to any party 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 Report even if advised of the possibility of such damages.

CRISIL Ratings may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of the instruments, facilities,
securities or from obligors. CRISIL’s public ratings and analysis as are required to be disclosed under the regulations of the Securities and Exchange Board of India
(and other applicable regulations, if any) are made available on its web sites, www.crisil.com (free of charge). Reports with more detail and additional information may
be available for subscription at a fee — more details about CRISIL ratings are available here: www.crisilratings.com.

CRISIL and its affiliates do not act as a fiduciary. While CRISIL has obtained information from sources it believes to be reliable, CRISIL does not perform an audit and
undertakes no duty of due diligence or independent verification of any information it receives and / or relies in its Reports. CRISIL 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 CRISIL
may have information that is not available to other CRISIL business units. CRISIL has established policies and procedures to maintain the confidentiality of certain
non-public information received in connection with each analytical process. CRISIL has in place a ratings code of conduct and policies for analytical firewalls and for
managing conflict of interest. For details please refer to: https://www.crisil.com/en/home/our-businesses/ratings/regulatory-disclosures/highlighted-policies.html

CRISIL’s rating criteria are generally available without charge to the public on the CRISIL public web site, www.crisil.com. For latest rating information on any
instrument of any company rated by CRISIL you may contact CRISIL RATING DESK at CRISILratingdesk@crisil.com, or at (0091) 1800 267 1301.

This Report should not be reproduced or redistributed to any other person or in any form without a prior written consent of CRISIL.
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India Ratings Affirms Surat Municipal Corporation’s NCDs
at ‘IND AA+’; Outlook Stable

Ind-Ra-XX January 2020-Mumbai: India Ratings and Research (Ind-Ra) has rated Surat Municipal Corporation’s
(SMC) non-convertible debentures (NCDs) as follows:

Instrument [ISIN Date of|Coupon |Maturity |Size of |Rating/Outlook |Rating
Type issuance |Rate Date Issue Action
(million)
NCDs INEO5NX24015 |01 March|8.68 01 March|INR2,000 |IND AA+/Stable Affirmed
2019 2024

The frequency of the interest payment is semi-annual (01 September and 01 March each year), and the principal
repayment will be bullet.

Removal of Suffix: Ind-Ra has removed the suffix associated with the rating of SMC based on SEBI Circular
“Guidelines for Enhanced Disclosures by Credit Rating Agencies (CRAs)' on introduction of 'CE™ dated June 13,
2019. As per the guidelines, no suffix will be assigned to the rating if:
1. The ratings factor in internal credit enhancement, but the rated instrument is not bankruptcy remote of
the issuer.
2. The ratings do not factor in any explicit credit enhancement or payment mechanism / structure around
cash flows.

Bond’s Purpose: SMC has raised INR2,000 million by issuance of NCDs on 1 March 2019 for part financing the
development of new sewerage treatment plants as well as the upgradation of the existing plants in Surat - at
Asarma, Bamroli, Bhatar, Bhesan, Khajod, under the Atal Mission for Rejuvenation and Urban Transformation
(AMRUT) scheme. The sanctioned amount for projects is INR5,433 million, of which SMC would fund INR3,588.9
million: INR2,000 million from the bond proceeds and INR1,588.9 million from its own funds. The balance was
provided by the government of India and government of Gujarat under the scheme.

Analytical Approach: The rating of the NCDs is a reflection of the operational and financial performance of
SMC, the nature of the escrowed assets, strength of the structured payment mechanism and healthy debt service
coverage.

1. The rating is based on the stability in performance of assets which are escrowed (property tax, fees and
user charges) and the enforceable nature of these collections by the corporation.

2. The rating also factors in a sound legal foundation of the structured payment mechanism which is
monitored and controlled by the Trustee. The structured payment mechanism is backed by a prefunded
debt service reserve account (DSRA) constituting of two semi-annual interest instalments, interest
payment account (IPA) and sinking fund account (SFA). The NCD’s are issued at a fixed rate of interest
that mitigates interest rate risk.

3. The rating benefits from the SMC’s coverage of debt servicing obligations (Interest payment +
proportionate principal deposited in sinking fund or instalment of principal redemption) which IND-Ra
expects to remain above 2.5x.

KEY RATING DRIVERS

Adequacy of escrowed revenue stream: Under the structure, revenues from property tax, fees and user
charges, are escrowed for servicing of the debt repayment obligations. The escrowed collections will be first
utilized for meeting the minimum balance required to be transferred to the IPA and SFA. The Revenue from these
streams grew at a CAGR of 12.9% over FY15-FY19 to INR10.8 billion. The escrowed receivables from property
tax, fees and user charges are expected to provide strong cover for SMC’s debt service obligations.

Structured Debt Servicing Mechanism: Under the structure, a debt service reserve account (DSRA) account
has been created and funded on 27 February 2019 before the pay-in date of 1 March 2019 with an amount equal
to annual interest payments. At all times, the DSRA is to be maintained at an amount equal to two semi-annual
interest payments.

SMC has created an escrow mechanism; where in the funds (property tax and user charges) shall be transferred
to an escrow account on a daily basis except the last day of the month. On the last business day of every month,
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the minimum balance — an aggregate of monthly fund requirement to service DSA — will be transferred to DSA
from the escrow account. The funds in the debt service account shall be used in the following order of priority: a)
transfer funds from the debt service account to DSRA to make good any shortfall, if any, in DSRA b) monthly
transfers to an interest payment account (IPA) on the last business day of every month and ¢) monthly transfers
to a sinking fund account (SFA) an amount equivalent to 1/11th of the annual principal redemption requirement
on the last business day of every month.

The debenture trustees will verify the availability of requisite funds for interest servicing T-25 days before the due
date. In case of a shortfall, they will intimate SMC to cover up the shortfall by T-15 days. In case of shortfall in
IPA at T-14 days prior to the interest payment date, the trustee shall trigger the payment mechanism and instruct
the bank maintaining DSRA to transfer the shortfall amount from DSRA so that funds equivalent to the next
interest payment due are ensured by T-10 days.

The debenture trustee shall also check the balance in the SFA at the end of the year and in case of any shortfall,
SMC shall replenish the account to that extent. The trustees shall also check the amount lying to the credit of
SFA at T-25 days prior to the redemption date. In case of any shortfall in amount, the trustees shall intimate SMC
of the shortfall and SMC shall make good the shortfall by T-15 days prior to the redemption date.

Trustee Monitoring: All accounts will be monitored by the debenture trustees. The amount deposited in IPA,
DSRA and SFA shall be used solely for meeting the dues to the bondholders. Any surplus funds available in the
escrow account can be transferred to the account of SMC. The trustee has given confirmation that SMC is
adhering to the structured payment mechanism.

Debt service coverage: At FYE19, the SMC did not have any additional debt other than the NCDs issued. The absence of
any interest servicing obligations in the past has resulted in a healthy credit profile for the corporation. Ind-Ra expects
SMC’s DSCR to remain comfortable at above 2.5x over the medium term. This takes into consideration the debt service
obligations from the issuance of the NCD’s of INR 2,000 million. Ind—Ra also expects the coverage of its instrument level
debt servicing obligations based on the receivables from property tax, fees and user charges to remain healthy over the
medium term. Ind-Ra will closely monitor the coverage adequacy during the entire tenure of the NCD’s.

Liquidity Indicator — Superior: SMC’s liquidity position is supported by sustained revenue surpluses, capital
grants to fund capex, sizeable cash and bank balances and unencumbered investments. Debt servicing
requirement pertaining to bonds is backed by way of escrow of receivables from property and other taxes and
user charges. SMC’s cash balances and unencumbered investments amounted to INR13, 832.18 million as on
FY E 19.

Adequate Own Revenue Sources: The rating also reflects SMC’s ability to generate adequate revenue from its
own sources to fund its revenue expenditure. Tax and non-tax revenues constituted 39.95% and 16.51%, on
average, of the total revenue income over FY15-FY19. The corporation’s revenue income increased to INR29.56
billion in FY19 (FY15: INR16.72 billion) and its own revenue/total revenue income ratio stood at 67.06% (FY 15:
48.15%). Property, water, vehicle and professional tax collections were the key drivers of revenue from tax
collections during this period. The share of grants in total revenue income reduced to 28.29% in FY19 from a high
of 35.52% in FY15.

Consistent Revenue Surplus: SMC generated consistent revenue surpluses during FY15-FY19 (FY19: INR
7,600.79 million, FY 15: INR 3,647.45 million). The corporation funded its entire revenue expenditure out of
revenue income during this period. Revenue surplus is projected at INR 2387.06 million for FY20(RE), which is
due to lower growth in revenue income (4% yoy) than in revenue expenditure (25% yoy). Ind-Ra expects SMC’s
revenue balance position to remain in surplus over the medium term.

Scope for Improvement in Civic Services Delivery and Capital Utilisation: SMC’s capital expenditure
constituted 50.53%, on average, of the total expenditure during FY15-FY19. Roads, water supply and sewerage
were the key areas of capex during this period. The corporation’s capital receipts increased to INR16,240.03
million in FY19 (FY18: INR 13,032.14 million) and its capital utilisation (capex/capital income) ratio stood above
1.34x on average during FY15-FY19. SMC’s service delivery levels for the water, sewerage and solid waste
segments remained comfortable as reflected in coverage network (water supply: 98.1%; sewage network: 99.6%;
solid waste management service: 100%), as against the benchmark levels (water: 100%; sewerage: 100%; solid
waste: 100%) set by the Ministry of Urban Development for all three services. The per capita supply of water
stood at 146.7 litres per capita per day (benchmark: 135 litres per capita per day). However, SMC’s performance
was less than adequate in areas such as extent of water metering, segregation of municipal solid waste,
wastewater recycle and reuse and hours of water supply, during FY15-FY19.
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RATING SENSITIVITIES

The rating of the NCDs will be downgraded on downgrade of SMC’s rating, which forms the starting point for the rating of
these NCDs.

Positive: Future developments could, individually or collectively, lead to a positive rating action includes:

a) Improvement in operating margins to or above 40% on a sustained basis.
b) Improvement in civic service deliverables like hours of water supply, extent of water metering, segregation of
municipal solid waste, wastewater recycle and reuse to the benchmark levels

Negative: The following developments could individually or collectively lead to a negative rating action:
a) Breach of financial covenant as per term sheet will trigger a negative rating action.
b)  Unanticipated increase in debt levels resulting in Debt service coverage ratio falling below 2x for consecutive 2
years.
¢) Higher dependence on grants and/or deterioration in revenue balance for two consecutive years.
d) Property tax collection efficiency (including arrears) falling below 70% for two consecutive years.

CORPORATION PROFILE

SMC is a local self-government. It was established in 1966 under the Bombay Provincial Corporation Act, 1949.
SMC is mainly responsible for the administration of the city, maintaining infrastructure facilities, and providing
various civic services such as water supply, solid waste management, sewerage, education, health and others to
its citizens. SMC covers 326.52 sq km and the Surat city is divided into seven zones namely, east, west, north,
south, central, south west and south east zone. There are 29 municipal wards and each municipal ward has four
seats of municipal councilors.

FINANCIAL SUMMARY

Particulars FY19 FY20(RE)
Revenue Income (INR million) 29,568.27 29,525.22
Revenue expenditure (INR million) 21,967.48 27,138.16
Revenue balance (INR million) 7,600.79 2,387.06
Capital expenditure/total expenditure 47.48% 44.61%
(%)

Revenue expenditure /Revenue income 74.3% 91.9%
(%)

Source: SMC, Ind-Ra

Annexure |
Covenants

e  SMC shall maintain the following financial ratios at all times and the same shall be tested atleast at the
end of each financial year:
Debt Service Coverage ratio for SMC will not be less than 1.25x
DSCR = operating surplus/total debt service

e The amount collected in escrow shall be atleast 1.25 times of the debt service amount on an annual
basis. In case ratio falls below 1.25 times SMC shall not borrow against the cash flow(s) of the escrow
account. No permission to borrow further is required from the bond holders as long as this condition is
met.
DSA is defined as follows:
DSA= Interest Payment for the month+ Proportionate Principal deposited in the SFA or installment of
principal redemption

e  SMC shall not borrow any further funds against the cash flows of the Escrow Account in case there is a
shortfall in the contribution to Debt Service Account and the shortfall has not been made good by SMC.
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Applicable Criteria

Local and State Governments Rating Criteria , December 2018
Tax Supported Criteria , December 2018

COMPLEXITY LEVELS OF THE INSTRUMENTS
For details on the complexity level of the instruments, please visit
https://www.indiaratings.co.in/complexity-indicators.

Contact:

Primary Analyst

Bhushan Joshi

Analyst

+91 22 4035 6113

India Ratings and Research Private Limited

Secondary Analyst

Nikita Shah

Senior Research Associate
+91 22 4035 6177

Committee Chairperson

Dr Devendra Kumar Pant

Chief Economist and Head Public Finance
+91 11 4356 7251

Media Relations: Namita Sharma, Mumbai, Tel: +91 22 4035 6121, Email:
namita.sharma@indiaratings.co.in.

Additional information is available at www.indiaratings.co.in. The ratings above were solicited by, or
on behalf of, the issuer, and therefore, India Ratings has been compensated for the provision of the
ratings.

Ratings are not a recommendation or suggestion, directly or indirectly, to you or any other person, to
buy, sell, make or hold any investment, loan or security or to undertake any investment strategy with
respect to any investment, loan or security or any issuer.

About India Ratings and Research: India Ratings and Research (Ind-Ra) is India's most respected
credit rating agency committed to providing India's credit markets accurate, timely and prospective
credit opinions. Built on a foundation of independent thinking, rigorous analytics, and an open and
balanced approach towards credit research, Ind-Ra has grown rapidly during the past decade, gaining
significant market presence in India's fixed income market.

Ind-Ra currently maintains coverage of corporate issuers, financial institutions (including banks and
insurance companies), finance and leasing companies, managed funds, urban local bodies, and
structured finance and project finance companies.

Headquartered in Mumbai, Ind-Ra has seven branch offices located in Ahmedabad, Bengaluru,
Chennai, Delhi, Hyderabad, Kolkata and Pune. Ind-Ra is recognised by the Securities and Exchange
Board of India, the Reserve Bank of India and National Housing Bank.

Ind-Ra is a 100% owned subsidiary of the Fitch Group.

For more information, visit www.indiaratings.co.in.



https://www.indiaratings.co.in/complexity-indicators
mailto:namita.sharma@indiaratings.co.in
http://www.indiaratings.co.in/
http://www.indiaratings.co.in/

IndiaRatings
RAC & Research

A Fitch Group Company

ALL CREDIT RATINGS ASSIGNED BY INDIA RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS:/MWWW.INDIARATINGS.CO.IN/RATING-DEFINITIONS. IN ADDITION, RATING DEFINITIONS AND
THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE
WWW.INDIARATINGS.CO.IN. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE
FROM THIS SITE AT ALL TIMES. INDIA RATINGS’ CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS
OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND
PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.
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UTILISATION CERTIFICATE

The SURAT MUNICIPAL CORPORATION has issued unsecured, taxable, non-convertible,
redeemable bonds in the nature of Debentures ("Bonds') of face value of Rs. 10 lakhs each at par
aggregating to Rs 200 crores during Financial Year 2018-19 for utilization of the proceeds of the Bonds
towards five major capex projects of Surat Municipal Corporation under ATAL MISSION FOR
REJUVENATION AND URBAN TRANSFORMATION ("AMRUT") Scheme.

The proceeds of Rs 200 Crores have been received by the Corporation in Saving Bank Account No.
38254222285 with State Bank of India.

During the period from 1% January, 2020 to 315 March, 2020, the Corporation has spent Rs 34,61,89,230/-
towards defined project from own fund through Escrow Account, which is due for payback from the
proceeds of Fixed Deposit. Considering the same the amount of Bond proceeds is deemed to have been
utilized to the extent of Rs 34,61,89,230/- as on 315 March 2020.

In addition to the above, it is to state that during the said period from 1% January, 2020 to 31% March, 2020,
the Corporation has further utilized an amount of Rs 21,88,17,265/- from the Bond Account as maintained
with State Bank of India.

Consequently, total expenditure amounting to Rs 56,50,06,495/- has been incurred on designated projects
from Escrow account during the period from 1% January, 2020 to 315t March, 2020.

This certified is issued on the basis of Books of Accounts, Documents, Vouchers, Bills, Records, Registers
and Bank Statements produced before us and information and explanations provided to us in relation to the
captioned projects and utilization of funds.

This ceriificate is issued, for compliance with the requirement of SEBI Regulations and Debenture Trust Deed of the Bonds issued. This
Certificate has been issued at the request of the Surat Municipal Corporation. It should not be used for any other purpose and is solely for
information and/or for use by the concerned Department, its Authorities and Debenture Trustees. We do not accept or assume any liability or
duty of care for any other purpose or to any other person fo whom this certificate is shown or into whose hands it may come save where
expressly agreed by our prior consent in writing.
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