PAS Creditworthiness Assessment

An Approach for Indian Cities

Creditworthiness Assessment Framework- An Approach for Indian Cities

The Creditworthiness Assessment Framework has been developed as a simple self-

assessment tool for urban local bodies. It captures performance indicators for
creditworthiness assessment to enable cities to identify areas for improvement and to
decide to go in for a credit rating and bond issuance when they are ready. It also enables
them to be better prepared to borrow funds from financial institutions for urban
infrastructure.

CWAS-CEPT has prepared a “Do-it-Yourself” toolkit for creditworthiness assessment by
ULBs themselves. The creditworthiness assessment framework can serve as a simple
annual performance tool for policy makers to track ULB’s municipal financial and service
delivery performance. Any ULB can use this tool to easily assess its creditworthiness. It can
enable a city to assess its performance, and the nature of improvement areas needed
before they consider borrowing. It also gives them a quick assessment of their credit
quality based on which they can consider a formal credit rating, as well as carry out
improvements before approaching rating agencies for bond market access. The main
benefit is that for cities, that want to explore issuing municipal bonds or raise other forms
of debt, can get an indication of their creditworthiness score and likely credit rating. The
assessment can also be used as a tool to evaluate ULBs financial and operational
performance, as improvements in credit scores over the years under this model would
indicate improvements in operational and financial parameters. Thus, ULBs can use the
creditworthiness framework and tool to assess their current financial and operational
performance and identify areas for improvement prior to going for a formal credit rating
for a bond issue. Thus, the ratings provided by using this approach and toolkit can be used
as a pre-cursor to actual credit ratings. Detailed creditworthiness reports generated for a
city can suggest improvement actions The creditworthiness assessment framework is
tested across 30 Indian cities across ten Indian states and can be easily scaled across other
Indian cities of various sizes and population.

Note: The idea behind the creditworthiness assessment framework is not to compete
with credit ratings given by SEBI accredited rating agencies.
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About PAS Creditworthiness Assessment Framework

The PAS Creditworthiness assessment i3 a useful and almost a no-cost approach for a city to
understand its own creditworthiness and to identify areas where it needs to take improvement actions
before considering any borrowing and a formal credit rating.

This assessment relies on indicators derived from past financial performance of the city and a review of
its operational parameters. [t does not include qualitative parametears such as guality of urban

management, reform orientation etc. and other factors often used by rating agencies to assign the final
credit rating.

The proposed framework provides a creditworthiness score for a city which can be close to an actual
credit assessment. Thus, the assessment grade provided by using this approach and toolkit can be
used as a pre-cursor to actual credit ratings. Detailed creditworthiness reports generated for a city can
suggest improvement actions. Itwill help cities 1o 855255 their borrowing capacity and in improving
their credit quality before undertaking an actual credit rating process.

Disclaimer

The assassment grade contained herein should be treated as opinion and not statements of fact or
recommendations to investors to purchase, sell or hold any securities issued by ULBEs. No warranty,
express or implied, as to the accuracy, timeliness, completeness, merchantability, or fitness for any

particular purpose of any such rating or other opinion or information is given or made by CRDF in any
form or manner whatsoever.
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The Creditworthiness Tool comprises of the following shests

Inthis sheet, the user has to enter two types of datasets: financial and
operational data paints for each indicator.

In this sheet, first enter the city name for which creditworthiness
assessment is to be done. The user can also enter Latest fowr consecutive
fimancial years for assessment.

Eg: FY 2013-20, FY 2020-21, FY 2021-22, FY 2022-23 etc.

Diata must be enterad in grey coloured cells in the Data Sheet. Please DO
Data Input MOT enter any values in blue coloured cells in data sheet a3 they are

autocalculated.
Incasse data is not available for an indicator, add MD which means No
Data.

Operational Data has to be entered from Perdformance Assessment
System. Financial Data has to be entered from City Budgets, City Balance
Sheets, Annual Audited Financial Staterments, Income and Expenditure

Statements etc.

The Financial Ratios shaet is an autocalculated shaet. It has various
Fimancial Ratios like Income Ratios, Expense Ratios, Operating Ratios,
Debt Servicing Ratios, Liguidity Ratios, Leverage Ratios and Revenue Size
Financial Batios which are sautocaloculated basaed on the input of the data sheat.
The ratios alzo show traffic light analysis where gresn indicates the best
performance, yellow indicates an average performance and red indicates
poor performance.

The Financial Score sheot is an autocalculated sheet. It has scares

assigned from a range of 0-4 based on the annual financial performanca

Fimancial Score of the city. The total 2core is the sum of individual scores of sach

indicator assigned out of 100. This helps cities to assess their yearly
parformance.




Operational Ratios

The Operational Ratios sheet is an autocaleulated sheet. it has variouws
Operational Ratios like Access and Coverage, Collection Efficiency, Cost
Recovery, Treatmeant, Quality, Reuse, Accounting quality and
transparency, Human Resource Adequaucy and Complaint redressal
machanism which are autocalculated based on the input of the data
shaat,

The ratics also show traffic light analysis where green indicates the best
performance, yellow indicates an average performance and red indicatas
poor performance.

Operational Score

The Operational Score sheet is an autocalculsted sheet. it has scores
assigned from a range of -4 based on the annual operational
performance of the city. The total score is the sum of individual scores of
each indicator assigned out of 100. This helps cities to assess their yearly
performansce.

Final Assessment
and Grading

The Final Assessment and Grading sheet assigns the final
creditworthiness score of the city out of 100. Based on this score, an
assessment grade is given to the city which indicates the city’'s level of
creditearthiness and credit risk. The sheet also has a sat of
recommendations and factors that can improve the city's
credibwmarthiness scare.

Summary and Tool
Controller

The Summary sheet shows summary of the credibwarthiness score on a
banchmark of 100 based on financial and operational performance of
the city. It also asseses the bormowing capacity for a city. The sheet allows
user to download a report from Tool Controller = Print POF

Assessment Grade Standards

Creditworthiness
Maore than 50 PAS AAA Highest level of Creditworthiness
F0-90 PAS A& High lavel of Creditworthiness
G0-70 PAS A fdeguate level of Creditworthiness
50-80 PAS BEB Moderate level of Creditworthiness
A0-50 PASEB High lawvel of Cradit Risk
20-40 PAS B Highar level of Cradit Risk
J0-30 PASC Highest lewel of Credit Risk

To know about the indicator details- click here
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Data Input

Mamie of state XYL

Mame of city | ABC Municipal Corporation

To know aobout the indicotor details- click here

PAS ‘Water supply coverage

% a8 95 100 a3
FSSM W water/ - |
PAS 3 SiNeotwaial sewmimgn % 100 100 100 100
HH rEFE
PAS SWM Coverage [Housshald) &% 100 25 a2 a5
PAS Toilet Coverage % 100 100 100 1040
PAS Cost Recovery of water tax %o 204 210 195 211
FAS Coat Recovery of sanitation tax/ % &7 58 58 55
sewerage charges
PAS Cost Recovery of SWM chardes % 1459 143 147 147
nt Year P Tax Billed |
pag | CurmentYearFroparty TaxBi Lakhs 91,299 92,958 1,07,804 1,03,549
Demand |
Current Year Property Tax
A, Lak 65,10 86,238 96,429 896,034
s Collectian e 2
lection Effici of wate
FAS E;l onEiciency ' % a3 a1 a5 80
FAS Gn-ll.act_lﬂn Efficiency of " - o - o
sanitation tax
lection Effici of S¥W
pag | “ollectionEfficiency % a8 a5 a1 a4
tax
PAS Mon-Revenue Water % 20 20 21 30
PAS Metering of water connactions %o 14 14 13
PAS Adeguacy of water supply lped 147 157 155 1416
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Data Input

Maimie of state b

Mame of city | ABC Municipal Corporation

To know about the indicotor details- click here

acy of treatment of wate

pag | [dequacyof trestme f % 100 100 100 100

supply
acy of treatment of

pag | |deguacyoftrestme % 100 127 135 171
santation

PAS Treatment of SWHM % 3 52 a2 77

PAS Extent of re-uae of Wastewatear Uy 4 16 T | a4
Does the city follow accrual

PA Yes /M ¥ ¥ ¥ M

5 based accounting? Ba Mo 8 o8 8 ¢

PAS Working staff in water supply Mumber 250 251 bt | etk
Sanctionad Staff inwat

PAS = SUalT i waker Number 670 670 670 713
supply

PAS ‘Working staff in sanitation KMumber 53R 613 G0& 511

FAS Sanctioned Staff in sanitation Mumber 748 737 741 T44

PAS Working_staff in SWM Mumber 7,658 7.658 7558 7.658

PAS Sanctioned staff in SWHM Number 7.814 7.814 T.814 7.814
Complain Red linwata

PAS ainHedinssall f % a5 100 a7 a4
supply
Complain Red Lin

FAS npain Hedregsall % 86 100 100 100
santaton

PAS Complain Redressal in SWHM U 99 100 100 104
Dwoes the city prepare annual

CFP audit reparts of ULB and Yes /Mo Yas Yes Yas No
publishi it in public domain?
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Data Input

Mame of state XYL

Mame of city | ABC Municipal Corporation

To know about the indicotor details- click here

CFP Tax Revenue Lakhs 1.21,301 1.25,854 124,004 1.34,181

Assigned Revenues &
CFF Gnnlfpanaatiun Lok 72,260 72260 72,260 72,399
Rental Incame fram Municipal
CF | Properties Lakha 76.506 52,864 40,635 78,407
Feaes & User Charges-Income
COF | hesg-wise e Lakhs 1,000 2,000 2,000 2,400
CFP Sale & Hire Ghargaa Lakhs
Rewenue Grants , Cantributions
CFF | & subsidies Lakhs 11,385 33,402 33,402 36,091
Income from Inestments-
cre General Fund Lakhs
CFP Interast Earned Lakhs
CFP Othar Incamea Lakhs 85,003 10,749 8202 10,259
ptal Hewe : Dard B 3 k] RO L, o] 1 ] I
CFP Establishment Expensas Lakhs 1,31,188 146,112 1,54, 860 1.60,947
CFP Administrative Expenses Lakhs 259,697 31,519 44,348 a1,032 |
CFP Operations & Maintenance Lakhs 38,843 43513 a7 562 od. 480
CFP Interast & Finance Charges Lakhs 1.377 2,776 4327 5,105
CFP Programme Expenses Lakhs 432 A2 120 43
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Data Input

Maimie of state

MName of city

XYL

ABC Municipal Corporation

To know about the indicotor detoils- click here

Data

Azzossment Year

Unit

Revenue Grants, Contribution

CFP Lakhs 12,650 11,135 11,457
and Subsidies

CFP Provigions and Write off Lakhs

CFP Miscellaneous Expenses Lal-:ha
Dapre-l::latlnn 43,112 A5.507 43,727 64,218

Munmpau-'sana ral) Fund 2,18 637 1,596,692 1,90,723 1,82,578
CFP | Eammarked Funds Lul-chna. 1,70,672 1,63,594 172,834 1,827,089
CFP | Reserves Lekhs 2,22 669 2,27.361 217,565 | 2,04,817
cpp | CrantsContributionforspecific | 4. 10,71,531 11,97,624 | 13.07,166 | 14,30,194
purposes .
CFP | Secured Loans Lakhs 20,000 30,000 20,000 20,000
CFF | Deposits Recaived Lakhs
CFP | Deposit works Lakhs
CFP | Other Liabilities Lakhs 1,228,506 1,48,748 1,67,588 1,380,809
CFP | Provisions Lakhs

18,32,015

19,56,018

20,75,876

Total Liabilities

Secured and Unsecured Loans

210,000

20,000

20,000

20,000

Fixed Asgets (Gross block)

CFP Accumulated Depreciation LEI-:I‘H; 12,389,420 12,72 906 13,591,546 16,564, E[ﬂ
CFP Capital Work in Progress Lakhs -3,16,113 -3,671,6:H0 -4,11, 346 -4,75, 665
CFP Imvestments-General Fund Lakhs 6.,61,372 B,00,914 8,059,586 7.08,141
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Data Input

Mame of state YL

Mame of city | ABC Municipal Corporation

To know about the indicotor details- click here

CFP Inwvestments-Other Fund Lakhs 12,561 12,581 12,581 12,581
CFP Stock in Hand Lakhs
Sundry Debtors (Receivables)
CFF | Nety Lakha 7.363 5,779 3,483 3,958
CFP Cash And Bank Balances Lakhs 7.153 12453 16,145 14,375
Loans, Advances And Deposits
or [Met) Lakha 1,277,085 95,5953 72,464 60,241
Lhie plcators
PAS Capital Income Lakhs [} 140,657 1,10,5912 1.23,065
PAS Capital Expenditure Lakhs [ 1.87.550 127928 1,86 BT
PAS Capital Grants Lakhs [ 127,777 1,00,718 85,024
PAS Population Lakhs 62.8 G2 [+ ]
Arrears -beginning of previous
PAS year Lakha [ 34 455 45,410 60.B7E
PAS Collection against arrears Lakhs ND 9,516 9,072 15,063
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Financial Ratios

o know about the indicotor detoils-click here

Assessment Year LUinit 2020 2021 2022 2023

Income Ratios
Cran Tax Rewenues to Total Revenue
Income Ratio (%)
Mon-tax Revenue to Total Revenue
Incomea Ratio (%
Agzigned Revenue to Total Revenue
Incoma Ratio (%
Revenwe Grants to Total Revenus
Income Batio (%)
Cram Revenue Income/Total Revenue
Incomes (%)

T1.2%

Property tax demand as a % of total

revEnus
Property taz collection as a % of own

tax
Proparty taz collection as a % of total

rewanuea

28.8%

=
g
4
g
g
E
-]
i
1]
F
:
g

28.8%

Expenses Ratios
Establishment Expenzsas to Total
Revenue Income Ratio
Fixed charge=(Establishment + Admin
Int. i/ Revenus Incame

14.2%

D&M Total revenue income
Establishment Expenzsas to Total

Revenwe Expenditure Batio

= <
g =] o
& F

Fixed charge/ Revenue Expenditure
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Financial Ratios

Mame of state

Mame of city

To know about the indicotor detoils-click here

Assessment Year Unit 2020 2021 2022 2023
O&M/ Total reverue expenditure | % | 15.1%

Operating Ratios
Operating Surplus prior depreciation m
priar interest

Surplus § Deficit to Total Income Ratio “

Oiperating Surplus post deprecigtion -
and interes

Surplus § Deficit to Total Income Ratio
Post Depreciation and Interest

Borrowing capacity | Lakhs |

Debt Servicing Ratios

Interest Coverage Ratio (Operating
Surplus-Depriciations Interest)

Leverage Ratios

I T R
incomea

Total borrowings! [Total revenue
income + resarves + municipal fund)

o R -
municipal fund

Liquidity Ratios

{Cash and bank balance + all
investments )/ Revenuse Expenditure
oricr to depreciation
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Financial Ratios

MName of state XYZ

Mame of city ABC Municipal Corporation

To know about the indicator detoils-click here

Assessment Year

Revenue Size
ARevenue Incomea

" Revenue Expenditure Lakhs
_Per Capita Revenue Income Lakhs

Par Capita Revenus Expanditure Lakhs
| Par capita property tax demand Lakhs

| Per capita property tax collection Lakhs
Par Capita Own Tax (callection) Lakhs
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Financial Score

Mame of state

AssSessment Year Uniit 2020 2021 2022 2023
Income Ratios

Oram Revenue IncomeiTotal Revenua Incomea

Property tax demand a3 a % of total revenue
Property tax collaction as a8 % of total revenues

Expenses Ratios

Establishment Ex to Total Reven
R
Incomea Ratio (%

Fixe = - - -

pead l:hErﬁE-{EttEll:!lmhr‘r'lEr‘lt + fAdmin Int. ) Number
Revenue Income [9)

OEM [ revenue income (%)
E i ;

stablishment Expenses to Total Revenue
Expenditura Batio (%

Fixed charge=[{Establishment + Admin Int. )/
. . Mumber
Revenuea Expenditure (%)

O&M [ revenue expenditure (%)
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Financial Score

Name of city ABC Municipal Corporation

Assessment Year Unit 2020 2021 2022 2023
Operating Ratios

Eurplu?'. .F.De-ﬁ:.:rttn Total Irtlmma priGr to Nurmber
depreciation f interest Ratio
Surplus f Deficit to Total Income post

] o | o T
depreciation / interest Ratio
Borrowing Capacity

Debt Servicing Ratios
Interest Service Coverage Ratio (Operating

Humber

Surplus- Depreciationf Interest )
Leverage Ratios

Tatal borrowings Total revenue income
Liguidity Ratios
(Cash and bank balance + all investments )/

] Mumbear
Rewvenus Expenditure

Revenue Slze

Fer capita property TEL-. Collection
Per Capita Own Tax Revenue

Total Financial Score Humber 7.0 76.00 &59.00 71.00
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To know aobout the indicotor details- click here

Service level operating ratios Unit 2020 2021 2022 2023

BB.1% 99.1
FS5M S Wastewater! sewerage Coverage n

_SWMCoverage | % | 95.2% |
_Toiletcoversge | %

Collection efficiency

Colection efficiancy of weter tax | % | 822% | 81.3% |

Collection efficiency of sanitation tax’
sowerage charges

Callection efficiency of WM charge m

Collection efficiency of current property tax “-
Collection efficiency of arrear property tax “-
e | % | e | e

Elnd SWH services

Access and Coverage
Water supply coverage (Mo of water

Cost Recovery
Cost Recovery in Water Services % | 204.0%
Cost Recovery of sanitation tax' sewerage n 57 B4
charges
Cost Recovery of SWM charges | % | 1466% | 146.7% |

ot R of Water, Sanitation and )
Cost Recovery el Saflotan “ 137.0% 137.6%
WM charge

Metering and NRW

Mon-Revenues Water “ 21.1%
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Operating Ratios

_

To know aobout the indicotor details- click here

Service level operating ratios Unit 2020 2021 2022 2023

| Metering of water connections | % |
Treatment, Quality, Reusa

|_Adequacy of treatment of watersupply | % |

|_Adequacy of trestment of sanitation | % |

| Adequacy of trestmentofSWM | % |

|_Extent of re-use of Wastewater | % |

Accounting Quality and Transparency

Does the city prepare annual audit reports Yes/No
of ULE and publishit in public domain?

(I tha city follow ac | o
e - -

ﬁﬁ
#(2

Humﬂn Resource Adaquaucy

e | %
wiater suppl

Total working staff wersus sanctioned in
el KN

Total working staff wersus sanctioned in n
T

Complaint Redressal Mechanism

Complain Redressal in water supply “m
Complain Redressal in sanitation “
Complain Redressal in SWM S
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Operating Score

_

Service level operating ratios Unit 2020 2021 2022 2023

Access and Coverage
Water supply cowverage (Mo of water
connections/ property)
F35M / Wastewater sewerage
Coverage

T S [
e )

Collection Efficiency

Collection efficiency of water tax m

Collection EII"FII::-ElnI::j" of sanitation tax’ m
Gnllacnnn El"ﬁl:EmI:j" of SWM charges m
AnElar Eullal::tu:}n efficiency of property m

Cost Recowvery

Cost Recovery in Water Servicas m

Cost Recovery of sanitation tax/ m
sewersge charges
Cost Recovery of SWM charges | Number |

Metering and NRW

Mon-Revenue Water m
Metering of water connections m




Creditworthiness Assessment Tool
An Approach for Indian Cities

CWAS=:.. CRDFz==

T Ty [y [y ey

Operating Score

_

Service level operating ratios Unit 2020 2021 2022 2023
Treatment, Quality, Reuse

Per Capita water supply

Adeguacy of treatment of water supply

Adeguacy of tregtment of sanitation
Adeguacy of treatmeant of SWM

Mumber

Mumber

Extent of re-uae of Wastewster

Mumber

Accounting Quality and Transparency
Does the city prepare annual audit
reports of ULE and publish it in public

ain?
Does the city follow accrual based
—

Human Resource Adegaucy
Total working staff versus sanctioned in
water supp
Total working staff versus sanctionad in

sanitation
Total working staff versus sanctionad in

Mumber

Complaint Redressal
Complain Redrezsal in water supply
Complain Redressal in sanitation
Complain Redreasal in WM

Mumber
Mumber

Total Operating Score Number 79.0 84.0 84.0 75.0
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Know Your City's Creditworthiness Score

Mame of state| XYZ

MName of city| AEC Municipal Corporation

Year Score out of 100
2020
2021 76.0
2022
2023 71.0
Lpers 2 Ne
Year Score out of 100
2020 79.0
2021
2022
2023
L] i Bli~

70% finance, 30% service | ASSessment
Year levels e Creditworthiness
2020 7TE PAS A& ngh level of creditwarthiness
2021 78.4 PAS A& High level of creditworthiness
2022 73.5 PAS A& ngh level of creditwarthiness
2023 72.2 PaAS A8 ngh level of creditworthiness

are 78.4 PAS AA High level of creditworthiness

Your city has PAS AA rating and has High level of creditworthiness




Creditworthiness Assessment Tool
An Approach for Indian Cities

CWAS

m Data Input Financial Ratios Fimancial Scores Operating Ratios
Dperating Scorcs Final Score and Grade Summary Report

Creditworthiness Score

City : ABC Municipal Corporation
State : XYZ

Financial Year : 2023

Benchmark Creditworthiness Score

Total Score 100 T2.2

Financial Score 160 71.0

Operational Score 100 75.0
Craditworthi

red ness PAS AA High level of creditworthiness
Assessment Grade
Borrowing Capacity 1394 INR crores

To get access to the creditworthiness tool, kindly write to us a

cwas@cept.ac.in



mailto:cwas@cept.ac.in
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