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Setting The Context : Constraints To 
Increasing Own  Source Revenues

Factors Responsible 
for the Tiny Size of 

the Urban Sector

A Property Tax Dominated Municipal System

Low or Near Zero Productivity of Many Municipal Taxes

State Policies Towards Property Taxation

Inefficiencies in the Internal Management of Resources

Large Scale Subsidies in Service Provision

Irregular State Transfers



Current Fiscal Status of ULBs

 ULBs work in a complex and ever-changing fiscal policy environment; a 
significant portion of ULB receipts come through state and central 
government transfers and schemes.

 Own-source revenues are dynamic, changing from year to year Own-source revenues are dynamic, changing from year to year

 There are financial and political impacts for all capital project decisions—
there is never enough funding!

 For this reason key elements of fiscal planning are outside direct control of 
ULBs, but it is still possible to look at alternate mechanisms for resource 
mobilization and funding for urban infrastructure projects.



Funding Sources

 ULBs need to evaluate long-term financing goals and make sure they are 
maximizing all the funding sources that are available to them:  this will mean 
taking full advantage of all revenue sources that the city controls.  

Are essential services able to fund operations and maintenance from the user fees?   Are essential services able to fund operations and maintenance from the user fees?  

 Can proposed projects or existing revenue sources generate additional revenues 
that can be used to finance projects that do not generate receipts from fees and 
charges?



Stronger “creditworthiness” improves a city’s 
ability to access different financing resources

 All lenders, domestic and international have criteria for lending to local 
governments to support capital projects; “credit quality” can mark a cut-off 
point.

Creditworthiness is a positive quality, and it takes work and commitment to  Creditworthiness is a positive quality, and it takes work and commitment to 
maintain it

 Look at available funding sources: own-source revenues, grants and subsidies 
from the state or central, and borrowing

 Borrow only what is needed and what the city can realistically repay



Commercial Sources Of Borrowing
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Housing & Urban Development Corporation (HUDCO)

The Life Insurance Company of India (LIC)

India Infrastructure Finance Company Ltd (IIFCL)

SCHEDULED

COMMERCIAL

BANKS

Public Sector Banks

Private Sector Banks
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SECTOR SPECIFIC 

MUNICIPAL DEVELOPMENT 
FUNDS/ FACILITIES

State Specific Tamil Nadu Urban Development Fund (TNUDF) 

Active State Level Financial Intermediaries –

Karnataka Urban Infrastructure Development Finance 
Corporation , Madhya Pradesh Infrastructure Finance Company 

Limited

CAPITAL MARKETS
Municipal Bonds

Green Bonds |Pooled Finance 



Urban Infrastructure Term Loan Market

 Traditionally, ULBs borrowed from LIC and HUDCO backed by State Government guarantee

 Over time, LIC’s incremental lending to this sector has come down

 HUDCO continues to lend to ULBs and urban infrastructure projects (Sabarmati Riverfront 
Project SPV), though the relative quantum of loans to this sector has gradually reduced. 

HUDCO has used revenue escrow arrangements as part of the security mechanism to support  HUDCO has used revenue escrow arrangements as part of the security mechanism to support 
municipal debt repayments.

 However, HUDCO has preferred to rely on State Government guarantees as credit 
enhancement for loan repayment, in addition.

 Greater Hyderabad Municipal Corporation( GHMC) has upgraded all municipal roads during 
the pandemic shutdowns using a 4000 Cr. Term loan from State Bank of India(SBI) which had a 
State Government guarantee as credit enhancement. Recently, GHMC has raised additional 
800 Cr. Term loan from SBI without State Government guarantee.



Borrowing Through State Level Financial 
Intermediaries
 Tamil-Nadu Urban Development Fund (TNUDF) was established in November 1996 as a trust fund by the Government of Tamil Nadu

 TNUDF has borrowed from the World Bank and bilateral agencies such as KfW for on-lending to urban infrastructure projects 
implemented by ULBs as well as PPP projects in the sector.

 TNUDF has funded more than 250 projects till date.

 Karnataka Urban Infrastructure Development and Finance Corporation (KUIDFC)

 was incorporated as a public limited company in 1993.  was incorporated as a public limited company in 1993. 

 KUIDFC procures funds from Government of Karnataka, Government of India, World Bank, ADB and from financial markets and 
provides financial and technical assistance in the form of loans and grants to ULBs, development authorities and water supply
boards.

 Madhya Pradesh Urban Development Company Limited (MPUDC) – Assist ULBs in raising funding from development partners, future goal 
includes providing assistance in accessing capital markets. 

 Other State Level Intermediaries: 

- Orissa Urban Infrastructure Development Fund( OUIDF), 

- Andhra Pradesh Urban Finance and  Infrastructure Development Corporation Limited , 

- Rajasthan Urban Infrastructure Finance & Development Corporation Limited, 

- Bihar Urban Infrastructure Development Corporation Limited etc.



Leveraging Through Municipal Bonds

Debt instruments issued by 
a civic body to finance  

capital with fixed amount 
of principal with interest to 

be repaid over a time  

Bonds are mostly secured with 
well- defined timelines for 

meeting interest and principal  
repayment obligations

Promoted by Government of India and governed under the SEBI Issue
& Listing of Debt Securities by Municipalities, 2015

be repaid over a time  
period

Money raised generally used 
to fund city  development, 
including the Atal Mission  

for Rejuvenation and Urban 
Transformation  (AMRUT) 

and smart cities and other  
infrastructure projects

Just like other bonds, 
municipal bonds are  also 

given credit rating, 
showcasing their  

investment worthiness. 
ranging from AAA to D,  

with AAA being the highest 
and D, the  lowest.

These bonds are listed on the Stock Exchange
i.e. NSE or BSE and are tradeable



Municipal Bonds – Major Benefits

Financial  incentive by  
Government of  India

Government of  India has
come out with an incentive 
scheme wherein financial  

Timely  completion  
of projects

Benefit to public  at
large

The timely  completion of  

Generation  of     
incremental  

revenues

Improvement in 
financial  discipline

scheme wherein financial  
incentive is being  provided 
to the  ULBs amounting  to 
Rs 13 Crores for  every Rs

100  Crores of bond  issued 
and the  incentive to each 
ULB is limited to Rs 26 

Crore. 

This  incentive scheme  was first 
brought in  FY2018‐19. In FY 
2020‐21,the incentive will be  
given to first 7  ULBs coming 
out  with its bond  issuance

The immediate  availability
of

funds shall help  in timely  
completion of

projects forwhich  funds 
are being  raised which 

may  otherwise get  
delayed due to  delay in  

availability of  funds

The timely  completion of  
the projects

shall also  benefit the  
general public  at large 
who  will be themain

beneficiaries  from 
completion  of the 

projects  for which funds  
are being raised  by getting 

better  and improved  
facilities.

The timely  completion of  
projects mayalso help the  
Corporation to  generate  

incremental  revenues
either  directly or  

indirectly.

Theprocess  of issuance 
of  Municipal Bond 

increases the  financial  
discipline and  also 

improves  the      
professionalism  in 

delivering  services by the  
Municipal  Corporations.



Credit Rating – Assessing The Credit 
Quality

“+” or “-” sign is given  in 
bonds for AA and  below 
rated bonds to  reflect 
comparative  standing 
within the  category. 

Example:  AA+, AA,AA-

Investment Grade

Credit Rating Scale for Bonds
AAA : Highest Safety
AA: HighSafety
A: Adequate Safety
BBB: Moderate Safety
BB: Inadequate Safety
B: High Risk Example:  AA+, AA,AA-

Sub Investment Grade
B: High Risk
C: Substantial Risk
D: Default

VARIOUS INVESTOR CLASS

Provident/ Superannuation/ Gratuity/ Pension Funds

Mutual Funds

Banks, FIs and Insurance Companies etc.

Merchant Banker /Traderetc

Foreign Portfolio Investors



Various Investor Class & Investment Criteria

DOMESTIC INVESTORS

Provident/ Superannuation/  
Gratuity/ Pension Funds

Mutual Funds Banks, FIs and Insurance 
Companies etc.

International 
Investors 

increasingly 
looking at 

Retirement benefits trusts are

governed by Ministry of  Finance & Labor 
which clearly directs that 

Bonds shall be rated as AA by two rating 
agencies or 

Bonds shall be  guaranteed by 
State/Central  Government

looking at 
Climate 

impact of 
projects 

investments 
as an 

important 
criteria.

In case of other investors like Mutual funds, Insurance 
companies  & Banks, they have their internal investment 

guidelines
Normally such investors invest in standalone AA bonds or  
A/A+/AA- State/Central Government guaranteed Bonds



Recent Municipal Bond Issues – 2017 
Onwards

S.No. Issuer
Issue Opening

Date

IssueAmount

(Rs. in crore)

Tenure

(in years)

Put/ Call Option

(in years)

Coupon

Rate

Interest

Payment
Credit Rating

1. Pune MC 20/06/2017 200.00 10 years None 7.59% Semi-annual AA+

2. GHMC 16/02/2018 200.00 10 years None 8.90% Semi-annual AA

3. Indore MC 28/06/2018 139.90 10 years 7 years 9.25% Semi-annual AA(SO)

4. GHMC 14/08/2018 195.00 10 years None 9.38% Semi-annual AA

5. APCRDA 16/08/2018 2000.00 10 years ( 5 STRPPs) None 10.32% Quarterly A+(SO)  &AA- (SO)

6. Bhopal MC 25/09/2018 175.00 10 years 7 years 9.55% Semi-annual AA(SO)

7. GVMC 21/12/2018 80.00 10 years None 10.00% Semi-annual AA(SO)

8. Ahmedabad MC 11/01/2019 200.00 5 years None 8.70% Semi-annual AA+(SO)

9. Surat MC 27/02/2019 200.00 5 years None 8.68% Semi-annual AA+(SO)

10. GHMC 20/08/2019 100.00 10 years None 10.23% Semi-annual AA

11. Lucknow MC 13/11/2020 200.00 10 years None 8.50% Semi-annual AA &  AA(CE)

12. Ghaziabad MC(2021) 08/04/2020 150.00 10 years None 8.1% Semi-annual AA &  AA(CE)

13. Vadodara MC (2022) 24/03/2022 100.00 5 years NA 7.15% NA AA+ & AA



Potential Issues In Bond Financing

Enabling Bond Financing

 Regulatory framework

 Perception issues

General 
Obligation 

Structured Debt 
Obligation

Revenue Pooled Finance 
Scheme Bond

Preparedness pointers

 Credit enhancement is no substitute to project development at ULB level

 If bonds issued,  but project is delayed, payment clock already started

 Proceeds kept in Treasury/ permissible assets: would earn less than Bond payment 
obligations

• Efficient project development& management at core 
• Bond finance could otherwise  end up being high cost option



Potential Issues In Bond Financing

Enabling Bond Financing: Municipality focus

 Double entry accrual accounting in place

 Computerised accounts

Audit and disclosures in place Audit and disclosures in place

 Property tax coverage and  current collection efficiencies ideally > 90%

 Ringfencing mechanisms in place supporting projects & repayment

 Ideally with clear cost recovery models from designated project portfolio

 Credit enhancement/escrow mechanisms: support the framework: should 
not be seen as constituting the framework



In Conclusion
 Raising municipal spending to levels necessary for maintaining urban services delivery

benchmarks – a challenge
 declining own revenues
 limits of a property tax dominated municipal tax system
 providing subsidies in service deliveries
 irregular transfers and grants from higher levels of government.

 Reforms in fiscal transfer mechanisms from higher levels of government in terms of increased quantum of
transfers and transparency/ timeliness to have positive impact on municipal finance.transfers and transparency/ timeliness to have positive impact on municipal finance.

 As fiscal transfers alone will not be sufficient to meet municipal service delivery requirements therefore
promotion of local revenue sources assumes importance.

 Municipal Corporation and other ULBs need to focus not only on improving own revenue sources but also tap
into new and alternative sources capturing value from land based developments.

 The urban planning process needs to take into account prospects for generating additional municipal revenues.
Development authorities in many states need to assume more responsibility for supporting urban infrastructure
development and operations and maintenance of assets.

 In conclusion, Municipal Corporations and other ULBs need to assume the primary responsibility
for economic activity if cities are to emerge as engines of economic growth.


