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Details of facilities are in Annexure 1

Detailed Rationale

The rating upgrade of Patel Engineering Limited (PEL) considers robust revenue growth at
~70% in FY2022 compared with previous year on the back of better execution of orders in
hand. The rating upgrade also considers the significant improvement in profitability of the

company.
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Further rating continues to derive comfort from established track record of group and
experienced promoters & management team, proven project execution capability in big
contracts, robust order book position & growth in revenue and moderate capital structure.
However, these rating strengths remain constrained by working capital intensive operations
on account of substantial amount of receivables are stuck in arbitration, volatile input prices
and highly fragmented & competitive nature of the construction sector with significant price

war.

Key Rating Sensitivities:

Upward Factor:
e Growth in scale of operations with improvement in profitability on a sustained basis
¢ Improvement in debt protection parameters and liquidity position of the company

e Timely recovery of receivables which are stuck in arbitration.

Downward Factor:
e Sharp changes in leverage.
e Decline in profitability and elongation in operating cycle.

e Delay in order execution, which may adversely impact the financial risk profile

Detailed Description of Key Rating Drivers
Key Rating Strengths

Experienced Promoters & Management Team

The founder promoter group has been associated with the company since inception with the
present day-to-day affairs of the group being looked after by the third generation promoter,
Mr. Rupen Patel. He is well supported by a management team comprising quite a few highly
qualified & experienced professionals. Having a track record of around seven decades, the
company has executed various types of civil, structural and road construction projects, in the
fields of transportation, irrigation, thermal power, barrages, bridges, infrastructure
development, water supply and sewerage systems in India as well as overseas.

Proven project execution capability in big contracts
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Over the years, the company has successfully completed many projects across the country
for various government bodies and private contractors catering to Hydro-power projects,
Irrigation and water supply projects, Urban infrastructure and sewage projects and
transportation projects. The repeat orders received from its clientele validate its construction
capabilities and the reputation that is built through the years.

Robust order book position & growth in revenue

There has been a significant improvement in the performance of the Company in terms of
growth in revenue. The Company posted revenue growth of ~70% to Rs.3,027.79 crore in
FY22 from Rs.1,719.12 crore in FY21. Improvement in revenue is backed by increased orders
coupled with execution. PEL’s order book stood at around Rs.17,842 crore as on June 2022
(~5.90 times of the revenues in FY2022), which provides adequate revenue visibility in the
near to medium term.

Moderate capital structure

The company has a moderate capital structure marked by adjusted overall gearing ratio of
1.01x as on March 31, 2022. The total debt to EBITDA improved substantially from 11.36x as
on 31st March 2021 to 4.35x as on 31st March, 2022. The interest coverage ratio improved to
1.44x in FY22 as against 0.46x in FY21. However, TOL/ATNW remained high at 2.89x as on
March 31, 2022 due to the working capital intensive nature of the business.

Key Rating Weaknesses

Working capital intensive operations

The construction business is inherently working capital intensive in nature. For this purpose,
the company is mainly relying on bank borrowings and long credit period provided by its input
suppliers based on its long and established presence. The collection period, for FY22 was 93
days as compared to that of 137 days in FY21. However, the major amount of receivables are
stuck in arbitration or under claims pending with the client.

The average inventory days stood at 408 days in FY22 as compared to 668 days in FY21.
This is mainly because of government based projects having long inventory days and
presence of projects under arbitration. This resulted in an operating cycle of 364 days in FY22
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as compared to that of 546 days in FY21. The average working capital utilisation in the last 12
months ended June 2022, also stood moderate at about ~89%.

Volatile input prices

Major raw materials used in construction activities are steel and cement which are usually
sourced from large players at proximate distances. Historically, the cost of these raw materials
and steel products have been volatile in nature and hence, profitability margins of the company
are susceptible to fluctuation in raw material prices and/or finished products. However, the
company has been able to shake off the effect of volatility to a certain extent with the help of
inherent cost escalation clause added into the contracts.

Highly fragmented & competitive nature of the construction sector with
significant price war

The domestic infrastructure/construction sector is highly fragmented with presence of many
players with varied stature & capabilities. Boom in the infrastructure sector, a few years back,
resulted in increase in the number of players. While the competition is perceived to be healthy,
significant price cut by few players during the bidding process is a matter of serious concern
as the same can dent the margins. However PEL is one of the established player in
construction sector and has requisite pre-qualifications for bidding tenders.

Analytical Approach: Standalone Approach

Applicable Criteria:
Rating Methodology for Infrastructure Companies

Financial Ratios & Interpretation (Non-Financial Sector)

Criteria on assigning rating Outlook

Liguidity - Adequate

PEL's liquidity is adequate marked by moderate cash accruals to its repayment obligations
albeit constrained by working capital intensive nature and modest current ratio. PEL generated
cash accruals of Rs.172.72 Crore as against repayment obligation of Rs.35.70 Crore during
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as on March 31, 2022. The cash accruals of the PEL are estimated to remain around Rs. 200-
365 Cr during 2023-25 while their repayment obligations are estimated to be around Rs.50-
190 Crore during the same period. Its working capital credit limits were utilised at about ~89
per cent during the last 12 months period ended June, 2022. The current ratio is stood modest
at 1.30 times as on March 31, 2022.

About the Company

Incorporated in 1949, Patel Engineering Ltd (PEL) is one of the oldest players in the civil
engineering and construction segment. The company executes civil construction for both
Government entities as well as private players. Over the years, it has executed various types
of road and highway construction projects along with civil works like dams, tunnels, irrigation
projects, refineries, hydroelectric projects, water treatment projects, and so on. As on date,
the company has completed construction of around 84 dams, 40 hydroelectric projects and
33 tunnelling projects with around 230 kilometres of tunnelling undertaken. The company's
real estate segment also forms an integral part of its operations wherein it holds several land
parcels.

Financials (Standalone)

INR in Crore

For the year ended* As on 31-03-2021 31-03-2022

Audited Audited
Total Operating Income 1,719.12 3,027.79
EBITDA 168.84 458.00
PAT -138.40 52.51
Total Debt 1,918.74 1,990.71
Adjusted Tangible Networth 1,724.31 1,850.62
EBITDA Margin (%) 9.82 15.13
PAT Margin (%) -7.43 1.66
Overall Gearing Ratio (x) 1.07 1.01

* Classification as per Infomerics' standards
Details of Non-Co-operation with any other CRA: Nil

Any other information: N.A.
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Rating History for last three years:
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Name and Contact Details of the Rating Analysts:-
Name: Mr. Hardik Gala Name: Mr. Prakash Kabra
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Tel: (022) 62396023 Tel: (022) 62396023
Email: hardik.gala@infomerics.com Email: prakash.kabra@infomerics.com

About Infomerics:

Infomerics was founded in the year 1986 by a team of highly experienced and knowledgeable
finance professionals. Subsequently, after obtaining Securities Exchange Board of India
registration and RBI accreditation and the activities of the company are extended to External
Credit Assessment Institution (ECAI). Adhering to best International Practices and maintaining
high degree of ethics, the team of knowledgeable analytical professionals deliver credible
evaluation of rating.

Infomerics evaluates wide range of debt instruments which helps corporates open horizons to
raise capital and provides investors enlightened investment opportunities. The transparent,
robust and credible rating has gained the confidence of Investors and Banks. Infomerics has
a pan India presence with Head Office in Delhi, branches in major cities and representatives

in several locations. For more information visit www.infomerics.com

Disclaimer: Infomerics ratings are based on information provided by the issuer on an ‘as is where is’ basis.
Infomerics credit ratings are an opinion on the credit risk of the issue / issuer and not a recommendation to buy,
hold or sell securities. Infomerics reserves the right to change, suspend or withdraw the credit ratings at any point
in time. Infomerics ratings are opinions on financial statements based on information provided by the management
and information obtained from sources believed by it to be accurate and reliable. The credit quality ratings are not
recommendations to sanction, renew, disburse or recall the concerned bank facilities or to buy, sell or hold any
security. We, however, do not guarantee the accuracy, adequacy or completeness of any information, which we
accepted and presumed to be free from misstatement, whether due to error or fraud. We are not responsible for
any errors or omissions or for the results obtained from the use of such information. Most entities whose bank
facilities/instruments are rated by us have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. In case of partnership/proprietary concerns/Association of Persons (AOPs), the rating
assigned by Infomerics is based on the capital deployed by the partners/proprietor/ AOPs and the financial strength
of the firm at present. The rating may undergo change in case of withdrawal of capital or the unsecured loans
brought in by the partners/proprietor/ AOPs in addition to the financial performance and other relevant factors.

Annexure 1: Details of Facilities

Name of Facility Date of Coupon Maturity Size of Rating
Issuance | Rate/ IRR Date Facility Assigned/
(Rs. Crore) | Outlook
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Cash Credit - - - 1,256.80 IVR BBB/ Stable
March

FITL - - 2024 125.50 IVR BBB/ Stable
OoCD

- - - 416.79 IVR BBB/ Stable
WCTL

- - - 27.27 IVR BBB/ Stable
Proposed

- - - 147.00 IVR BBB/ Stable
LC/BGs

- - - 4.478.15 IVR A3+

Annexure 2: List of companies considered for consolidated analysis: Not Applicable

Annexure 3: Facility wise lender details:

https://www.infomerics.com/admin/prfiles/Len-Patel-Engineering-sep22.pdf

Annexure 4: Detailed explanation of covenants of the rated instrument/facilities: Not

Applicable

Note on complexity levels of the rated instrument: Infomerics has classified instruments

rated by it on the basis of complexity and a note thereon is available at www.infomerics.com.
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