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Bharat Heavy Electricals Limited
June 20, 2022

Facilities/Instruments Amount (X crore) Rating Action
Long-term bank facilities 6,000.00 (Double iﬁiif?bﬁ:ﬁgﬁ Stable) Reaffirmed
Long-term / Short-term CARE AA; Stable / CARE ALt

g-term 54,000.00 (Double A Minus; Outlook: Stable/ Reaffirmed
bank facilities A One Plus)

I 60,000.00

Total bank facilitles (X Sixty thousand crore only)
Commercial paper 5,000.00 (X%Fiwlzeﬁllljs) Reaffirmed
Commercial paper CARE A1+ )
(Carved out)* 3,000.00 (A One Plus) Reaffirmed
Total short-term 8,000.00
instruments (X Eight thousand crore only)

Details of instruments/facilities in Annexure-1.
* Carved out of the sanctioned working capital limits of the company.

Detailed rationale and key rating drivers

The reaffirmation of the ratings of Bharat Heavy Electricals Limited (BHEL) factors in its established position in the power
equipment market — especially its deep penetration among the government sector entities. The ratings factor in the strong
manufacturing and engineering base with availability of experienced resources for execution of orders on a very large scale.
The ratings continue to account for the medium-term revenue visibility on the back of a healthy order book position backed
by recovery in order intake during FY22 (refers to the period April 1 to March 31) and possible improvement in the executable
order in FY23. The ratings also derive comfort from the improvement in reported profitability owing primarily to provision
reversals and a comfortable capital structure with strong liquidity position. The ratings also take note of BHEL's status as a
Maharatna, the majority ownership of the company by the Government of India (Gol), and the resulting financial flexibility.
The rating strengths, however, continue to be tempered from the company’s improved yet elongated working capital cycle
due to an increasing trend in the contract assets given the adverse payment terms in its orders. Besides, the ratings continue
to factor in improved yet lower-than-historical levels of order execution and a higher concentration of orders in the thermal
power segment that is beset with abiding systemic challenges like overcapacity, declining competitiveness and weak financial
profile of state power utilities.

Rating sensitivities

Positive factors — Factors that could lead to positive rating action/upgrade:

e Reduction in the average collection period (including contract assets) to 300 days on a sustained basis.
e Higher-than-projected execution and significant improvement in profitability.

Negative factors — Factors that could lead to negative rating action/downgrade:
e Continued sluggish execution of orders with further deterioration in collections.

e  Further deterioration in gross margin and overhead expenses.

e  Further deterioration of net cash over debt position.

e  Material reduction in Gol shareholding in BHEL to below 50%.

Detailed description of the key rating drivers

Key rating strengths

Established position in power and industrial equipment segments: BHEL has established its position in building
India’s capability in heavy electrical equipment manufacturing for over almost five decades. BHEL's involvement in power
generation, transmission, floating solar engineering, procurement and construction (EPC) and in railway traction has been
significant over the years. It also continues to have a sizable share in the supply of equipment across the country for thermal
projects under implementation.

Strong manufacturing and engineering base with adequate availability of resources for executing large
orders: Considering its significant business integration and a wide range of products, especially in power equipment, BHEL
has a capacity to deliver up to 20 GW in a year. The company has the infrastructure and resources to operate in more than
150 project sites in India and abroad. It has presence across India through its 16 manufacturing units, two repair centres
and eight service centres. BHEL's strength in project execution is also driven by its large competent and experienced

! Complete definition of the ratings assigned are available at www.careedge.in and other CARE Ratings Ltd.’s publications
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workforce. BHEL has been spending sizable amount for research and development (R&D) — a critical area for better product
design thus increasing acceptance, cost reduction and efficiency in the competitive electrical equipment EPC landscape.

Healthy order book position providing medium-term revenue visibility: The total order inflow in FY22 has been
higher than FY20 and FY21 levels, driven by recovery in the power sector order inflow (which stood at four-year high). The
aggregate order book has remained stable at 102,542 crore (PY: 102,090 crore). Although executable order book as
percentage of total has declined to 77% during FY22 (PY: 80%), the management is hopeful of improvement during FY23
on account of restart of construction works in few stalled thermal projects. The FY22 executable order book is 3.92x the
FY22 revenue from order execution (PY: 5.04x), which provides medium-term revenue visibility to the company. The average
execution period of the order book ranges from three to five years. The order book though concentrated in terms of sector,
is diversified in terms of clients and geography.

Comfortable financial risk profile of the company: BHEL has a large net worth, which provides financial flexibility.
The company’s capital structure remained comfortable characterised by a low overall gearing (adjusted for mobilisation
advances and group co advances), which continues to remain stable.

Majority ownership by Gol and benefits accruing from the Maharatna status: BHEL is one of the largest
engineering and manufacturing companies in India serving core sectors of its economy, with majority stake held by Gol. As
on March 31, 2022, Gol's stake in the company continued to stand at 63.17%. The company enjoys the status of Maharatna
that permits greater autonomy to Central Public Sector Enterprises (CPSES) in their investment and capital expenditure
decisions.

Gol has fair representation in the board of directors through two nominated members (who hold executive positions in
relevant administrative ministries). The independent directors are also selected by the administrative ministries.

Key rating weaknesses
Continued pre-provision operating loss despite improved scale of operation and overhead rationalisation:

The profit before interest, lease rentals, depreciation and taxation (PBILDT) margin, prior to the effect of provisions, though
improved from FY21 level, continued to be negative during FY22 on account of partial pass through of volatile commodity
prices. BHEL's order execution in FY22, although improved from FY21, continues to be lower-than-historical level. Despite
the controlled employee cost and other expenses, sustained improvement in operating profitability is yet to be seen.

Despite improvement, working capital continues to be intensive: The company’s gross current assets and net
operating cycle, though improved in FY22 from FY21, continue to be high. This is attributable to significant receivables,
contract assets and inventory required to be maintained for working at various projects simultaneously. The percentage of
non-current receivables and contract assets of total have been increasing over the years, indicating longer time for
realisation. However, the same is offset to an extent by improved collection of current trade receivables during the year.
However, more than 65% of the receivables and contract assets are due from large central/state public sector undertakings
(PSUs), which provides comfort. Moreover, the inventory level has also reduced during the year.

Continued concentration of orders from the thermal power sector: Order inflows continue to remain concentrated
in the power sector in FY22 with 80% of the executable order book accounting from this sector. Significant diversification
may not be seen in the medium term, as the management is expecting a sizable order inflow in the power sector during
FY23. New growth opportunities in the industry (especially transportation and defence sector) are being explored by utilising
its expertise and manufacturing capacity. Going forward, the ability of the company to diversify and add on to its non-power
order book (given the subdued thermal power scenario) along with expansion in the margin shall be important from the
credit perspective.

Competition in power sector and new business segments: The power plant equipment market has witnessed intense
competition from foreign and domestic players on account of significant unutilised manufacturing capacity among all the
players and subdued addition to thermal power capacity in India over the past few years and planned going forward. In
power equipment and emission control equipment space, BHEL has a larger market share in comparison to its peers. Until
the company establishes itself in railway, defence and energy storage segments, its prospects are likely to continue to hinge
upon the conventional power sector.

Liquidity: Strong

BHEL has a healthy liquidity position as exhibited by robust cash and bank balance of 7,154 crore as on March 31, 2022.
The company'’s liquidity position derives comfort from its working capital limits and commercial paper (CP), which together
had an average utilisation of less than 50% over the trailing 12 months ended-April 2022. The cash flow from operation
continued to be positive in FY22. The current ratio of the company continued to be healthy, and it does not have any long-
term debt and hence no repayment obligations.

Analytical approach: Standalone. BHEL neither has any substantial business operation through its subsidiary/joint venture
(3V) nor has significant investment commitment in the future. Given the majority shareholding by Gol in BHEL, the rating
factors in the linkages with a strong parent, ie, Gol.
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Applicable criteria

CARE'’s policy on default recognition
Criteria on assigning outlook and credit watch to credit ratings

Criteria for short-term instruments

Financial ratios — Non-financial sector

Liquidity analysis of non-financial sector entities

Factoring linkages government support
Rating methodology - Manufacturing companies

Rating methodology - Construction

About the company
BHEL is an integrated power plant equipment manufacturer and one of the largest engineering and manufacturing
companies in India. The company is engaged in the design, engineering, manufacture, construction, testing, commissioning
and servicing of a wide range of products and services for the core sectors of the economy. BHEL has played an important
role in India’s hea

electrical equipment industry since its incorporation in 1964.
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Brief Financials (X crore) \ March 31, 2021 (A) March 31, 2022 (Abr.
Total operating income 16,998.96 21,211.09
PBILDT -3,413.14 737.92

PAT -2,717.14 410.24

Overall gearing (times) 0.44 0.43

Interest coverage (times) -7.33 2.08

A: Audited; Abr.: Abridged

Status of non-cooperation with previous CRA: Not Applicable
Any other information: Not Applicable
Rating history for last three years: Please refer Annexure-2
Covenants of the rated instruments/facilities: Detailed explanation of covenants of the rated instruments/facilities is

given in Annexure-3

Complexity level of various instruments rated for this company: Annexure-4

Annexure-1: Details of instruments/facilities

Name of the
Instrument

Date of
Issuance

Coupon

Rate

Maturity
Date

Issue

Size of the Rating Assigned
along with

(X crore)

Rating Outlook

Fund-based - LT-Cash - - 6000.00 | CARE AA-; Stable

Credit

Non-fund-based - LT/ ST- CARE AA-; Stable

BG/LC - - >4000.00 / CARE A1+

Commercial paper- 2 Davs to

Commercial paper INE257A14805 - - Y 5000.00 CARE AL+
364 Days

(Standalone)

Commercial paper-

Commercial paper (Carved NA - - ;62%5 to 3000.00 CARE A1+

out) ays

Annexure-2: Ratin

history for the last three years

Current Ratings

Rating History

Date(s) Date(s) Date(s) Date(s)
Name of the P p— and and and and
Instrum_e_n_t/ Bank Type Outstanding Rating Ratl_ng(s) Ratl_ng(s) Ratl_ng(s) Ratl_ng(s)
Facilities (% crore) assigned assigned assigned assigned
in 2022- in 2021- in 2020- in 2019-
2023 2022 2021 2020
CARE 1)CARE 1)CARE B&RE
1 Fund-based - LT- T 6000.00 AA-: ) AA-; Stable | AA; Stable Stablle
Cash credit ’ ! (24-Jun- (27-Jun-
Stable (03-Sep-
21) 20) 19)
Non-fund-based - CARE _ 1)CARE 1)CARE 1)CARE
2 LT/ ST-BG/LC LT/ST >4000.00 AA-; AA-; Stable | AA; Stable | AA+;
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https://www.careratings.com/pdf/resources/CARE's%20Policy%20on%20Default%20Recognition_Sep%202021.pdf
https://www.careratings.com/pdf/resources/Rating%20outlook%20and%20credit%20watch%20_May%202022%20Final.pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Short%20Term%20Instruments%20_February2021.pdf
https://www.careratings.com/pdf/resources/Financial%20ratios%20-%20Non%20Financial%20Sector-May%2022.pdf
https://www.careratings.com/pdf/resources/Liquidity%20Analysis%20of%20Non-Financial%20Sector%20entities_May2022%20Final.pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Rating%20Methodology%20-%20Government%20support_Oct%2020.pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Rating%20Methodology-Manufacturing%20Companies_December2020.pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Rating%20methodology-Construction_December2020.pdf
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Stable / / CARE / CARE Stable /
CARE Al+ Al+ CARE A1+
Al+ (24-Jun- (27-Jun- (03-Sep-
21) 20) 19)
1)CARE
Al+
Commercial paper- 1)CARE 1)CARE (03-Sep-
. CARE Al+ Al+ 19)
3 | Commercial paper ST 5000.00 Al+ - (24-Jun- (27-Jun-
(Standalone) u un
21) 20) 2)CARE
Al+
(10-Jul-19)
Commercial paper- CARE i‘)ﬁARE
4 | Commercial paper ST 3000.00 AL+ - - -
(24-Jun-
(Carved out) 21)

Annexure-3: Detailed explanation of the covenants of the rated instruments/facilities: NA

Annexure-4: Complexity level of various instruments rated for this compan

Name of Instrument Complexity Level
1 Commercial paper-Commercial paper (Carved out) Simple
2 Commercial paper-Commercial paper (Standalone) Simple
3 Non-fund-based - LT/ ST-BG/LC Simple
4 Fund-based - LT-Cash credit Simple

Annexure-5: Bank lender details for this company
| To view the lender wise details of bank facilities please click here |

Note on complexity levels of the rated instruments: CARE Ratings has classified instruments rated by it on the basis
of complexity. Investors/market intermediaries/regulators or others are welcome to write to care@careedge.in for any
clarifications.
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Contact us

Media contact

Name: Mradul Mishra

Phone: +91-22-6754 3596

E-mail: mradul.mishra@careedge.in

Analyst contact

Name: Agnimitra Kar

Phone: +91-11-4533 3285

E-mail: agnimitra.kar@careedge.in

Relationship contact

Name: Swati Agrawal

Phone: +91-11-4533 3200

E-mail: swati.agrawal@careedge.in

About us:

Established in 1993, CARE Ratings is one of the leading credit rating agencies in India. Registered under the Securities and
Exchange Board of India, it has been acknowledged as an External Credit Assessment Institution by the RBI. With an
equitable position in the Indian capital market, CARE Ratings provides a wide array of credit rating services that help
corporates raise capital and enable investors to make informed decisions. With an established track record of rating
companies over almost three decades, CARE Ratings follows a robust and transparent rating process that leverages its
domain and analytical expertise, backed by the methodologies congruent with the international best practices. CARE Ratings
has played a pivotal role in developing bank debt and capital market instruments, including commercial papers, corporate
bonds and debentures, and structured credit.

Disclaimer:

The ratings issued by CARE Ratings are opinions on the likelihood of timely payment of the obligations under the rated instrument and are not recommendations
to sanction, renew, disburse, or recall the concerned bank facilities or to buy, sell, or hold any security. These ratings do not convey suitability or price for the
investor. The agency does not constitute an audit on the rated entity. CARE Ratings has based its ratings/outlook based on information obtained from reliable
and credible sources. CARE Ratings does not, however, guarantee the accuracy, adequacy, or completeness of any information and is not responsible for any
errors or omissions and the results obtained from the use of such information. Most entities whose bank facilities/instruments are rated by CARE Ratings have
paid a credit rating fee, based on the amount and type of bank facilities/instruments. CARE Ratings or its subsidiaries/associates may also be involved with
other commercial transactions with the entity. In case of partnership/proprietary concerns, the rating/outlook assigned by CARE Ratings is, inter-alia, based
on the capital deployed by the partners/proprietors and the current financial strength of the firm. The ratings/outlook may change in case of withdrawal of
capital, or the unsecured loans brought in by the partners/proprietors in addition to the financial performance and other relevant factors. CARE Ratings is not
responsible for any errors and states that it has no financial liability whatsoever to the users of the ratings of CARE Ratings. The ratings of CARE Ratings do
not factor in any rating-related trigger clauses as per the terms of the facilities/instruments, which may involve acceleration of payments in case of rating
downgrades. However, if any such clauses are introduced and triggered, the ratings may see volatility and sharp downgrades.

For the detailed Rationale Report and subscription information, please visit www.careedge.in
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