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Facilities/Instruments Amount (X crore) Rating! ‘ Rating Action

Long-term bank facilities 225.00 CARE BB+; Stable Downgraded from CARE BBB; Stable

Details of instruments/facilities in Annexure-1.

Rationale and key rating drivers

Revision in the rating assigned to bank facilities of Kumar Electricals and Power Infra Private Limited (KEPIPL) factors in significant
deterioration in credit metrics due to change in treatment of unsecured loan, and lower profitability margins in FY24. In our last
review a sum of ¥81 crore of unsecured loan was considered as quasi equity as this was subordinated and expected to remain till
the currency of the facilities as stated in the bank sanction letter. However, there has been withdrawal in FY24, resulting treatment
of this as debt. The company’s profit before interest, lease rentals, depreciation, and taxation (PBILDT) margins were impacted
due to higher raw material lead by delayed execution of orders, impacting the credit metrics significantly. Also, there has been
significant rise in interest expense due to interest being charged on unsecured loan and continued high limit utilisation.

The ratings also factor in stretch in Liquidity during H1FY25 on the back of delayed receipt of payment from its customers. Delayed
receipt of payments against raised bills had resulted in liquidity mismatch with increased reliance on working capital limits as
indicated by continued high utilisation of limits. Further, the company also faces execution challenges in view of in-adequate
working capital, on the back of pending limit allocation by lender. The company has more than Rs.1000 crore of unexecuted
orders, hence, timely execution of orders and timely receipt of payment from its key customers along with timely availability of
enhanced limits from lenders remains a key rating monitorable. The rating is further impacted by concentrated customer and
geographical position, with all projects being executed in Karnataka, business risk associated with tender-based orders, declining
margin despite improving scale of operations.

These Rating weaknesses are however, partially offset by satisfactory order book position and experienced promoters and
management with long track record of operations

Rating sensitivities: Factors likely to lead to rating actions
Positive factors

e Increasing scale of operations with total operating income (TOI) above X400 crore, net worth base of over X100 crore with
PBILDT margin of above 9% on a sustained basis.

e Improvement in the company’s liquidity profile marked by timely receipt of receivables, timely allocation of enhanced limits
and timely execution of orders, translating in reduction in limit utilisation on a sustained basis.

e Timely execution and growing order book ratio above 3x on a sustained basis.

Negative factors

o Delayed execution of order book resulting TOI below X200 crore and/or declining PBILDT margins below 5% on a sustained
basis.
o Delay in execution of orders and delay in realisation of receivables resulting in further deterioration in liquidity.

Analytical approach: Standalone
Outlook: Stable

Stable outlook reflects that the company will continue to maintain its satisfactory track record of execution and order book position
aided by long track record of promoters in the industry.

IComplete definition of ratings assigned are available at www.careedge.in and other CARE Ratings Limited’s publications.
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Detailed description of key rating drivers:

Key weaknesses

Significant deterioration in credit metrics owing to change in treatment of unsecured loan and deterioration in
PBILDT margins in FY24
As per the business transfer agreement (BTA) dated November 03, 2022, entire business was transferred from Kumar Electricals

(KE; partnership firm) to Kumar Electricals and Power Infra Private Limited (KEIPL). KE had net worth of X104 crore of which ¥23
crore (share premium) were converted to KEIPL's equity share capital and the balance of ¥81.01 crore unsecured loans, with the
approval of lenders and the entire unsecured loans were subordinated to the bank and cannot be withdrawn per the sanction
terms. Hence, this was treated as quasi equity in our last review aligned with CARE Ratings Limited’s (CARE Ratings’) Policy.

However, there has been reduction in the unsecured loan from promoters/directors subordinated to the bank to ¥70.38 crore per
the audited balance sheet of FY24. Further, the company has infused X18.45 crore unsecured loans in May 24 per the CA certificate
shared, which however, stands reduced per the half yearly number shared by the company to 260.26 crore as on H1FY25. Also,
as we understand the infused USL is from directors, relatives and friends resulting in frequent changes. Accordingly, CARE Ratings
has treated the unsecured loan from promoters as debt in current review due to the company not-adhering to the sanction norms
set for sub-ordinated debt thus, impacting the credit metrics significantly. There has been dip in profitability margins due to
increase in raw material prices considering delayed execution of ongoing orders, resulting which the PBILDT margins declining to
7.52% in FY24 when compared to 9.99% in FY23. Until FY23, the utilisation of LC was low however, this has also increased in
FY24, thus further impacting the debt levels as on March 31, 2024.

Stretched liquidity on the back of delayed receivables, high dependency on working capital and inadequate limits
to execute existing orders
The company has witnessed stretched liquidity on account of delayed receivables resulting into high dependency on working

capital borrowings. The company usually receives the payment within 45 days from the day of invoice raised. However, as a result
of delayed payments from one of its key customers coupled with inadequate working capital limits had resulted in stretch in
liquidity which further resulted in LC devolvement and overutilisation of CC limits in July 2024, which however, was regularised in
two days. The company had raised the invoice in mid of May24 which was expected to receive by end of June24. Same got
delayed by another month because of approvals at customer end and was received on July 31, 2024.

Though there has been an improvement in receivables, the utilisation of limits remains high, also, the company has got additional
sanction of working capital from other lender in March 2024, which was made available for use from June 2024. However, due to
lack of creation of adequate security, the company was allowed to utilise partial limits. In the absence of security charge creation,
the company was asked to keep fixed deposit (FD) of ~X14 crore to be kept as lien for facility sanctioned by HDFC. FD lien money
will remain in the bank and will be released post the company meeting the minimum collateral requirement criteria. Accordingly,
the liquidity is expected to remain stretched in the near term given the facilities are yet to be released for the enhanced facility,
continued high utilisation of existing limits and bank guarantee (BG) given to the customers as retention money are on an
increasing trend which will take longer time to get it released and there are no near term BG release expected. The company’s
working capital requirement to remain elevated as the company has an unexecuted order book of over 1,000 crore and continued
high receivable and inventory levels. Hence, timely receipt of payments from customers and timely release of enhanced limits
remains critical for execution of orders. Although, the receivable has decreased slightly as on September 30, 2024, the inventory
and payable continue to remain high.

Margins continue to remain on declining trend despite growing scale
Post the business transfer agreement (BTA) dated November 03, 2022, where entire business was transferred from Kumar

Electricals (KE; partnership firm) to Kumar Electricals and Power Infra Private Limited (KEIPL), the company has grown from
%211.49 crore in FY23 to %346.80 crore in FY24 backed by adequate orderbook position. However, there has been dip in
profitability margins due to increase in raw material prices considering delayed execution of ongoing orders. PBILDT margins have
declined to 7.52% in FY24 when compared to 9.99% in FY23. Despite growing scale, PBILDT margins remain on the declining
trend, considering continued increase in raw material costs lead by delayed execution. Accordingly, the company reported gross
cash accruals (GCA) of ¥15.07 crore in FY24 against healthy GCA of over ¥26.02 crore projected for FY24.

Geographical and customer concentration risk
The company has been receiving orders only from Karnataka. The company’s ability to diversify its geographical presence needs

to be seen in the medium term. In addition, the company also faces customer concentration risk as of the total order book of
%1,003.23 crore, one single order is of ¥803.04 crore from KPTCL for the commissioning of power station.
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Business risk associated with tender-based orders
The company majorly undertakes government projects, which are awarded through the tender-based system. The company is

exposed to risk associated with the tender-based business, which is characterised by intense competition. Growth of business
depends on its ability to successfully bid for the tenders and emerge as the lowest bidder. Furthermore, changes in government
policy or government spending on projects are likely to affect the company’s revenue. Hence, timely receipt of bills raised with
the government works departments for work completed remains crucial.

Key strengths

Satisfactory order book position albeit no pipeline for new orders.
The company has been able to successfully bid for electrical contracts in Karnataka. It has been able to execute projects for state

government departments in Karnataka. The company continues to have healthy order book position of ~%1,003 crore as on
November 13, 2024, translating to orderbook/sales of 2.89x. Of these orders, one big order of the sum ~%803 is from KPTCL for
establishing 2*500MV, 400/200KVA Substation at Yalwar (Hadagali) in Vijayapura. Scope of work includes construction of sub-
stations, civil and erection work, renovation, and modernisation work related to sub-station in Karnataka. Though, the company
has satisfactory orderbook position in hand, the company does not have a pipeline for new orders considering slow order flow
from government bodies in Karnataka.

Experienced promoters and management with long track record of operations
R V Rohit, Chairman and Managing Director, KEPIPL, is an electrical engineer and has experience of over two decades in the

industry. He manages the day-to-day working of projects, market development, and tendering. Directors are well-supported by
a team of qualified professionals, having experience in this business. Although, business transfer from KE to KEPIPL was effective
from November 02, 2022, KE had a long operational track record in the electrical business since 1978. With its proven track
record, KE has established its presence in the market, which has resulted in continuous improvement in the company’s scale.

Liquidity: Stretched

KEPIPL's liquidity profile is stretched marked by delay in receivables from its customers which further caused liquidity mismatch
in the company resulting in devolvement of LC, which was however, regularised within two days. The bank limit utilisation
continues to remain high. The maximum utilisation of working capital limits of Canara Bank continued to remain high at 97% in
the last three months ended October 2024, with overdrawals in CC account in July 2024, which was however regularised within
two days. As on September 30, 2024, cash and cash equivalents including FD stood at 28.08 crore out of which 327.94 crore is
parked as lien marked FD against availed working capital limits in bank, keeping the free cash and cash equivalent at modest
level. The current ratio also moderated to 1.52x in FY24 (PY: 2.69X).

Applicable criteria
Definition of Default
Liguidity Analysis of Non-financial sector entities
Rating Outlook and Rating Watch
Financial Ratios — Non financial Sector
Construction

About the company and industry

Industry classification

Macroeconomic indicator \ Sector Industry Basic industry
Industrials Construction Construction Civil construction

KEPIPL was incorporated on October 8, 2021. KEPIPL entered a business transfer agreement (BTA) on November 3, 2022, with
Kumar Electricals (KE, their partnership firm, KE was established in 1978 as a proprietorship firm and was reconstituted to
partnership firm in 2004) to transfer business activity of Kumar Electricals (KE) to KEPIPL. KEPIPL is engaged in planning, designing
and executing electrical turnkey projects in Karnataka.
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Brief Financials (X crore) March 31, 2023 (A)

March 31, 2024 (A)

| September 30, 2024 (UA) |

Total operating income 211.49 346.80 136.77
PBILDT 21.12 26.08 NA
PAT 14.29 14.75 NA
Overall gearing (times) 0.21 3.12 NA
Interest coverage (times) 8.86 5.34 NA

A: Audited UA: Unaudited NA: Not available; Note: these are latest available financial results
Status of non-cooperation with previous CRA: Not applicable

Any other information: Not applicable

Rating history for last three years: Annexure-2
Detailed explanation of covenants of rated instrument / facility: Annexure-3
Complexity level of instruments rated: Annexure-4

Lender details: Annexure-5

Annexure-1: Details of instruments/facilities

Size of the Rating
Name of the Date of Coupon Maturity Assigned and
Issue .
Instrument Issuance Rate (%) Date Rating
(X crore)
| Outlook
Fund-based - ) ) ) 50.00 CARE BB+;
LT-Cash Credit Stable
Non-fund-
based - LT- - - } 175.00 CA;IZ:IZ+,
BG/LC
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Annexure-2: Rating history for last three years
Current Ratings Rating History

Date(s) Date(s) Date(s) Date(s)

Name of the and and and and

Instrument/Bank Amount
Facilities Outstanding | Rating
(X crore)

Rating(s) Rating(s) Rating(s) Rating(s)

assigned assigned assigned assighed

in 2024- in 2023- in 2022- in 2021-
2022

1)CARE
BBB;
Stable
(11-Mar-
CARE 24)
1 f;’_’;g;:g'based ] LT 17500 | BB+ |- - -
Stable 2)CARE
BBB;
Stable
(05-Apr-
23)
1)CARE
BBB;
Stable
(11-Mar-
CARE 24)
2 E””ﬁ'gasj_d -LT LT 50.00 BB+; - - -
ash Credit Stable 2)CARE
BBB;
Stable
(05-Apr-
23)

LT: Long term
Annexure-3: Detailed explanation of covenants of rated instruments/facilities: Not applicable

Annexure-4: Complexity level of instruments rated

Sr. No. \ Name of the Instrument Complexity Level \
1 Fund-based - LT-Cash Credit Simple
2 Non-fund-based - LT-BG/LC Simple

Annexure-5: Lender details
| To view lender-wise details of bank facilities please click here

Note on complexity levels of rated instruments: CARE Ratings has classified instruments rated by it based on complexity.
Investors/market intermediaries/regulators or others are welcome to write to care@careedge.in for clarifications.
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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 detailed Rationale Report and subscription information,
please visit www.careedge.in
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