Acuite”

RATINGS & RESEARCH

Press Release
M R G R Constructions
July 02, 2024
Rating Reaffirmed

Product Q(UR‘g”Jgrr? Long Term Rating Short Term Rating
Bank Loan Ratings 30.00 ACU”ERSZ%J rrifecgle | )

Bank Loan Ratings 70.00 i ARCeU(IJTfEﬁrArg;d
Total Outstanding

Quantum (Rs. Cr) 100.00 - )

Rating Rationale

Acuité has reaffirmed its long-term rating of ‘ACUITE BBB-' (read as ACUITE t riple B minus)
and the short-term rating of ‘ACUITE A3’ (read as ACUITE A three) on the Rs. 100.00 Cr.
bank facilities of M R G R Constructions. The outlook is ‘Stable'.

Rationale for rating reaffirmation

The rating assigned reflects the extensive experience of the management along with their
established track record of operations for nearly 12 years in this line of business. Further, the
rating considers moderation recorded in operating revenue in FY2023 due to some of its
imigation projects being put on hold by the government, however recovery is achieved in
FY2024(Prov) up to some extent on the back of road construction projects. The revenue
stood at Rs.153.07 Cr. in FY2024(Prov) against Rs.85.89 Cr. in FY2023 and Rs.202.89 Cr. in FY2022.
Further, the current order book position of the firm stood at Rs. 1043.22 crore as of June 2024
(6.82 fimes of its operating income in FY2024), which provides revenue visibility over the
medium term. Furthermore, the rating factors in the moderate financial risk profile of the
business as well as the firm's diversification of its business risk profile by entering road
construction from FY2024 onwards.

However, the above-mentioned strengths are partly offset by the working capital-intensive
nature of operations and highly competitive industry with a tender-based nature of
operations.

About the Company

MR G R Constructions (MRGR) is a registered partnership firm Incorporation in 2011, having its
registered office at Kadapa, Andhra Pradesh, and administrative office at Kukatpally,
Hyderabad. The firm is engaged in the EPC and involved in the Irrigation, Canal, Civil,
Electrical projects in the state Telangana and Andhra Pradesh. Mr. Mutyala Rama Govinda
Reddy is the founder of MRGR. The other partners of the company are Mr. Muthyala
Sreenivasula Reddy (Managing partner), Mr. Muthyala Chandra Mohan Reddy, Mrs.
Muthyala Sowjanya, and Mrs. Muthyala Jyoshna Reddy.
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Unsupported Rating
Not Applicable

Analytical Approach
Acuité has considered the standalone business and financial risk profle of M R G R
Constructions to arive at the ratfing.
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Key Rating Drivers
Strengths

Experienced Management and established track record of operations

M R G R Constructions has been in existence for more than a decade, with a speciality in the
business of undertaking civil, irigation, and canal works as a government confractor. Sri M.
Sreenivasula Reddy is a managing partner in the firm and has more than 10 years of
experience in the work of civil contracts. Mr. Chandra Mohan Reddy is a co-promoter and
partner in MRGR Constructions, responsible for logistics support and material management.
Along with this, the founder of the firm, Mr. Rama Govinda Reddy, acts as a partner and has
more than three decades of experience. The firm has been able to establish a long-standing
relationship with its suppliers and various government bodies. Acuité believes that the
promoter's extensive industry experience and established relationship with its principal
contractors and suppliers may aid the firm's business risk profile over the medium term.

Moderation in revenue albeit healthy orderbook

The company's revenue decreased to Rs. 85.89 crore in FY2023 from Rs. 202.89 crore in FY2022.
This decline was attributed to delays in irrigation projects, as the government was required to
maintain the continuous flow of water through canals, resulting in the canal widening project
being put on hold. The project is expected to be executed by FY26-27. However, the
company reported revenue of Rs. 153.07 crore in FY2024 (provisional). The increase in revenue
in FY24 is due to the execution of road construction contracts. The company diversified its
business risk profile by entering the road construction sector from FY2024 onwards. The
operating profit margin stood at 16.25% in FY24 (provisional), compared to 18.63% in FY23 and
14.37% in FY22. The profit after tax (PAT) margins stood at 6.35% in FY24 (provisional),
compared to 5.11% in FY23 and 6.19% in FY22. As of June 2024, the company's order book
position stood at Rs. 1043.22 crore, which is 6.82 times its operating income in FY2024. Acuite'
believes that the company's revenue is likely to continue increasing, supported by a healthy
order book position.

Moderate Financial Risk Profile

The financial risk profile of the firm is moderate marked by moderate net worth, moderate
gearing and comfortable debt protection metrics. The tangible net worth of the firm stood at
Rs. 61.67 crore as on March 31,2024(Prov.) against Rs. 53.58 crore as on March 31, 2023 and Rs.
52.68 crore on March 31, 2022. There were some withdrawals from the capital in FY2023 and
FY2024. The total debt of the firm stood af Rs. 65.18 crore as on March 31, 2024(Prov.) as
against Rs. 43.27 crore as on March 31, 2023 and Rs. 49.16 crore on March 31, 2022. The debt
profile of the firm comprises of Rs. 26.26 crore of long-term loans and Rs. 38.92 crore of short
term loans (bank overdraft) as on March 31, 2024. The capital structure of the entity remains
comfortable with the gearing of 1.06 times in FY24(Prov.) as against 0.81 times in FY23 (and
0.93 times in FY22). The TOL/TNW improved to 1.70 times in FY24(Prov.)as against 2.28 in FY23
and 2.63 times in FY22. The debt protection metric, of debt service coverage ratio, stood
comfortable at 1.57 fimes in FY24(Prov.) as against 0.79 times in FY23 and 4.28 times in FY22
and interest service coverage ratio stood at 5.13 times in FY24(Prov.) as compared to 2.76
times in FY23 and 5.54 times in FY22.

Going ahead, financial risk profile of the firm is expected to remain moderate, however any
significant withdrawal of capital by partners may impact the capital structure of the firm.

Weaknesses

Intensive nature of working capital operation
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The working capital operations are intensive in nature marked by GCA of 225 days in
FY24(Prov.) as against 561 days and 255 days during FY23 and FY22 respectively. The inventory
days increased to 47 days in FY24(Prov.) as compared to 7 days in FY23 and 3 days in FY22.
Further, the debtor days stood at around 59 days in FY24(Prov.) against 321 days in FY23 and
146 days in FY22 However, the reliance on working capital limits stood moderate at ~66% over
the past 6 months ending May 2024. Going ahead, working capital operations are expected
to remain in similar range considering the nature of business.

Tender based nature of operations and Competitive and fragmented industry

Revenue and profitability in this line of business depend entirely on the ability o win tenders.
Entities in this segment face intense competition, which requires them to bid aggressively to
procure contracts. As aresult, operating margins are restricted to moderate levels.
Additionally, given the cyclicality inherent in the construction industry, maintaining profitability
through operational efficiency becomes critical. Acuité believes that the firm's business and
financial profiles may be adversely impacted due to the presence of stiff competition and the
inherent risk associated with tender-based operations.

Rating Sensitivities

o Improvement inrevenue and profitability.
« Significant elongation in working capital cycle leading to stretch in liquidity.

Liquidity Position
Adequate

The liquidity position of the firm remains adequate. The firm generated net cash accruals of Rs.
17.28 crore in FY 24(Prov) against a repayment obligation of Rs.9.00 Cr. The company had a
cash balance of Rs. 0.39 crore as on March 31, 2024(Prov.). The current ratio stood at
1.08 times in FY24(Prov.) as against 1.09 times in FY23 and 1.10 times in FY22. Besides, the
company has a buffer in the working capital limits supporting the liquidity position with
average utilization of 66% during the 06 months ending May 24.

Outlook: Stable

Acuité believes that M R G R Constructions will continue to remain ‘stable’ over the medium
term due to the firm's long-standing experience in the construction industry and healthy order
book position. The outlook may be revised to ‘Positive’ if there is substantial and sustained
improvement in the company's operating income or profitability while maintaining its working
capital cycle. Conversely, the outlook may be revised to ‘Negative’ in the event of lower-
than-expected growth in revenue and profitability and/or weakening of capital structure and
debt protection metrics.

Other Factors affecting Rating
None
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Key Financials

Particulars Unit FY 24 (Provisional) | FY 23 (Actual)
Operating Income Rs. Cr. 153.07 85.59
PAT Rs. Cr. 9.73 4.38
PAT Margin (%) 6.35 5.11
Total Debt/Tangible Net Worth Times 1.06 0.81
PBDIT/Interest Times 5.13 2.76

Status of non-cooperation with previous CRA (if applicable)

Not Applicable

Any other information
None

Applicable Criteria

* Default Recognition :- https://www.acuite.in/view-rating-criteria-52.htm
* Infrastructure Sector: https://www.acuite.in/view-rating-criteria-51.htm
* Application Of Financial Ratios And Adjustments: https://www.acuite.in/view-rating-criterio-

53.htm

Note on complexity levels of the rated instrument

In order o inform the investors about complexity of instruments, Acuité has categorized such
instruments in three levels: Simple, Complex and Highly Complex. Acuite’ s categorisation of
the instruments across the three categories is based on factors like variability of the returns to
the investors, uncertainty in cash flow patterns, number of counterparties and general
understanding of the instrument by the market. It has to be understood that complexity is
different from credit risk and even an instrument categorized as 'Simple’ can carry high levels
of risk. For more details, please refer Rating Criteria “"Complexity Level Of Financial

Instruments” on www.acuite.in
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Rating History

Name of Amount (Rs.

Date Instruments/Facilities Term Cr) Rating/Outlook
Secured Overdraft %grnn% 10.00 ACUl(TIESBSiBgB;] e| C?;roble
Secured Overdraft %gpr% 5.00 ACU'{E\SE?QBH e| dS)TobIe
Secured Overdraft %Ce)rnn% 20.00 ACU'{ESBS?QBH e|dS)TobIe
Oégé%r Proposed Secured Overdraft %grnr% 5.00 ACU'{E\SBSIBQB;] e| CSI)TobIe
Proposed Bank Guarantee ??ﬂ? 5.00 ACUITE A3 (Assigned)
Bank Guarantee (BLR) | Taon 2500 | ACUITE A3 (Assigned)
Bank Guarantee (BLR) | Taon 3000 | ACUITE A3 (Assigned)
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Annexure - Details of instruments rated

Lender’s Date Of [Coupon |Maturity [Complexity |Quantum .
Name ISIN_| Facilifies Issuance| Rate | Date Level |(Rs.Cr.) Rafing
Noft
Bank Not avl.| Not avl. ACUITE A3
STg}elr?girék GI\\l/ é’r/ Guarantee Hgl gw'l/ /Not | /Not Simple 25.00
appl (BLR) PPl appl. | appl. Reaffirmed
Not
Bank Not avl.| Not avl. ACUITE A3
Kgénr?k’rc.‘ﬂ% OI\\Ilclﬁ’r/ Guarantee Hgl gw'l/ /Not | /Not Simple 35.00
appl (BLR) PPl appl. | appl. Reaffirmed
Not
Proposed Not avl.| Not avl. ACUITE A3
rooior /| Bank (NS /Not | /Not | Simple | 10.00
PP appl. Guarantee PPl appl. | appl. Reaffrmed
Not NloJr/ Proposed |4 |/No’r avl.| Not avl. QE:BU”E
Ny M/ secured [TVl /Not | /Not | Simple 5.00 - |
Applicable| Not Overdraft Not appl. aool a0l Stable |
appl. PPl PP Reaffrmed
Not ACUITE
State Bank| avl. /| Secured |Not avl./ N?Lg;/l' N;)’,r\l(g;/l. Simole 500 BBB- |
of India | Not | Overdraft [Not appl. aool a0l P : Stable |
appl. PPl PPl Reaffirmed
Not ACUITE
Kamataka| avl. /| Secured [Not avl. / N?LC;\T/" N?L(;;/l' Simole 20.00 BBB- |
Bank Ltd| Not | Overdraft [Not appl. aool a0l P : Stable |
appl. PPl PP Reaffrmed
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About Acuité Ratings & Research

Acuité is a full-service Credit Rating Agency registered with the Securities & Exchange Board
of India (SEBI). The company received RBI Accreditation as an External Credit Assessment
Institution (ECAI) for Bank Loan Ratfings under BASEL-Il norms in the year 2012. Acuité has
assigned ratings to various securities, debt instruments and bank facilities of entities spread
across the country and across a wide cross section of industries. It has its Registered and
Head Office in Kanjurmarg, Mumbai.

Disclaimer: An Acuité rating does not constitute an audit of the rated entity and should not
be treated as a recommendation or opinion that is intended to substitute for a financial
adviser's or investor's independent assessment of whether to buy, sell or hold any security.
Ratings assigned by Acuité are based on the data and information provided by the issuer
and obtained from other reliable sources. Although reasonable care has been taken to
ensure that the data and information is frue, Acuité, in particular, makes no representation or
warranty, expressed or implied with respect to the adequacy, accuracy or completeness of
the information relied upon. Acuité is not responsible for any errors or omissions and especially
states that it has no financial liability whatsoever for any direct, indirect or consequential loss
of any kind, arising from the use of ifs ratings. Ratings assigned by Acuité are subject to a
process of surveillance which may lead to a revision in ratings as and when the circumstances
so warrant. Please visit our website (www.acuite.in) for the latest information on any
insfrument rated by Acuité. Please visit hitps://www.acuite.in/fags.htm to refer FAQs on
Credit Rafing.
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