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India Ratings Revises Outlook on Carraro India’s Bank
Facilities to Positive; Affirms ‘IND A’

Jan 16, 2024 | Auto Components & Equipments

India Ratings and Research (Ind-Ra) has revised the Outlook on Carraro India Pvt Ltd’s (CIPL) debt instruments to
Positive from Stable while affirming the rating at ‘IND A, as follows:

Instrument Date of Coupon Maturity Size of Issue Rating/Outlook Rating Action
Type Issuance Rate Date (million)
Term loans - - FY28 INR964.43 (reduced IND A/Positive Affirmed; Outlook
from INR1,591.2) revised to Positive
from Stable
Term loans - - FY29 INR840 IND A/Positive Assigned
Fund-based - - - INR1,490 (reduced IND A/Positive Affirmed; Outlook
limits from INR1580) revised to Positive
from Stable
Non-fund- - - - INR490 IND A1 Affirmed
based limits
Non-fund- - - - INR9O IND A1 Assigned
based limits

ANALYTICAL APPROACH: Ind-Ra continues to take a standalone view of CIPL to arrive at the ratings.

The Positive Outlook reflects CIPL's improved revenue and operating profitability in FY23, with the EBITDA
margin breaching the positive rating trigger, leading to an improvement in the credit metrics, along with an improvement in
the ROCE.

Key Rating Drivers

Healthy Revenue Growth in FY23: CIPL's revenue grew 14% yoy to INR17,115 million in FY23, mainly on account of
healthy sales growth in both domestic and exports markets. The domestic sales grew by 14% yoy on the back of
incremental demand, especially from the customers operating in the agricultural and construction equipment segments.
CIPL's exports grew 17% yoy in FY23, largely on account of foreign currency appreciation and increased volumes. The
exports are mainly routed through the Carraro Group, and contributed 38% to the total revenue in FY23 (FY22:
37%). According to CIPL, Italy (37% of the total exports) is the topmost export destination in terms of revenue, followed by
Turkey (21%) and the US (17%).

During 1HFY24, the company’s revenue increased to INR9,664 million (1HFY23: INR8,096 million). Ind-Ra expects the
revenue to grow 5.5%-6% yoy in FY24, largely in line with the management’s expectations, primarily driven by the
continued recovery in the domestic markets. The growth rate has been assumed to be modest as the demand from its
export market remains uncertain amid the ongoing Russia-Ukraine war and slowdown in the US and European markets.
Ind-Ra expects the demand to moderate in 1THFY25, in line with the management view, and pick up from the second half
of the year, with the company entering into the manufacturing of 135 horse power transmissions and axles and increased
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traction from the construction and agricultural segment.

Improvement in EBITDA Margins: CIPL’'s EBITDA margins improved to 6.8% in FY23 (FY22: 4.7%), with the absolute
EBITDA rising to INR1,170 million (FY22: INR702 million) on account of the cost optimisation measures undertaken over
FY21-FY23, which was further supported by a fall in steel prices and shipment charges. Though CIPL’s operating
profitability for sales to its immediate overseas parent and group companies is low, the downside is protected due to the
presence of a unilateral advance pricing agreement that was signed between CIPL and the parent in March 2016 and was
extended in 2021 (application pending with the Central Board of Direct Taxes).

Ind-Ra expects CIPL’s EBITDA to increase to INR1,200 million-1,270 million in FY24, , with margins of around 7%, led by
better absorption of fixed costs and reduced supply chain disruptions. The absolute EBITDA will continue to increase over
the medium term on account of higher absorption of fixed costs, an improved sales mix in the domestic segment, and the
benefits of cost optimisation efforts undertaken by the company by way of replacement capex to upgrade the existing
machines. Furthermore, the company acquired intellectual property rights worth INR270 million from its parent in October
2023, which will lead to a significant reduction in future royalty payouts to the parent. Additionally, the company plans to
install solar panels in its factory premises in Pune on operational expenditure (opex) model with nil cash flow impact, which
will add to cost savings from FY25.

CIPL’s ability to continue to improve its domestic position, leading to a consistent increase in its operating profitability,
remains a key rating monitorable. CIPL’'s ROCE increased to 15% in FY23 (FY22: 8%). Ind-Ra expects the company’s
ROCE to range between 12%-15% in FY24, in line with the increased operating profits.

Improved Credit Profile: CIPL's net debt increased to INR928 million in FY23 (FY22: INR787 million; FY21: INR941million)
owing to capex requirements of INR629 million (INR585 million; INR361 million). Despite the increase in net debt, CIPL's
net leverage (net debt/operating EBITDA) improved to 0.8x in FY23 (FY22: 1.1x; FY21: 1.7x) and its gross interest
coverage improved to 6.1x (FY22: 4.5x; FY21: 3x) owing to the increase in operating profit during the year. Furthermore, in
1HFY24, CIPL’s interest coverage improved to 6.8x on account of improved EBITDA generation. The net leverage,
however, deteriorated slightly to 1x, as the increase in working capital borrowings led to the net debt rising to INR1,438
million.

Ind-Ra expects CIPL's credit profile to moderate slightly yoy over FY24 due to higher capex, but the metrics would remain
comfortable over the near-to-medium term, on account of the continued improvement in its operational performance and
limited capex plans. The company plans to incur capex of around INR1,050 million for FY24, partially for the intellectual
property rights acquired from the parent in October 2023 and the remaining towards capacity expansion and replacement
capex, which would be partly debt-funded. As on 31 December 2023, the company had incurred capex of INR870 million
and the remaining is likely to be undertaken in 4QFY24. Hence, the agency expects the net leverage to increase to 1x-
1.5x in FY24 and the gross interest coverage to decline to 5x-5.5x.

Liquidity Indicator - Adequate: The peak average utilisation of CIPL’s fund-based limits was low at 19% for the 12 months
ended December 2023. Despite unfavourable changes in working capital, CIPL’s cash from operations remained healthy
at INR594 million in FY23 (FY22: INR599 million; FY21: INR514 million) due to its improved EBITDA levels. However, the
free cash flow turned negative at INR85 million in FY23 (FY22: INR14 million) owing to the increased yoy capex (FY23:
INR629 million; FY22: INR585 million) and dividend pay-out (FY23: INR50 million; FY22: nil) during the year. The free
cash flow is likely to remain negative during FY24 owing to the increased capex plans, and might deteriorate further if
CIPL also plans a dividend pay-out.

In FY23, although the inventory days fell to 66 (FY22: 70) because the company did not procure material in bulk amid a
stable supply chain, the net working capital cycle stretched to 31 days in FY23 (FY22: 22 days; FY21: 34 days), mainly on
account of a decrease in the payable days to 98 (110; 139), as CIPL repaid its creditors mostly on time. However, the
receivable days largely remained stable during FY23 at 63 days (FY22: 61; FY21: 92). Ind-Ra expects the working capital
cycle to be 32-36 days in FY24.

CIPL had term loans of around INR1,277 million at FYE23, excluding an inter-group loan of EUR5 million from Carraro
Finance SA, which was availed in June 2022. The cash and equivalents amounted to around INR951 million at FYE23
(FYE22: INR989 million; FYE21: INR582 million), against scheduled debt repayments of INR417 million and INR460



million in FY24 and FY25, respectively. Ind-Ra expects CIPL's cash flow from operations and cash and equivalents
balance (FYE23: INR 951 million; FYE22: INR 989 million), undrawn term loans to be adequate to meet its
term repayments and capex requirements over FY24-FY25. CIPL’s debt service coverage ratio is likely to be around 1.5x
over the near-to-medium term.

Favourable Industry Scenario: The construction industry, which accounted for around 40% of CIPL's FY23 revenue
(FY22: 40%), is likely to see strong growth in FY24, backed by a significant upswing in the order inflows with tendering
activity gaining momentum, supported by the central government’s increased capital outlay (capex spending of INR10
trillion) towards the sector for FY24.

Furthermore, growth in the farm equipment industry, which accounted for around 55% of CIPL's FY23 revenue (about 55%
for both FY22 and FY21), is likely to be stable in FY24. The tractor industry recorded growth of 2.6% yoy during April-
November 2023 (source: Centre for Monitoring Indian Economy Pvt. Ltd.). The growth rate moderated somewhat as some
of the key agricultural states were affected by the inadequate monsoon during 2023.

Cyclical End-user Industries; Moderate Forex Risk: CIPL operates in cyclical end-user industries, given it largely
derives revenue from the construction and agriculture sectors, which are dependent on government policies and monsoon,
respectively. However, it benefits from a diversified customer base and exposure to global markets mainly through
triangulation agreement with the parent entity.

For FY23, the company had forex exposure mainly in the form of trade payables and receivables along with the
outstanding term loans of EUR5 million which was availed in June 2022. Though the exposure will be partially hedged
through the export sales, the company uses open position plain forwards to hedge its forex exposure. The company
monitors its continuous flow of imports and exports and maintains monthly projections to hedge the forex exposures in
timely manner.

Rating Sensitivities

Negative: Future developments that could, individually or collectively, lead to a negative rating action are as follows:

a reduction in the ROCE on a sustained basis
deterioration in the operating profitability and/or a higher up-streaming of cash flow to the parent, leading to the
net leverage exceeding 2.25x on a sustained basis

Positive: A significant improvement in CIPL’s operating profitability (both on absolute level as well as margins) along with
business profile improvement, leading to improvement in the credit metrics, ROCE and free cash flow could lead to a
positive rating action.

Company Profile

Pune-based CIPL is owned by Carraro Drivetech, a wholly-owned subsidiary of Carraro SpA. Its major products include
axles and transmission lines.

Carraro SpA is a leading manufacturer of axles, transmissions and drives for agricultural and construction equipment and
special tractors for own brand, as well as for third-party brands.

FINANCIAL SUMMARY

Particulars FY23 FY22
Revenue (INR million) 17,115 15,004
EBITDA (INR million) 1,170 702
EBITDA margin (%) 6.8 4.7




Interest coverage (x)

6.1

4.5

Net leverage (x)

0.8

1.1

Source: CIPL, Ind-Ra

Non-Cooperation with previous rating agency

Not applicable

Rating History

Instrument Type Rating Type Rated Limits Current Historical Rating/Outlook

(million) Ratings/Ou 22 17 3 August 18 June

tlook Septembe | October 2021 2020

r 2023 2022

Issuer rating Long-term - - WD IND IND IND
A/Stable A/Stable A/Stable

Term loan Long-term INR1,804.43 IND - IND IND IND
A/Positive A/Stable A/Stable A/Stable

Fund-based working Long-term INR1,490 IND - IND IND IND
capital limit A/Positive A/Stable A/Stable A/Stable

Non-fund-based working Short-term INR580 IND A1 - IND A1 IND A1 IND A1
capital limit

Bank wise Facilities Details

Click here to see the details

Complexity Level of the Instruments

Instrument Type

Complexity Indicator

Term loan Low
Fund-based working capital limit Low
Non-fund-based working capital limit Low

For details on the complexity levels of the instruments, please visit https://www.indiaratings.co.in/complexity-indicators.
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About India Ratings and Research: India Ratings and Research (Ind-Ra) is committed to providing India's credit markets
accurate, timely and prospective credit opinions. Built on a foundation of independent thinking, rigorous analytics, and an
open and balanced approach towards credit research, Ind-Ra has grown rapidly during the past decade, gaining significant
market presence in India's fixed income market.

Ind-Ra currently maintains coverage of corporate issuers, financial institutions (including banks and insurance companies),
finance and leasing companies, managed funds, urban local bodies and project finance companies.

Headquartered in Mumbai, Ind-Ra has seven branch offices located in Ahmedabad, Bengaluru, Chennai, Delhi, Hyderabad,
Kolkata and Pune. Ind-Ra is recognised by the Securities and Exchange Board of India, the Reserve Bank of India and
National Housing Bank.

India Ratings is a 100% owned subsidiary of the Fitch Group.

For more information, visit www.indiaratings.co.in.

Solicitation Disclosures

Additional information is available at www.indiaratings.co.in. The ratings above were solicited by, or on behalf of, the issuer,
and therefore, India Ratings has been compensated for the provision of the ratings.

Ratings are not a recommendation or suggestion, directly or indirectly, to you or any other person, to buy, sell, make or hold
any investment, loan or security or to undertake any investment strategy with respect to any investment, loan or security or
any issuer.
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