
 

 

                                                                                
 

ICRA Rating Feature 

Rating Methodology for Passenger Vehicle Manufacturers 
 
This rating methodology explains ICRA’s approach to assessing the business and financial risk profiles of 

companies in the passenger vehicle (PV) industry
1
. It aims to help issuers, investors and other interested 

market participants understand ICRA’s approach in analysing risks that are likely to affect rating outcomes 

in this sector. The list of rating drivers covered in this methodology note is not exhaustive by itself, but 

provides an overall perspective on the most important rating considerations. For analytical convenience, 

the key factors are grouped under the following broad heads—Business Risk Assessment, Financial Risk 

Assessment and Management Quality & Corporate Governance Assessment. 

 

Apart from issuer specific factors, the rating of a passenger vehicle manufacturer also incorporates an 

analysis of industry risk in the context of the prevailing economic scenario. 

 

 Business Risk Assessment 

• Scale and Market Position 

• Product Portfolio & Brand Strength 

• Sales & Service Network  

• Geographic Diversification 

• Technology and Product Development Capabilities 

o Evolving Regulatory Requirements 

• Ancillary and Vendor Network 

• Financing Tie-ups 

• Strength of Promoters 

 

 Financial Risk Assessment 

 Revenue Growth and Profitability 

 Leverage and Liquidity 

 Cash Flows & Debt Coverage Indicators 

 Capital Expenditure Plans 

 Tenure Mismatches, and Risks Relating to Interest Rates and Refinancing 

 Foreign Currency Risks 

 Debt Servicing Track Record 

 Accounting Quality 

 Contingent Liabilities and Off-Balance Sheet Exposures 

 Consolidated Financial Analysis and Group Support 

 Adequacy of Future Cash flows 

 Event Risk 

 Management Quality & Corporate Governance 

 

Business Risk Assessment 

Scale and Market Position 

 

The scale of operations is one of the primary factors taken into consideration when evaluating the business 

position of a passenger vehicle Original Equipment Manufacturer (OEM). Measured in terms of revenues, 

sales volumes, production capacity and output of the OEM, scale determines to a large extent, the 

                                                           
1
 This rating methodology updates and supersedes ICRA's earlier methodology note on the sector, published in 

October 2009. While this revised version incorporates few modifications, ICRA's overall approach to rating 
issuers in the sector remains materially similar. 
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business position and operating efficiencies of the company. A larger scale of operations usually translates 

into better cost absorption, of both manufacturing and advertising and promotion costs, resulting in better 

operating efficiencies for the company. An OEM with a larger scale of operations is also associated with a 

having wider dealer and distribution network, implying better reach and geographic presence. A strong 

distributor network lends competitive edge to an OEM over its peers.  

 

Trend in market position is an important indicator for an OEM to sustain its market position in competitive 

environment. The market position of an OEM is determined by a range of factors including presence of 

strong brands in the product portfolio; market share; pricing strategy; ability to introduce new products 

meeting market requirements; and the reach of its dealership and service network. Market position on an 

OEM is assessed on the basis of market share, competitive intensity and growth outlook for the segment in 

which a PV manufacturer is present.  

 

With the top five players in the Indian passenger vehicle market accounting for more than 80% of the 

domestic volumes in FY2016, the market is largely concentrated with few OEMs. Given price sensitivity of 

a large segment of the domestic market, an OEM’s pricing strategy is crucial for its market position. 

Regular product launches and a higher product renewal rate allow an OEM to meet changing consumer 

preferences, and retain or improve its market share.  

 

The market segment targeted by an OEM and the size of the addressable population in the target segment 

also determines, the market share enjoyed by the OEM. Product offerings targeted at the mass market 

segment, if accepted well, are more likely to garner higher sales volumes than premium offerings, resulting 

in OEMs that have a wider portfolio of mass market offerings enjoying a larger volume market share than 

OEMs active in the premium and luxury segment. In this context, it becomes relevant to analyze segment-

wise market shares that provide a better picture of the market position of an OEM in a particular passenger 

vehicle segment.   

 

Product Portfolio & Brand Strength 

 

ICRA considers the strength of an OEM’s product portfolio as key drivers of its ability to sustain a 

competitive business position in the market. The strength of an OEM’s product portfolio is largely 

determined by the diversity of its offerings across segments and price points, and the presence of strong 

brands in its portfolio. Domestic passenger vehicle industry is broadly classified under three sub-segments 

i.e. 1) passenger car (PC) segment, 2) utility vehicle (UV) segment and 3) van segment. In FY2016, 

passenger car accounted for 73% of domestic PV sales followed by UV segment (21%) and van segment 

accounting for the rest. 

 

Small cars (hatchbacks and compact sedans) accounts for over 90% of the volume in passenger car 

segment. These small cars are primarily catering to price sensitive customers with requirements of high 

fuel efficiency, durability and low operating costs. With this segment constituting a large share of the 

domestic PC market, competitively priced product offerings augur well for the OEM’s volume sales. In order 

to price their products competitively, OEMs have developed India specific platforms (e.g. vehicles with sub 

4meter length and less than 1,200cc petrol engine or 1,500 cc diesel engine) to attract lower tariff the 

benefit of which will be eventually passed on to customers. Sub 4 meter vehicles account for major share of 

domestic market and recently, OEMs have also launched sub 4 meter utility vehicle to attractively price 

their products. ICRA believes that OEMs ability to adapt its product portfolio in line with evolving regulatory 

structure (including tariff and duties) and customer preference (e.g. shift towards petrol/diesel, environment 

friendly vehicle) is crucial to sustain its position in the market. Over the last few years, there has been 

increasing shift towards utility vehicle segment, especially towards compact utility vehicles (including sub 4 

meter UVs). Consequently, incumbents in UV segment has witnessed steady erosion in market share as 

they lack product in fast growing compact UV segment whereas new players with aggressive launches 

have garnered sizeable market share.  

 

OEM deriving revenue across different user and product segments is considered to have a diversified 

portfolio, making it less vulnerable to demand variations and competitive intensity in any particular 

segment. Additionally, presence across segments also helps the OEM to better tap growth opportunities 
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and benefit from changing customer preferences towards a particular segment even if another segment 

faces headwinds.  

 

It is also necessary for a passenger vehicle OEM to innovate and regularly launch new products to meet 

the changing needs of its existing customer base and to tap into new customer segments. Recent 

innovation in commercial taxi front (e.g. app based aggregators) also opened a new market opportunity for 

domestic PV market. OEM’s ability to adapt themselves in evolving market and tap new opportunities is 

also crucial to sustain growth and market share over the long term. 

 

A passenger vehicle OEM which regularly refreshes its product profile by offering variants of its existing 

models, across price points is better equipped to maintain its market share. An OEM deriving sales from 

single brand/product will be relatively vulnerable to competition as well as changing customer preferences 

as compared to another player having relatively diversified and stable product mix. While the strength of 

such proven brands and their customer loyalty serve as entry barriers, the ratings also factor in the extent 

of the product evolution over time to meet changing customer requirements. A steady renewal rate also 

reflects the OEM’s ability to introduce products in line with latest technology and in compliance with 

evolving regulatory requirements. An evaluation of the product portfolio of an OEM in comparison with that 

of its competitors and with the industry trends helps making an assessment of the OEM’s business growth 

prospects. OEMs with established brands with demonstrated performance and fuel efficiency are more 

likely to withstand aggressive pricing strategies employed by competitors. 

    

Given recent stringent regulatory measures for diesel vehicle and disproportionate increase in price of 

diesel vehicle post BS VI implementation, OEMs having large dependence on diesel vehicle could be 

adversely impacted. Consequently, an OEM having flexibility to shift their production in line with demand 

dynamics will be able to protect its market share in the wake of changing customer preference. 

 

Sales & Service Network  

 

An extensive sales and network is a key determinant of OEM’s reach and competitive position. An 

extensive sales and service network enables higher visibility and stronger brand recall; it also provides 

access to service outlets and spare parts, thereby improving after-sales service and increasing customer 

loyalty. Given the time and investment required in building an extensive network, it acts as a strong barrier 

to new entrants and supports the OEM in sustaining its market position. Viability of dealership is also very 

important for an OEM to sustain growth and market share in the longer term. There have been instances 

where OEMs have provided support to their dealers in form of lenient credit period and attractive financing 

cost to support dealership viability in the backdrop of sharp decline in volume or dwindling market share. In 

order to address dealership viability related issues, some OEMs have also setup their own dealership 

network which provide them comfort during sales slowdown.  

 

Geographic Diversification 

 

Passenger vehicle is still considered as a luxury in Indian market, with low penetration level as compared to 

developed and other emerging markets. While urban segment accounts for major share of domestic PV 

sales, rural segment also have sizeable (~30%) share in domestic PV sales, especially in hatchbacks as 

well as utility vehicle segment. An OEM with a presence in geographically diverse areas is less vulnerable 

to demand downturns in any specific region. Additionally, presence in region with relatively low passenger 

vehicle penetration (e.g. rural area) augurs well for volume growth. Also, there has been linkage between 

economic prosperity of a state as well as rural-urban mix of population, as evident from increasing demand/ 

rising penetration of passenger vehicles in states that have higher economic prosperity. Similarly, a rising 

trend of urbanization, increasing disposable income and weak public transportation network are driving 

force behind increasing PV penetration.  

 

ICRA also factors in an OEM’s presence in overseas markets, and the share of export sales in its 

revenues. Given top five OEMs accounts for about 80% of domestic PV sales, other OEMs have developed 

Indian market as export hub for small cars which also helped them to improve overall capacity utilization 

despite weak domestic demand. While a healthy presence in export markets diversifies its revenue streams 

and reduces its vulnerability to domestic demand fluctuations, stability of export revenues would also need 
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to be evaluated. Hence, while rating an OEM with significant export presence or plans of market expansion, 

ICRA takes into consideration the competitive intensity in the targeted markets, demographic profile, 

distribution arrangements, track record and credit quality of OEM’s local partners, in addition to any country 

specific challenges. 

 

ICRA also takes into consideration the number of manufacturing facilities owned and operated by the OEM, 

and the geographical diversity of the same. An OEM with multiple manufacturing facilities is inherently less 

exposed to single-asset related risks including operational shutdowns due to natural calamities, fires, 

industrial relation issues etc. Geographical diversification with respect to manufacturing facilities is also a 

positive as it better equips the OEM to cater to demand in different regions while minimizing transportation 

costs. Furthermore, there are many regions in the country which offer tax-holidays, excise-duty 

exemptions, VAT refunds etc. on manufacturing facilities setup in these locations – the issuer’s presence in 

such locations and its impact on the OEM’s profitability are also factors that get a consideration in the rating 

decision.    

 

Technology and Product Development Capabilities 

 

An OEM’s technological capabilities and research and development (R&D) focus determine its ability to 

introduce new products, meeting the latest technological and regulatory requirements. With increased 

customer expectations of power, usability and safety features in new models, it is imperative for an OEM to 

regularly invest in R&D and enhance its technological capabilities to keep up with changing trends in the 

market. The evolving regulatory requirements regarding emission norms and safety regulations also 

necessitate constant up-gradation and adaptation of vehicles in a cost efficient manner. In this respect, 

ICRA evaluates an OEM’s technology tie-ups (including parent support) for product design and 

engineering, and its in-house R&D capabilities. Investments in R&D and product development also serve 

as indicators of the OEM’s focus on improving its product development capabilities, and its ability to 

develop new products.  

 

With the increasing focus on export markets, the OEM’s product development capabilities become more 

critical given the need to develop products suiting diverse market demands. 

 

Evolving Regulatory Requirements  

 

Given the adverse environmental impact of automobiles, the regulatory scrutiny in the industry is 

increasing. More stringent emission norms and safety features are being stipulated by the Government of 

India, keeping pace with developed nations. While such stringent measures improve the safety standards 

of vehicles, the impact of cost increases for the same on sales is yet to be seen. E.g., in case of passenger 

vehicles, the migration Bharat Stage IV to Bharat Stage VI would require manufacturers to shift towards 

more sophisticated components for engine and after-treatment, resulting in sharp increase in vehicle 

prices. In light of the price hikes that may ensue following the required compliance with such regulatory 

requirements, the OEMs’ ability to retain market share in the highly price-sensitive domestic market would 

be dependent on its brand equity and extent of price hikes undertaken relative to competitors. In this 

respect, the extent of localization of components by the OEM and its bargaining power with suppliers 

remains critical, as these would enable the OEM to adapt to the regulatory requirements with minimal price 

increases without sacrificing profitability.   

 

Ancillary and Vendor Network 

 

Most domestic OEMs outsource their component manufacture, which enables them to focus on key 

activities like product design and development, critical manufacturing processes, final assembly and 

marketing and distribution. Component outsourcing enables greater flexibility to the OEM during both 

downturns and peak demand periods. A strong vendor network also enables the OEM to work on a lean 

working capital cycle, with just-in-time supplies.  

 

Given the dependence of OEMs on their ancillaries, their relationships with each other are critical for 

maintaining disruption-free production and new product development. ICRA notes that component 

suppliers in these engagements need to invest in capacity expansion in line with the OEM’s plans. ICRA 
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also takes into consideration the joint efforts of the OEM and its vendors in product development and 

manufacturing efficiencies to meet targets for annual cost reductions. ICRA evaluates the extent of 

localization in the sourcing of the OEM, and its dependence on foreign suppliers. High dependence of 

imports exposes the OEM to foreign exchange fluctuations and also impacts its pricing strategy, 

competitive positioning and inventory requirements. ICRA, hence, evaluates the OEM’s localization plans 

and its likely impact on profitability.  

 

Sometimes, OEMs make strategic investments in component vendors in the form of direct ownership or 

through investments by group entities. Such backward integration initiatives by the OEM, especially for the 

manufacture of critical components, significantly mitigate business risks for the OEM by enabling greater 

control and ensuring disruption-free production. 

 

Financing Tie-ups 

 

With a large share of passenger vehicles in India being purchased through the financing route, a captive 

financing arm or established tie-ups with financiers become essential to supporting the OEM’s market 

position. Given banks and NBFCs play an important role in financing of vehicles, an established tie-up with 

financial institution could result in higher conversion ratio at dealership front. Thanks to financing tie-ups, 

there have been instances where financial institution have provided loans at preferential tariffs [higher loan 

to value (LTV) or lower interest rates] for vehicles of a particular OEM, which lends that a competitive 

advantage over its peers. Car leasing is another mode of car financing, though it is still in nascent stage in 

India. However, few luxury car OEMs have started offering leasing solution to their customers.   

 

While evaluating an OEM with a captive financing unit, ICRA evaluates the strategic support rendered by 

the financing unit to the OEM on the basis of several factors. The captive financier’s ability to raise debt 

capital at competitive rates, its reach and distribution network, its financial health and the extent of 

ownership by the OEM determine the extent of strategic support the OEM derives from the financing unit. 

While a captive financing arm supports business growth for the OEM by ensuring credit availability at 

competitive rates to customers, it is also critical for the financing arm to ensure that it follows prudent 

lending practices and maintains a healthy asset quality by way of strong collection processes and risk 

management practices. Else, this may result in the OEM requiring infusion of fresh capital into the financing 

arm to cover for the latter’s poor asset quality. 

 

Strength of Promoters 

 

The Indian passenger vehicle market is characterized by the presence of a number of well-established 

domestic OEMs and international OEMs through their subsidiaries. Although the OEMs with international 

parentage benefit from the technical expertise, product portfolio and experience of their parent company 

besides financial support, they are still required to establish a domestic distribution network and gain local 

market understanding to develop products suited to the local market. In cases where the issuer is directly 

owned by the foreign parent, ICRA takes into consideration the parent’s global market position and any 

formal support arrangements (operational, managerial, or financial) in place with the issuer. 

 

In the case of domestic OEMs with no international parentage, the ratings factor in the strength of their 

brand franchise, reach of their distribution networks and diversity of their product portfolio relative to that of 

the players with international parentage. ICRA also takes into consideration the strength of the OEM’s 

research and development capabilities and any tie-ups it may have entered into with global players for 

augmenting such capabilities.  

 

Despite increasing competitive intensity from international players over the past decade, incumbents have 

been able to maintain their healthy market positions, supported by their strong brand franchise, well-

established distribution networks and wide product portfolios. Incumbents as well as new players continue 

to make sizeable investments towards new product development and R&D to address changing customer 

preferences & regulatory requirement. Also, most car OEMs having international parentage also make 

royalty payment to their parent, which keeps profitability of Indian operations under check.     
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Financial Risk Assessment  

While assessing the financial risk profile of a passenger vehicle OEM, ICRA evaluates its profitability and 

cash generating ability, balance sheet strength and the sources of financial flexibility, all in relation to 

various committed and contingent obligations. ICRA reviews the Accounting Policies followed by the 

company and factors in any deviations from standard accounting practices so as to make its comparison 

against other players in the industry more meaningful. 

 

Revenue Growth and Profitability 

 

A sustained revenue growth above the industry average is considered as a strong credit positive, indicating 

an increase in revenue market share, or improved realizations supported by new product launches or a 

more favourable product mix. Conversely, a decline in revenues during a period of positive industry growth 

indicates declining market share either due to increased competitive intensity in the market or due to the 

OEM’s inability to introduce new products in line with consumer requirements.  

 

ICRA analyses an OEM’s revenue growth on account of increase in volumes and realizations separately. 

While increase in volumes above the industry average indicates improvement in market share and is a 

credit positive, the same is viewed in tandem with movement in realizations. Declining realizations could 

indicate aggressive pricing strategies employed by the OEM or entry into low-value segments, which could 

impact the profitability of the company. At the same time, if revenue growth is accounted for by 

improvement in realizations, the reasons for the same and the sustainability are critically evaluated. 

Change in product mix towards higher-value products is considered as a credit positive, as the same 

generally supports improvement in profitability. A PV OEM with strong market position is generally better 

placed to pass on price hike in input cost to its customer vis-à-vis its weaker counterparts, which also lends 

stability to operating profitability. 

 

In addition to revenue growth, the company’s profitability and its ability to sustain the same through a 

business cycle remain key factors while evaluating the credit quality of an issuer. In addition to enabling the 

OEM to price its products competitively in the market, sustainable and adequate profit margins are 

essential for an OEM to generate sufficient cash flows to make investments in technology or capacity 

addition. In the absence of sustained profits, it is likely that the company’s cash flow generation is 

inadequate to meet future capital expenditure and debt servicing requirements. 

 

Capacity utilization is one of the key indicators for assessing the operational efficiency of a PV 

manufacturer. An OEM with high capacity utilization, notwithstanding a low market share, can still have 

better profitability and return indicators as compared to a larger player having sub-optimal capacity 

utilization.  

 

The profitability of an OEM is a function of its scale of operations, level of localization, pricing ability, 

product mix, and bargaining power with its suppliers. Although higher operating efficiencies and increased 

capacity utilization translate into improved profitability, on account of the high capital intensity in the 

passenger vehicle industry and higher share of fixed costs as compared to other segments in the 

automotive industry (like two-wheeler/three-wheeler industry), it becomes imperative for a passenger 

vehicle OEM to rationalize its fixed costs in order to improve its profitability. In this respect, higher levels of 

outsourcing and a product mix in favour of higher-margin products, support the OEM in maintaining its 

profitability.   

 

The two primary measures of profitability that ICRA evaluates are: (i) operating profit before depreciation, 

interest and tax margin (OPBDIT margin), and (ii) return on capital employed (RoCE). With raw material 

costs being the largest component of an OEM’s cost-structure, fluctuations in prices of key raw materials 

like steel, aluminium, plastic and rubber have an impact on the profitability of the OEM. Thus, the 

bargaining power of the OEM with its suppliers, and its ability to pass price hike to offset the impact of 

increase in input costs are also considered when rating an OEM.        
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Leverage and Liquidity 

 

ICRA assesses the financial policies followed by the company – past as well as future – to determine the 

risk appetite of the management and the impact of the same on the financial performance of the company. 

The financial risk profile of the OEM is evaluated based on its cash flow generating capacity, which the 

OEM would further use in meeting its debt service obligations and for investing in the business.  

 

The financial policy followed by the company determines to a large extent its leverage and financial 

flexibility especially in times of cyclical downturn. A company that follows an aggressive financial policy and 

relies heavily on debt financing would be more vulnerable to a cyclical downturn as compared to a 

company with lower leverage, which would have greater ability to raising funds. An OEM with a healthier 

balance sheet would also be better positioned to support its vendors during times of tight liquidity, thereby 

helping in establishing strong ties and strengthening its market position over the long run. The extent of 

leveraging by an OEM, and hence, its financial flexibility, is reflected in leverage ratios like Total 

Debt/Tangible Networth, Total Outside Liabilities/Tangible Networth,  Total Debt/OPBDIT and NCA
2
/ Total 

Debt. Low leverage ratios reflect low reliance on debt funding, and better ability to raise funds from 

alternative sources in times of need. 

 

ICRA also evaluates the liquidity profile of the company to assess its ability to meet short term financing 

requirements. The liquidity profile of entities is assessed based on their ability to generate cash from 

internal resources and have access to committed sources of external financing, in relation to cash 

obligations such as debt repayments and investments over the near term. Higher the cushion available 

between the resources available and the obligations, better the liquidity profile of an entity.   

 

Cash Flows & Debt Coverage Indicators 

 

An OEM requires investments in capacity expansion and product development from time to time. Although 

much of the component manufacturing is outsourced to suppliers, OEMs must regularly invest in capacity 

expansion and research and development. In this respect, it is imperative that an OEM generate healthy 

cash flows from operations to undertake these critical investments without straining its balance sheet. The 

retained cash flows of the company serve as a good indicator of its ability to fund capital expenditure and 

service debt without straining its liquidity profile. Strong free cash flows indicate the company’s ability to 

fund investments, meet organic and inorganic growth opportunities and service debt obligations through 

cash flows generated from its operations alone. 

 

With the rating exercise primarily focussed on assessing the future debt servicing capability of a company, 

it is imperative that projections are drawn up during the rating exercise to evaluate the likely financial 

position of the company going forward. The projections are drawn factoring in the expected movement in 

revenues and operating margins, working capital requirement, the upcoming debt obligations, as well as 

the capex and investment requirements of the company. These financial projections reflect the expected 

movement in cash flows, leverage and debt coverage indicators of the company under various scenarios. 

ICRA also evaluates the funding requirements of the company, and the funding options available to it.  

 

The debt coverage indicators like Interest Coverage and DSCR
3
 are a reflection of the ability of the 

company to service its external borrowings after meeting its expenses. ICRA evaluates the coverage 

indicators of the company to determine how comfortably the company can service its debt obligations 

through profits or cash flows generated from its operations.  

 

Capital Expenditure Plans 

 

The capital expenditure plans of an OEM reflect its plans for capacity expansion, localization and new 

products. Investment in capacity expansion is a positive, generally implying positive growth prospects for 

the OEM. Similarly, investments related to increasing the level of indigenization in its products would result 

in improved levels of profitability going forward. New product plans also highlight the commitment of the 

                                                           
2
 Net Cash Accruals 

3
 Debt Service Coverage Ratio 
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OEM to refreshing its product portfolio and introducing new products/variants. Hence, capital expenditure 

plans for an OEM are generally considered a positive, even as these are not evaluated in isolation. The 

quantum of capital expenditure and funding plans for the same are also evaluated to understand their 

impact on the financial risk profile of the company going forward.   

 

Tenure Mismatches, and Risks Relating to Interest Rates and Refinancing 

 

Tenure mismatches, like funding of long-term investments through short term borrowings, expose a 

company to refinancing risks. Such risks are especially significant in periods of tight liquidity. While 

evaluating the adequacy of future cash flows, ICRA also takes into account the impact of movement in 

interest rates on the cash flows of the company, and the extent to which the debt servicing ability of the 

OEM would be impacted by the same. 

 

ICRA also assesses the adequacy of an entity’s long-term sources of funds in relation to its commitments 

towards creation of long-term assets. An asset-liability mismatch exposes an entity to refinancing risks. 

ICRA also evaluates the rated entity’s financial flexibility and the management’s policy and approach 

towards liquidity management, as these mitigate refinancing risks while supporting the liquidity profile. 

 

Foreign Currency Risks 

 

The vulnerability of an OEM to fluctuations in foreign currency rates is a function of its import content, 

foreign currency borrowings, as well as its export sales. The passenger vehicle industry’s exposure to 

foreign exchange fluctuations on account of imports generally remains high, with most OEMs importing 

sizeable share of components via direct or indirect (thru vendors) imports. On the other hand, with 

significant potential available in multiple exports markets, many OEMs have been expanding their global 

footprint. With the proportion of export revenues increasing in the sales mix of many passenger vehicle 

OEMs, their vulnerability to foreign exchange fluctuations has also been increasing. Hence, ICRA 

evaluates the company’s hedging policy towards mitigating foreign currency risks as well as the impact of 

any adverse movement in foreign exchange rates on its cost structure, profit and cash outflows when 

assigning a rating. 

 

Debt Servicing Track Record 

 

The debt servicing track record of the company is taken into consideration while assigning a rating to any 

issuer. Any history of past defaults or delays in meeting interest and principal repayment obligations 

reduces the comfort level with respect to the OEM’s future debt servicing capability. A track record of wilful 

default, either by the issuer or related entities, also raises concerns with respect to the issuer’s debt 

servicing willingness. ICRA also takes into consideration the company’s demonstrated ability to service 

debt during periods of cyclical stress.  

 

Accounting Quality 

 

Given the reliance on the audited financial statements for analyzing an OEM’s financial performance during 

the rating process, ICRA places due importance on the quality of accounting practices followed by the 

company. ICRA reviews the Accounting Policies, Note to Accounts and Auditor’s Comments that are part of 

the Annual Report of the issuer. Any deviation from the Generally Accepted Accounting Practices is noted, 

and the financial statements of the issuer are adjusted to reflect the impact of such deviations, and make it 

comparable with industry peers. ICRA also interacts with the Statutory Auditors to assess the quality of 

accounting practices followed by the company.  

 

Contingent Liabilities and Off-Balance Sheet Exposures 

 

ICRA reviews the contingent liabilities and off-balance sheet exposures as disclosed by the issuer in its 

Annual Report, and evaluates the likelihood of their devolvement and the financial implications of the same. 
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Consolidated Financial Analysis and Group Support 

 

With the exception of a few players who are also present in the commercial vehicle and tractor segment, 

most passenger vehicle OEMs in the country have been focussed solely on the passenger vehicle 

segment. However, with many of these OEMs expanding to overseas geographies through subsidiaries or 

joint ventures, and some of them having ownership in ancillary companies and financing arms, it is 

necessary to analyze their consolidated and group level financial indicators. Various parameters such as 

capital structure, debt coverage indicators and future funding requirements are assessed at a consolidated 

level, which provides a better picture of the company’s financial risk profile.   

 

While assessing an entity that is part of a larger group, ICRA also takes into consideration strengths and 

weaknesses arising from the group association. The probability of cash outflows from the issuer to support 

group entities is evaluated in case of the issuer being among the stronger entities of the group. On the 

other hand, if the entity is among the weaker entities in the group, the ability and willingness of the 

group/promoters to lend support to the issuer in the event of required capital infusion are also assessed. 

 

Adequacy of Future Cash Flows 

 

With the rating exercise primarily focused on assessing the future debt servicing capability of a company, it 

is imperative that projections are drawn up during the rating exercise to evaluate the likely financial position 

of the company going forward. The projections are drawn factoring in the expected movement in revenues 

and operating margins, working capital changes, the upcoming debt obligations, as well as the capex and 

investment requirements of the company. These financial projections reflect the expected movement in 

cash flows, leverage and debt coverage indicators of the company under various scenarios. ICRA also 

evaluates the funding requirements of the company, and the funding options available to it. 

 

Event Risk 

 

ICRA also recognises the possibility of events that can have a material impact on the credit profile of auto 

component manufacturers. Examples of such events include unrelated diversification; mergers and 

acquisitions; business restructuring, asset sales and spin-offs; capital restructuring; and litigations. ICRA 

evaluates the entities’ risk appetite for acquisitions and for related or unrelated diversification. This can 

become a rating concern if the acquisition or diversification has a long gestation period or is funded mainly 

through debt, which can adversely impact the capital structure and profitability.  

 

Adverse regulatory changes (such as the ban on diesel vehicles having engine capacity greater than 

2000cc in Delhi) could also impact the performance of the OEMs. Product recalls by OEMs could also have 

a material impact on the brand image and credit profile of PV OEM.  

 

Management Quality & Corporate Governance 
 

In addition to the business and financial risk analysis, all debt ratings incorporate an assessment of the 

quality of the issuer’s management. The assessment of the credit profile of an entity factors in the 

commitment of the management to the company’s day-to-day operations. The participation of professional 

management and the constitution of Board (number of promoter vs. independent directors, background of 

each director) and their participation in strategy formulation, besides company’s adherence to legal and 

statutory compliance requirements are also factored in. Usually, a detailed discussion is held with the 

management to understand its views on past performance as well as its future plans & strategies and the 

outlook on the industry. Some of the points assessed are:  

 

 Experience of the promoter/management in the industry 

 Commitment of the promoter/management to the company 

 Risk appetite of the promoter/management and risk mitigation plans 

 Management’s past success in introducing new projects and managing changes in external environment 

 Management’s plans on new projects, acquisitions, expansion, etc. 
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Periodic interactions with the management also help to estimate the possibility of the management’s 

tendency to deviate from its philosophy in times of stress.  

 

Summing Up 
  

ICRA‘s credit ratings are a symbolic representation of its opinion on the relative credit risk associated with 

the instrument being rated. This opinion is arrived at following a detailed evaluation of the issuer‘s business 

and financial risks, its competitive strengths, it‘s likely cash flows over the life of the instrument being rated 

and the adequacy of such cash flows vis-à-vis its debt servicing obligations and other funding 

requirements. ICRA’s approach to rating passenger vehicle manufacturers also incorporates the evaluation 

of various business risk parameters such as the company’s market position, capacity utilizatio, product 

portfolio, technology development strength, distribution network and the management strategy for 

maintaining financial performance through the cycle and its overall approach towards investment and 

growth. 
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