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Mahindra Heavy Engines Limited: Long-term placed on Rating watch with positive
implication

Summary of rating action

Previous Rated Amount Current Rated Amount

Instrument* Rating Action
(Rs. crore) (Rs. crore) e

Fund-based — Working Capital [ICRA]JAA+; Placed on Rating watch

ees 20.00 20.00 . L L
Facilities with positive implication
bipiatinn /o, o 5.00 5.00 [IE\?:QLAj:/r[;(t:i:A]ev?ch witl;woni_sti(:irvme
based / Non-fund Based Facilities ’ ' p S & P .
implication; short-term outstanding
Total 25.00 25.00

*Instrument details are provided in Annexure-I

Rationale

On August 04, 2023, Mahindra & Mahindra Limited (M&M, rated [ICRA]AAA(Stable)/[ICRA]A1+) announced on stock exchanges
that the Board of Directors of M&M has approved scheme of merger by absorption of Mahindra Heavy Engines Limited (MHEL)
subject to requisite approvals and consents. MHEL is a wholly owned subsidiary of M&M.

ICRA has taken note of the above event and has placed the long-term rating of MHEL on rating watch with positive implications,
given the proposed merger of MHEL into an entity with a relatively stronger credit profile. ICRA will continue to monitor the
progress on the merger and take the appropriate action, as and when required.

The ratings continue to factor in MHEL's status as a wholly-owned subsidiary of M&M, for whom it acts as a captive supplier
of engines, and the pricing arrangement for supplying heavy and light engines to M&M. The ratings consider the financial and
operational support provided by the promoter group and the presence of senior executives of M&M on MHEL’s board of
directors. The ratings also draw comfort from the promoter group’s track record of extending timely support to MHEL for
maintaining adequate liquidity and supporting any financial exigencies.

Please refer to the following link for the previous detailed rationale that captures the key rating drivers and their description,
the liquidity position and rating sensitivities.

Analytical approach

Analytical Approach Comments

Corporate Credit Rating Methodology

Applicable rati thodologi
pplicable rating methodologles Rating Methodology for Auto Component Manufacturers

Parent / Group Company: Mahindra & Mahindra Limited (M&M) The ratings assigned to
MHEL factor in the high likelihood of its parent, M&M, extending financial support, given the
high strategic importance that MHEL holds for it. We also expect M&M to be willing to extend

Parent/Gr r . . . . .

AL e D A financial support to MHEL out of its need to protect its reputation from the consequences of
a Group entity’s distress. There also exists a consistent track record of M&M extending timely
financial support to MHEL, whenever a need has arisen.

Consolidation/Standalone For arriving at the ratings, ICRA has considered the standalone financials of MHEL.
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About the company

Mahindra Heavy Engines Limited (erstwhile Mahindra Navistar Engines Private Limited), was incorporated as a 51:49 joint
venture (JV) between M&M and Navistar; M&M acquired Navistar’s 49% stake in the JV in 2013, making it a wholly-owned
subsidiary. MHEL has set up a facility to manufacture engines in the 180-315HP range at Chakan, Maharashtra, and has been
operating as a captive supplier for M&M’s M&HCV division (erstwhile Mahindra Navistar Automotives Limited’s foray into
M&HCVs). In FY2016, the company commissioned an assembly line for smaller engines, which are used in M&M’s smaller UVs.
The facility is located adjacent to M&M'’s auto plant in Chakan. In FY2020, MHEL also started supplying transmission assemblies
for M&M’s ICV range.

MHEL’s board of directors comprises of 5 directors, including Mr. Pankaj Sonalkar (associated with M&M since 2015), Mr.
Nozar Bharucha, Mr. Shrikant Marathe (ex-Director — ARAI), Ms. Smita Mankad (Independent Director) and Mr. Vinay
Khanolkar. Presence of senior management from M&M indicate strategic importance of MHEL for parent entity.

Key financial indicators (audited)

MHEL (Standalone) FY2022 FY2023
Operating income 1,141.9 1,454.2
PAT 83.0 68.8
OPBDIT/OI 13.5% 8.4%
PAT/OI 7.3% 4.7%
Total outside liabilities/Tangible net worth (times) 0.4 0.5
Total debt/OPBDIT (times) 0.0 0.0
Interest coverage (times) 216.0 128.2

PAT: Profit after tax; OPBDIT: Operating profit before depreciation, interest, taxes and amortisation; Amount in Rs. Crore

Status of non-cooperation with previous CRA: Not applicable
Any other information: None

Rating history for past three years

Chronology of rating history
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%: On Rating Watch with positive implications

Complexity level of the rated instruments

Instrument Complexity Indicator
Fund-Based Working Capital Facilities Simple
Fund-Based / Non-Fund Based Facilities Simple

The Complexity Indicator refers to the ease with which the returns associated with the rated instrument could be estimated.
It does not indicate the risk related to the timely payments on the instrument, which is rather indicated by the instrument's
credit rating. It also does not indicate the complexity associated with analysing an entity's financial, business, industry risks or
complexity related to the structural, transactional or legal aspects. Details on the complexity levels of the instruments are
available on ICRA’s website: Click Here
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Annexure |: Instrument details

Current Rating and Outlook

Instrument . Amount Rated
Date of Issuance Maturity

Name (Rs. crore)
Fund-based

NA Working Capital NA NA NA 20.00
Facilities
Fund-based /

NA Non-fund NA NA NA 5.00

Based Facilities

[ICRA]AA+; rating watch with
positive implication

[ICRA] AA+/[ICRA]AL+; Long-
term rating on watch with
positive implication; short-
term outstanding

Source: Company

Annexure ll: List of entities considered for consolidated analysis — Not applicable
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About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial services
companies as an independent and professional investment Information and Credit Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited Company,
with its shares listed on the Bombay Stock Exchange and the National Stock Exchange. The international Credit Rating Agency
Moody’s Investors Service is ICRA’s largest shareholder.

For more information, visit www.icra.in
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