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Rating Rationale
October 29, 2020 | Mumbai

Escorts Limited
Rating outlook revised to 'Positive’; ratings reaffirmed

Rating Action
Total Bank Loan Facilities Rated Rs.1000 Crore

CRISIL AA-/Positive (Outlook revised from 'Stable’ and
rating reaffirmed)

Short Term Rating CRISIL A1+ (Reaffirmed)

Long Term Rating

Rs.100 Crore Commercial Paper Programme CRISIL A1+ (Reaffirmed)

1 crore = 10 million
Refer to annexure for Details of Instruments & Bank Facilities

Detailed Rationale

CRISIL has revised its outlook on the long-term bank facilities of Escorts Limited (Escorts) to 'Positive’ from 'Stable’ while
reaffirming the rating at 'CRISIL AA-". The short term rating and commercial paper programme has been reaffirmed at
'CRISIL A1+'.

The rating action follows better than expected demand for tractors in the domestic market in the current fiscal, from markets
across India, which will translate into good revenue growth of 8-9% for Escorts' tractor division (77% of revenues) in the
current fiscal. This is in contrast to almost flattish growth in tractor revenues anticipated earlier. The company's domestic
market share increased to 11.6% in fiscal 2020 from 10.8% in fiscal 2018. Escorts continues to remain the fourth largest
player in the domestic tractor market in the current fiscal. While the company's construction equipment (CE) business
segment (15% of revenue) is expected to witness revenue decline in fiscal 2021 due to covid impact in the first and second
quarters, the railway equipment segment (8%of revenues) is expected to register flattish sales, supported by healthy order
book of Rs.480 crores as on June, 30, 2020. Overall, Escorts revenues are expected to register 5-6% growth in fiscal 2021,
and 8-10% over the medium term, with steady growth across business segments.

Performance of Escorts' tractor business is closely correlated to economic activity in rural markets and its performance has
benefitted from higher rural demand for tractors. The rural demand continues to remain positive led by lower base of last
year, pent-up demand from Covid-19 related lockdowns, timely and widespread monsoon, record Rabi crop production,
early Kharif sowing and good availability of retail finance. That said, material increase in covid-19 afflictions in rural markets
and its impact on economic activity, and tractor demand will remain a key monitorable.

Operating margins are expected to range between 11-12% (10.9% in fiscal 2020}, as a result of favourable product mix and
cost control measures taken by the company, and notwithstanding weak profitability of the CE business. Thus, cash
accruals are expected to remain healthy at Rs 500-600 crore during fiscal 2021, and improve over the medium term.

Complementing its healthy business risk profile, is the company's strong and improving financial risk profile. Escorts has
generated healthy annual accruals in the recent past and prudently funded its capital expenditure leading to low debt on its
balance sheet. The recent preferential allotment of equity to Kubota Corporation (Kubota), has further solidified Escorts'
financial risk profile and also bolstered its liquidity position considerably (cash surplus is over Rs.2000 crores currently).
Future capital spend, barring any large acquisitions, is expected to be moderate at between Rs.200-250 crores per annum,
and met largely from internal accruals and cash surpluses, obviating the need for material debt addition. Therefore, strong
debt protection metrics are expected to be sustained.

The ratings continue to factor in Escorts' healthy business risk profile, backed by an established and improving market
position in the tractor segment, diversified revenue profile, and healthy operating efficiency. The ratings also factor in its
strong financial risk profile and robust liquidity. These strengths are partially offset by high dependence on the cyclical
tractor industry, limited presence in West and South India, modest performance of the CE segment, and exposure to
volatility in raw material prices.

Analytical Approach

CRISIL has combined the business and financial risk profiles of Escorts and all its subsidiaries and proportionately
consolidated JVs to the extent of its shareholding in these entities. All these entities, collectively referred to as Escorts, have
significant business and financial linkages and common management.

Please refer Annexure - List of entities consolidated, which captures the list of entities considered and their analytical treatment of consolidation.

Key Rating Drivers & Detailed Description
Strengths
* Healthy market position in the tractor industry

https://www.crisil.com/mnt/winshare/Ratings/RatingList/RatingDocs/Escorts_Limited_October_29_2020_RR.html 1/6
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Escorts is the fourth largest player in the tractor segment in India (after Mahindra & Mahindra Ltd [‘CRISIL
AAA/Stable/CRISIL A1+, Tractors and Farm Equipment Ltd [CRISIL AA+/Stable/CRISIL A1+", and Interactional Tractors
Ltd}), backed by an established legacy of 70 years and domestic market share of 11.6% during fiscal 2020. It offers a wide
range of tractors primarily under the Farmtrac and Powertrac brands. Escorts also sells 10-15 horse power tractors under
the Steeltrac brand through its JV with the Rajkot-based Amul group.

Revamping of the product portfolio over the past three fiscals, healthy financing tie-ups, and an increasing dealer network
have helped improve market share in West India (11.1% in fiscal 2020 against 9.1% in fiscal 2018) and sustain the share in
other geographies. Products introduced to serve local needs in opportunity markets, such as West and South India, and
improving dealer and financing penetration should help increase diversity in revenue and add to the market share over the
medium term.

In March 2020, Escorts announced acquisition of 40% stake through preferential issue in Kubota Agri Machinery India Pvt.
Ltd ('KAI'), the marketing and sales venture of Kubota in India for a cash consideration of Rs 90 crore (completed in October
2020), while the existing 40:60 joint venture of Escorts with Kubota, Escorts Kubota India Pvt Ltd will continue to operate as
planned earlier. Trial runs at the JV have commenced, and commercial production is expected by end of March 2021. With
increased collaboration of Escorts with the Kubota Group, the market position of Escorts in the high-end value utility tractor
range is likely to benefit in both the domestic and exports markets.

While the company has ~11-12% market share in the domestic tractor market, and a reasonable market share in Eastern,
northern and western markets in India, it has relatively modest presence in the southern states, which are witnessing better
growth than Escorts’ main markets. Therefore, its market share has witnessed nominal gains only in the recent past.
Enhancing the distribution network and market share in both the Southern and Western markets (biggest market for
tractors), could lead to faster increase in Escorts' market position in the tractor segment.

* Diversified revenue profile
While tractors is the mainstay for revenues and will continue to drive growth, the construction equipment and railway
equipment business also contributed 15% and 8% to total revenue in fiscal 2020, adding diversity to revenues.

Product portfolio in the CE segment comprises earth moving, material-handling, and road-construction equipment. The
diverse product range has resulted in compound annual growth rate (CAGR) of 11.7% during the three fiscals through 2020.
Moreover, the second largest position in the pick-and-carry crane segment and increasing tie-ups improving product
portfolio should drive revenue growth over the medium term. Further, with the JV of Escorts with the Tadano group to
manufacture rough terrain cranes and truck mounted cranes, the market position of Escorts in rough terrain cranes segment
is likely to improve.

Revenue in the railway equipment business, the most profitable segment, is derived from sales of brakes, suspensions, and
couplers. This segment's revenues registered a CAGR of 18% in the three fiscals through 2020. Substantial order book of
over Rs 480 crore as on June 30, 2020, provides strong revenue visibility.

* Healthy operating efficiency

Operating margin has consistently improved to 10.9% in fiscal 2020 from 6.9% in fiscal 2017, driven by the cost reduction
initiatives undertaken over the past three fiscals, benefits derived from operating leverage, and exit from the loss-making
automotive (auto) component business. Reduction in raw material cost, due to value engineering and lowering employee
cost, should help sustain the margins.

Small but gradual improvement in performance of CE division has also benefitted margins. However, in the first three
months of fiscal 2021, the margins of CE segment and railways segment were both impacted. Despite this, overall operating
profitability in the first three months improved to 11.2% from 9.9% last year due to favourable product mix in tractors division
and cost control measures taken across segments. Operating profitability is expected to remain at 11-12% over the medium
term.

* Strong financial risk profile, supported by robust liquidity

Financial risk profile is marked by sizeable net worth (estimated to be over Rs 3000 crore for fiscal 2021), low debt and
comfortable debt protection metrics. Cash accrual is expected to remain comfortable at Rs 500-800 crore, and should be
more than sufficient to meet modest capex of Rs 200-250 crore in fiscal 2021.

In July 2020, Escorts issued new equity shares to Kubota on a preferential allotment basis pursuant to which Kubota held
9.1% of Escorts’ paid up share capital. The total amount of investment was ~16 billion yen (Rs.1042 crore). Subsequent to
the preferential allotment to Kubota, Escorts is in the process of reducing its share capital from the shares held by the
Escorts Benefit and Welfare Trust of such number of equity shares as are being issued to Kubota under the preferential
allotment. Post the capital reduction, Kubota's stake in Escorts will increase to 10%. The equity infusion by Kubota has
strengthened the financial risk and liquidity profile of Escorts. The company has cash surplus of ~ Rs 2000 crore currently
and its utilisation of fund based working capital lines is also minimal. Going forward, liquidity should remain robust.

In the recent past, Escorts has been on the lookout for acquisitions to enhance its product offering across segments, and
mainly in the railway equipment division. Mid-sized bolt on acquisitions are a possibility, but can be accommodated without
impacting the financial risk profile, given robust liquidity. The company is in the process of drawing up its medium term plans
for investments in various businesses, including enhancing collaboration with Kubota. Given that even within the tractor
segment, the company is operating at almost optimal utilisation, it is possible that Escorts could undertake material
investments for enhancing its product profile. The same, along with utilisation of proceeds received will be a monitorable.
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Weaknesses

* High dependence on the cyclical domestic tractor market and limited presence in South and West India

About 96% of Escorts tractor sale volumes are derived from the domestic market. Demand for tractors in India is determined
by multiple variables, such as monsoon, crop prices, and availability of finance. For instance, operating performance was
constrained in fiscals 2015 and 2016 due to a slowdown in the tractor industry, leading to a fiscal-on-fiscal volume decline of
13.3% and 13.7%, respectively. Furthermore, the group has limited presence in its opportunity markets. However, with
increasing dealer network, the company was able to gain market share during cyclical downturns.

* Modest performance of the CE segment

The CE segment was loss making in the recent past due to high fixed costs and cyclical nature of the business. However,
Earnings before interest and tax (EBIT) margins improved to 3.6% in fiscal 2020, from a negative 2.3% In fiscal 2017. The
turnaround was led by a change in the product mix (increasing proportion of higher tonnage equipment) and cost
rationalisation initiatives with vendor rationalisation and price renegotiation.

Both revenues and EBIT margins have been impacted materially in the first half of fiscal 2021, due to Covid. Given high
input costs, and considerably fixed-cost intensive nature of operations, margins will remain vulnerable to intense competition
and economic slowdown. Furthermore, despite the turnaround and improvement in profitability in fiscal 2020, the operating
margin is still lower than that of peers (6-8%).

Exposure to volatility in raw material prices:

The price of the main input (steel) is volatile. Operating profitability is also constrained by the limited ability to pass on any
increase in raw material costs to customers in a timely manner, given the competitive nature of various business segments.
The railway equipment business is also largely tender based, limiting the scope to pass on sizeable cost changes, unless
specifically covered in contracts.

Liquidity Strong

Liquidity is likely to remain healthy driven by expected healthy annual cash accruals of Rs. 500-600 crore and cash and
equivalents of over Rs 2000 crore as on date. The firm also has minimal average bank limit utilisation of 2% (limit of Rs 339
crore for 11 months ended September 2020). The company has minimal dependence on external debt. CRISIL expects
intemal accruals, cash & cash equivalents and unutilized bank lines to be sufficient to meet its repayment obligations as well
as incremental capex and working capital requirements.

Outlook: Positive
CRISIL believes Escorts will continue to benefit from the improving market position in the agricultural equipment and
performance of CE segment over the medium term, while maintaining its strong financial risk profile and robust liquidity.

Rating Sensitivity Factors

Upward Factors

* Sustained increase in scale of operations, across divisions, and operating profitability maintained at 11-12%
* Gradual improvement in market share in tractor segment, especially in southern and western markets

* Sustenance of strong financial risk profile and robust liquidity

Downward Factors

* Lower than anticipated business performance, leading to dip in operating profitability to below 7-8%
* Sizeable, debt-funding capex or acquisition, materially impacting key debt metrics

* Material reduction in liquidity surplus (below Rs.500 crores).

About the Company

Mr H P Nanda started the Escorts group through Escorts Agents in 1944 in Lahore, and moved to Delhi after independence.
Escorts Agents was converted into a public-limited company, named Escorts Agents Pvt Ltd. The company got its current
name {Escorts) in January 1960. Escorts currently operates in three segments: tractors, CE and railway equipment. It had
also diversified into other products, such as agricultural machinery, auto components, railway equipment, industrial and
construction equipment, telecommunication equipment, healthcare, and software services. However, some of its non-core
businesses, such as telecommunications (sold Escotel Communications in fiscal 2004), healthcare (sold Escorts Heart
Institute & Research Centre in fiscal 2005), software (in fiscal 2005), and auto components (in fiscal 2017) have been
divested. EL also merged Escorts Construction Equipment Ltd, Escotrac Finance and Investments Pvt Ltd, and Escorts
Finance and Leasing Pvt Ltd with itself in 2012.

In 2018, Kubota and Escorts had set up a high-end tractor manufacturing capacity in Haryana through a 60: 40 joint
venture, Escorts Kubota India Pvt Ltd. The manufacturing facility has an annual capacity of 50000 units per annum.

The company is managed by third-generation family member, Mr Nikhil Nanda, who is the Chairman and Managing Director.
It has five manufacturing facilities in Faridabad (Haryana) and one Poland. Total annual capacity is 1.2 lakh tractors and
10,000 units in CE.

For the three months ended 30 June 2020, net profit was Rs 93 crore on revenue of Rs 1089 crore, against Rs 88 crore
and Rs 1440 crore, respectively, in the corresponding period of the previous fiscal.

Key Financial Indicators (Consolidated)
Particulars Unit 2020 2019
Revenue Rs crore 5780 6255
Profit After Tax (PAT) Rs crore 472 478
PAT Margin % 8.2 7.6
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Adjusted debt/adjusted networth Times 0.01 0.19
Interest coverage Times 39.65 39.58

Any other information: Not applicable

Note on complexity levels of the rated instrument:

CRISIL complexity levels are assigned to various types of financial instruments and are included (where applicable) in the
Annexure — Details of Instrument in this Rating Rationale. For more details on the CRISIL complexity levels, please

visit www.crisil. com/complexity-levels.

Annexure - Details of Instrument(s)

. Issue ;
ISIN Name of Date of Coupon | Maturity Size Complexity Rating
Instrument Allotment | Rate (%) Date (Rs.Cr) Levels
NA W°"|‘:“;g“‘i3§p“a' NA NA NA 339 NA CRISIL AA-/Positive
Na | Non-Func Based NA NA NA 356 NA CRISIL A1+
Proposed Short
NA Term Bank Loan NA NA NA 44 NA CRISIL A1+
Facility
Proposed Long
NA Term Bank Loan NA NA NA 261 NA CRISIL AA-/Positive
Facility
NA C°’|;""‘e’°'a' NA NA |7-365days| 100 Simple CRISIL A1+
aper
Annexure - List of Entities Consolidated
Names of Entities Consolidated Relationship Extent of Consolidation
Escorts Finance Ltd Subsidiary Fully
Escorts Securities Limited Subsidiary Fully
Escorts Benefit and Welfare Trust Subsidiary Fully
Farmtrac Tractors Europe Spolka Subsidiary Fully
Escorts Crop Solutions Limited Subsidiary Fully
Escorts Benefit Trust Subsidiary Fully
Adico Escorts Agri Equipment Pvt Limited Joint Venture Proportionate (40%)
Tadano Escorts India Private Limited Joint Venture Proportionate (49%)
Escorts Kubato India Private Limited Joint Venture Proportionate (40%)
Annexure - Rating History for last 3 Years
Currant 2020 (History) 2019 2018 2017 s;:’_lt]?'
Instrument = Type Outstanding oy, Date Rating Dats Rating Dats Rating  Dats Rating Rating
g::‘e':‘"“i" ST 10000 | CRISILA1+ 300320 CRISIL 051219 CRSIL 474544 CRSIL - -
161118 CRISIL
—— GHISIL CRISIL CRISIL CRISIL
Bank LT/ST =~ 64400  AAdPosivel 300320 AAISHEblel g5 4549 ARIISIEDIE/ 474549 ARJStaDIS/ - -
Facilities CRISIL A1+ i i i
Non Fund-
based Bank | LTST = 35600 | CRISLAT+ 300320 CRSL | ggqoqg CRISIL 1005  CRISL S =
Facilities
All amounts are In Rs.Cr.
Annexure - Details of various bank facilities
Current facilities Previous facilities
- Amount - - Amount .
Facility (Rs.Crore) Rating Facility (Rs.Crore) Rating
Non-Fund Based Limit 356 CRISIL A1+ Non-Fund Based Limit 341 CRISIL A1+
Proposed Long Term 261 CRISIL Proposed Long Term 261 CRISIL
Bank Loan Facility AA-/Positive Bank Loan Facility AA-/Stable
Proposed Short Term Proposed Short Term
Bank Loan Facllity s CRISILAT* | " Bank Loan Facility 59 GRISIL.A1%
. . o CRISIL . . - CRISIL
Working Capital Facility 339 AAJPositive Working Capital Facility 339 AA-/Stable
Total 1000 - Total 1000 -
https:/iwww.crisil.com/mnt/winshare/Ratings/RatingList/RatingDocs/Escorts_Limited_Oclober_29 2020_RR.html 4/6
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Links to related criteria
CRISILs Approach to Financial Ratios
Rating criteria for manufaturing and service sector companies
Rating Criteria for Tractor Industry
CRISILs Criteria for Consolidation
RISILs Criterl Ing short term debt
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Note for Media:

This rating rationale is transmitted to you for the sole purpose of dissemination through your newspaper / magazine / agency. The rating rationale may be
used by you in full or in part without changing the meaning or context thereof but with due credit to CRISIL. However, CRISIL alone has the scle right of
distribution (whether directly or indirectly} of its rationales for consideration or otherwise through any media including websites, portals ete.

About CRISIL Limited

CRISIL is a leading agile and innovative, global analytics company driven by its mission of making marksts function better. We
are India’s foremost provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of
innovation and global footprint sets us apart. We have delivered independent opinions, actionable insights, and efficient solutions
to over 1,00,000 customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics
and data to the capital and commodity markets worldwide.

For more information, visit www.crisil.com
Connect with us: TWITTER | LINKEDIN | YOUTUBE | EACEBOOK

About CRISIL Ratings

CRISIL Ratings is part of CRISIL Limited (“CRISIL"). We pioneered the concept of credit rating in India in 1987. CRISIL is
registered in India as a credit rating agency with the Securities and Exchange Board of India (*SEBI"). With a tradition of
independence, analytical rigour and innovation, CRISIL sets the standards in the credit rating business. We rate the entire range
of debt instruments, such as, bank loans, certificates of deposit, commercial paper, non-convertible / convertible / partially
convertible bonds and debentures, perpetual bonds, bank hybrid capital instruments, asset-backed and mortgage-backed
securities, partial guarantees and other structured debt instruments. We have rated over 24,500 large and mid-scale corporates
and financial institutions. CRISIL has also instituted several innovations in India in the rating business, including rating municipal
bonds, partially guaranteed instruments and microfinance institutions. We also pioneered a globally unique rating service for
Micro, Small and Medium Enterprises (MSMEs) and significantly extended the accessibility to rating services to a wider market.
Over 1,10,000 MSMESs have been rated by us.

CRISIL PRIVACY

CRISIL respects your privacy. We may use your contact Information, such as your name, address, and emall Id to fulfil your request and service your
account and to provide you with additional Information from CRISIL.For further Information on CRISIL’s privacy pollcy pleass visit www.crisil.com.

DISCLAIMER

This disclaimer forms part of and applies to each credit rating report and/or credit rating rationale that we provide (each a “Report”). For the avoidance of doubt, the
term “Report” Includes the Information, ratings and other content forming part of the Report. The Report Is Intended for the Jurisdiction of Indla only. This Report doss
not constitute an offer of services. Without limiting the generality of the foregolng, nothing In the Report Is to be construsd as CRISIL providing or Infending to provide
any services In jurisdictions where CRISIL doss not have the necessary licenses and/or reglstration to carry out Its business activitles referred to above. Access or
use of this Report does not create a cllent relationship between CRISIL and the user.

We are not aware that any user Intands to rely on the Report or of the manner In which a user Intends to use the Raport. In preparing our Report we have not taken
Intc conslderation the objectives or partlcular needs of any particular user. It Is made abundantly clear that the Report Is not Intended fo and does not constitute an
Invesiment advica. The Report Is not an offer to sell or an offer to purchase or subscriba for any Investment In any securlties, Instrumaents, facllities or sollcitation of
any kind or otherwise enter into any deal or fransaction with the antity to which the Report pertains. The Report should not be the sole or primary basis for any
invastment decision within the meaning of any law or regulation (including the laws and regulations applicable in the US).

Ratings from CRISIL Rating are statements of opinion as of the date they are expressed and not statements of fact or recommendations to purchase, hold, or sell any
securities f instruments or to make any investment decisions. Any opinions expressed here are in good faith, are subject to change without notice, and are only
current as of the slated date of their issue. CRISIL assumes no obligation to update its opinions following publication in any form or format although CRISIL may
disseminate ite opinions and analysis. CRISIL rating contained in the Report is not a substitute for the skill, judgment and experience of the user, ils management,
employees, advisors and/or clients when making investmant or cther business dacisions. The recipients of the Report should rely on their own judgment and take
thelr own professional advice before acting on the Report In any way.CRISIL or lts assoclates may have other commercial transactions with the companyfentity.

Nelther CRISIL nor Hts affillates, third party providers, as well as thelr directors, officers, shareholders, employess or agents (collectively, “CRISIL Partles”) guarantee
the accuracy, completenass or adequacy of the Report, and no CRISIL Party shall have any llablllty for any erors, omissions, or Interruptions thereln, regardiess of
the cause, or for the results obtalned from the use of any part of the Report. EACH CRISIL PARTY DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE
OR USE. In no event shall any CRISIL Party be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fess, or losses (including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of any part
of the Report even if advised of the passibility of such damages.

CRISIL Ratings may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of the instruments, facilities,
securities or from obligors. CRISIL's public ratings and analysis as are required to be disclosed under the regulations of the Securities and Exchange Board of India
(and other applicable regulations, if any) are made available on its web sites, www.crizil.com (free of charge). Reports with more detail and additional information may
be available for subscription at a fee — more details about CRISIL ratings are available here: www.crsliratings.com.

CRISIL and its affiliates do not act as a fiduciary. While CRISIL has obtained information from sources it believes to be reliable, CRISIL does not perform an audit and
undertakes no duty of due diligence or Independent varification of any Information It recelves and / or relies In Its Reports. CRISIL keeps certaln activitles of Its
business units separate from each other In order to praserve the Independence and objectivity of the respective activity. As a result, certain business units of CRISIL
may have Information that Is not avallable to other CRISIL business units. CRISIL has established policles and procadures to maintain the confldentiality of certain
non-public Information recelved In connection with each analytical process. CRISIL has In place a ratings code of conduct and policles for analytical firewalls and for
managing conflict of intarest. For details please refer to: https://www.crisil.com/en/home/our-businesses/ratings/regulatory-disclogures/highlighted-policies.htmi

CRISIL's rating criteria are generally available without charge to the public on the CRISIL public web site, www.crisil.com. For latest rating information on any
instrument of any company rated by CRISIL you may contact CRISIL RATING DESK at CRISILratingdesk@crisil.com, or at (0091) 1800 267 1301.

This Report should not be reproduced or redistributed to any other persen or in any form without a prior written consent of CRISIL.
All rights reserved @ CRISIL
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