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Rating Rationale

SMERA has downgraded the long term rating assigned to the Rs. 24.50 crore long term bank facilities of
Indian Clothing League Private Limited (ICL) from SMERA BBB- (read as SMERA triple B minus) to
SMERA BB+ (read as SMERA double B plus). The outlook is ‘Stable’

ICL is engaged in the manufacturing and retailing of readymade garments for kids under the brand name
‘612 Ivy League’ and ‘Baby League’ for children.

The rating downgrade factors in the continued decline in profitability margins coupled with increase in
gross current assets days of the company. SMERA believes that the highly competitive nature of the
clothing and apparel industry will continue to weigh down on the profitability margins and working
capital cycle of ICL. The persistent decline in profit margins also resulted in lower than expected debt
protection.

List of Key Rating Drivers and their detailed description

Strengths:

Infusion of Private Equity Capital: ICL is expected to continue to benefit from its ability to mobilise
funds from private equity players. The company raised Rs. 25 cr from ASK Pravi Private Equity in
FY2016 in the form of cumulative optionally convertible preference shares. The networth of the
company increased to Rs. 56.79 cr on 31 March, 2016 as compared to Rs. 31.51 cr on 31 March, 2015.

Sustained growth in operating income: The rating also draws comfort from ICL’s ability to maintain
sustained growth in its operating income by leveraging its well diversified distribution network across
the country. As on 31 August, 2015, ICL reported 554 Points of Sale across the country while its
operating income increased to Rs. 83.82 cr in FY2016 from Rs. 69.89 cr in FY2015.

Weaknesses:

Continued deterioration in profitability: The rating downgrade is driven by the decrease in
profitability margins on account of higher discount given by the company in FY2016 as compared to
FY2015. Consequently, the gross profit margin declined to 4.62 per cent in FY2016 from 5.72 per cent in
FY2015.

SMERA believes that the highly competitive nature of the clothing and apparel industry will continue to
weigh down on the profitability margins and working capital cycle of ICL. The persistent decline in profit
margins also resulted in lower than expected debt protection The interest coverage ratio declined to
1.47 times in FY2016 as compared to 1.91 times in FY2015.

Increase in gross current asset days: SMERA also takes note of the headwinds faced by the company
in managing its working capital requirements on account of the muted offtake in the clothing and
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apparel industry. The inventory days of the company increased to 198 days in FY2016 from 162 days in
FY2015 resulting in an increase in Gross Current Asset (GCA) days to 346 days in FY2016 as compared
to 299 days in FY2015. SMERA believes that improvement in its overall working capital cycle will
remain a key credit monitorable.

Analytical approach: SMERA has taken a standalone view of the above entity

Applicable Criteria
e Manufacturing Entities - https://www.smera.in/criteria-manufacturing.htm

e Application of Financial Ratios and Adjustments: https://www.smera.in/criteria-fin-ratios.htm

e Default Recognition: https://www.smera.in/criteria-default.htm

Outlook: Stable

SMERA believes ICL will maintain a ‘Stable’ outlook on account of its experienced management and
sound capital structure. The outlook may be revised to ‘Positive’, in case of improvement in profitability
indicators, without stretching its working capital cycle. Conversely, the outlook may be revised to
‘Negative’, in case of further deterioration in profitability indicators and/or substantial increase in
gearing.

About the Rated Entity

ICL is engaged in the manufacturing and retailing of readymade garments for kids under the brand name
‘612 Ivy League’ and ‘Baby League’ for children. The company has two manufacturing facilities at
Ludhiana, Punjab, with installed capacity of 1,75,000 pieces per month (PPM).

The company reported net profit of Rs.0.22 cr on operating income of Rs.83.82 cr in FY2015-16, as
compared with profit after tax (PAT) of Rs.0.91 cr on operating income of Rs.69.89 cr in FY2014-15.

Status of non-cooperation with previous CRA (if applicable): Not Applicable

Any other information: N.A.
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Rating History for the last three years:

Name of FY2017 FY2016 FY2015 FY2014
Instrument Amount Rating with
/Facilities Scale (Rs. Date Rating Date Rating Date Rating
Outlook
Crore)
SMERA SMERA BBB-
BB+/Stable 6 Oct /Stable 4 SMERA 6 Jan SMERA
Cash Credit LT 24.50 (Downgraded 2015’ (Upgraded Nov, | BB+/Positive 2014' BB+/Stable
from SMERA from SMERA | 2014 | (Reaffirmed) (Assigned)
BBB-/Stable) BB+/Positive)
4 SMERA 6 Jan SMERA
Term Loan LT - - - Nov, | BB+/Positive 2014' BB+/Stable
2014 | (Reaffirmed) (Assigned)
Inland Letter of ST i i i Ngv SMERA A4+ 6Jan, | SMERA A4+
Credit ' | (Reaffirmed) | 2014 | (Assigned)
2014
*Annexure - Details of instruments rated:
Name of the | Date of Coupon Rate | Maturity | Size of the Ratings/
Facilities Issuance Date Issue Outlook
(Rs. Cr)
SMERA BB+ /Stable
Cash Credit N.A N.A N.A Rs. 24.50 cr | (Downgraded from
SMERA BBB-/Stable)

Note on complexity levels of the rated instrument:

https://www.smera.in/criteria-complexity-levels.htm
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ABOUT SMERA

SMERA Ratings Limited is a joint initiative of SIDBI, Dun & Bradstreet Information Services India Private Limited
(D&B) and leading public and private sector banks in India. SMERA is registered with SEBI as a Credit Rating
Agency and accredited by Reserve Bank of India. For more details, please visit www.smera.in.

Disclaimer: A SMERA 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. SMERA ratings 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 true, SMERA, in particular, makes no
representation or warranty, expressed or implied with respect to the adequacy, accuracy or completeness of the information relied
upon. SMERA 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 its ratings. SMERA ratings 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.smera.in) for the latest information on any instrument rated by SMERA.
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