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Rating Rationale
Acuité has reaffirmed its long-term rating of ‘ACUITE BB+’ (read as ACUITE double B plus)
and the short-term rating of ‘ACUITE A4+’ (read as ACUITE A four plus) on the Rs.34 Cr.
bank facilities of Star Exports (SE). The outlook is ‘Stable’.

Rationale for rating reaffirmation

The rating reaffirmation takes into consideration the improvement recorded in SE's operating
performance in FY2023 marked by growth in revenues and profitability margins. The revenue
of the firm stood at Rs.113.52 Crin FY2023 as against Rs.93.28 Crin FY2022, reporting a growth
of ~21.69 percent in FY2023. The operating margin improved and stood at ~8.19 percent in
FY2023 as against ~5.03 percent in FY2022. Further, the firm's financial risk profile continues to
remain moderate with moderate net worth, gearing levels and comfortable debt protection
metrics. The rating also factors in the experienced management along with its long frack
record of operations.

The rating, however, remains constrained due to its intensive nature of working capital
operations, presence in highly competitive and fragmented industry and risks associated with
withdrawal of capital by partners.

About the Company

Tamil Nadu based Star Exports (SE) is a partnership firm established in the year 1999 by Mr.
Sarfraz Ahmed. The firm is engaged in processing and exporting of finished leather. The firm
procures the semi-finished leather from its suppliers and processed leather is sold to its
customers. Star Exports has 3 Tannery Units, 2 Units situated in Chennai and one at
Ranipet. On average basis, ~50- 60% of the products are exported and balance for Local
consumption. The local sales are catering to export oriented units. The firm exports to
countries like Bangladesh, Poland, Italy, British, China, etc.

Unsupported Rating
None

Analytical Approach
Acuité has taken a standalone view of the business and financial risk profile of Star Exports
(SE) to arrive at the rating.

Key Rating Drivers
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Strengths
Experienced management and long track record of operations
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The firm established in 1999, is involved in leather processing industry for more than two
decades. The promoters of the firm are Mr. Sarfraz Ahmed and Mrs. Shabana Ahmed who are
a veteran in the industry with long-standing experience, which lead to steady relations with
customers and suppliers.

Acuité believes that the experience of the management in the industry is likely to favourably
impact the business risk profile of the firm over the near to medium term.

Improvement in operating performance

The revenue of the firm increased by ~21.69 percent and stood at Rs.113.52 crore in FY2023
compared to revenue of Rs.93.28 crore in FY2022. The operating profit margin of the firm
improved in FY2023 and stood at 8.19 percent as against 5.03 percent in FY2022. The
improvement in operating margins is due to less dependency on the job works, increase in the
capacity utilization, and decrease in the administrative cost. The capacity uftilisation by the
firm stands at ~61.96 percent in FY2023 as compared to ~56.50 percent in FY2022. The PAT
margin improved and stood at 5.19 percent in FY2023 compared to 2.37 percent in FY2022.
Further, the firm reported revenue of Rs.96.00 Cr in YMFY2024 and expected to achieve
turnover of Rs.120-140 Crin FY2024 with similar profitability levels.

Acuité believes that the firm will sustain the growth in the operating performance over the
near to medium term.

Moderate financial risk profile

Star exports financial risk profile is moderate with improving net worth, moderate gearing
ratios and comfortable debt protection metrics. The tangible net worth of firm stood at
Rs.28.59 crore as on 31 March 2023 as against Rs.22.85 crore as on 31 March 2022. The increase
in the tangible net worth is due to accretion of profits to reserves. The gearing level of the firm
improved and stood at 2.36 times as on 31 March 2023 as against 2.80 times as on 31 March
2022. The Debt/EBITDA improved, however stood high at 6.93 times as on 31 March 2023 as
against 11.06 times as on 31 March 2022. The total debt of the firm comprised of long term
debt of Rs.3.22 crore, unsecured loans of Rs.40.76 crores, short term debt of Rs.22.32 crore and
current maturities of long term debt of Rs.1.13 Cr as on 31 March 2023. The short term debt
consists of Cash credit, packing credit as well as bills discounting. The unsecured loans are
provided by the sister concern of the firm. Hence, the adjusted gearing and debt/EBITDA of
the firm excluding the unsecured loans stood low at 0.93 times and 2.74 times respectively for
FY2023. The TOL/TNW moderately improved stood at 3.16 times as on 31 March 2023 as
against 3.90 times as on 31 March 2022. The coverage ratios of the company remained
comfortable with Interest Coverage Ratio (ICR) of 5.69 times for FY2023 against 3.74 times for
FY2022. The Debt Service Coverage Ratio (DSCR) stood at 3.42 times for FY2023 against 3.42
times for FY2021.

Acuité believes that the financial risk profile of the firm will remain moderate over the medium
term.

Weaknesses

Working capital intensive operations

The firm's operations are working capital intensive as evident from high Gross Current Asset
(GCA) of 220 days as on March 31, 2023 as against 260 days as on March 31, 2022. The
inventory levels improved significantly in FY2023, however still stood high at 129 days as on 31
March 2023 as compared against 222 days as on 31 March 2022. The raw materials are
obtained at lower prices during the slaughtering season which is in June, July and August.
Hence the firm procures it at those lower prices and holds inventory for a period of average 3-
4 months. The debtor days moderated and stood at 54 days as on 31 March 2023 as
compared to43 days as on 31 March 2022. Mostly the payments are received in advance.
Average credit period allowed to the customers is around 45-50 days for the export
customers. Export sales are also covered by irrevocable letter of credit ranging from 60-90
days and includes advance payment. Local Sales, is ~30% by bank payment and credit
extended for 60-90 days. The creditor days of the firm stood af 112 days as on 31 March 2023
as against 143 days as on 31 March 2022. The average credit period received from the
suppliers is around 80-100 days. Further, the working capital limits have been moderately
utilised at around ~81.20 percent in the last seven months ended October 2023.

Acuité believes that the improvement working capital management will remain in a key
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rating sensitivity over the medium term,

Highly competitive and fragmented industry

The leather and leather products industry in India is highly fragmented with the presence of
numerous small scale players catering to both the domestic and overseas demand, leading
to intense competition.

Risks of withdrawal of capital by partners
SE was established as a partnership firmin 1999. Any substantial withdrawal of capital by the
partners is likely to have an adverse impact on the capital structure of the firm.

Rating Sensitivities

« Growth in revenue with sustainability of the profitability margins.

« Any deterioration of its financial risk profile and liquidity position.

« Any elongation of the working capital cycle leading to deterioration in debt protection
metrics.

Liquidity: Adequate

Star exports has an adequate liquidity position marked by adequate net cash accruals
against its maturing debt obligations. The company generated cash accruals of Rs.7.94 crore
in FY2023 compared against maturing debt obligations of Rs.1.11 crore over the same period.
The cash accruals of the firm are estimated to remain in the range of Rs.7-53 - 9.57 crore
during 2024-26- period while its matured debt obligations are estimated to be in the range of
Rs.1.13 -1.07 crore during the same period. The firm’s reliance on working capital borrowings is
on a moderate levels marked by average utilization of working capital limits of ~81.20 percent
during the last seven months’ period ended October 2023. The firm maintains unencumbered
cash and bank balances of Rs.4.77 crore as on March 31, 2023 and the current ratio also
stood moderate at 1.69 times as on March 31, 2023.

Outlook: Stable

Acuité believes that SE will maintain a ‘Stable’ outlook over the medium term owing to its
experienced management and long track record of operations. The outlook may be revised
to 'Positive’ if the firm demonstrates substantial and sustained growth in its revenues from the
current levels while maintaining its margins. Conversely, the outlook may be revised to
'Negative'in case the firm registers lower than expected growth in revenues and profitability
or deterioration in its working capital management or larger-than-expected debt-funded
capex leading to deterioration in its financial risk profile and liquidity.

Other Factors affecting Rating
None
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Key Financials

Particulars Unit | FY 23 (Actual) FY 22 (Actual)
Operating Income Rs. Cr. 113.52 93.28
PAT Rs. Cr. 5.89 2.21
PAT Margin (%) 5.19 2.37
Total Debt/Tangible Net Worth Times 2.36 2.80
PBDIT/Interest Times 5.69 3.74

Status of non-cooperation with previous CRA (if applicable)

Not applicable

Any other information
None

Applicable Criteria

* Default Recognition :- https://www.acuite.in/view-rating-criteria-52.htm

* Entities In Manufacturing Sector:- https://www.acuite.in/view-rating-criteria-59.htm
* Application Of Financial Ratios And Adjustments: https://www.acuite.in/view-rating-criterio-

53.htm

Note on complexity levels of the rated instrument

In order to inform the investors about complexity of instruments, Acuité has categorized such
instruments in three levels: Simple, Complex and Highly Complex. Acuite's categorisation of
the instruments across the three categories is based on factors like variability of the returns to
the investors, uncertainty in cash flow patterns, number of counterparties and general
understanding of the instrument by the market. It has to be understood that complexity is
different from credit risk and even an instrument categorized as 'Simple' can carry high levels
of risk. For more details, please refer Rating Criteria "Complexity Level Of Financial

Instruments” on www.acuite.in.
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Rating History

Name of Amount (Rs. .
Date Instruments/Facilities Term Cr) Rating/Outlook
. . Long ACUITE BB+ | Stable
Working Capital Term Loan Term 3.50 (Reaffirmed)
Bills Discounting ?Q?rﬂ 6.00 ACUITE A4+ (Reaffirmed)
2%)2? Packing Credit aoon 2000 | ACUITE Ad+ (Reaffimed)
Letter of Credit ?grorg 3.00 ACUITE A4+ (Reaffirmed)
. Long ACUITE BB+ | Stable
Cash Credif Term 1.50 (Reaffirmed)
Letter of Credit ?grorg 0.75 ACUITE A4+ (Reaffirmed)
. . Lon ACUITE BB+ | Stable
Working Capital Term Loan Terrﬁ 3.50 (Assign|ed)
03 Aug Packing Credit ?grorg 18.50 ACUITE A4+ (Reaffirmed)
2021 . Long ACUITE BB+ | Stable
Cash Credif Term 1.50 (Reaffirmed)
N Long ACUITE BB+ | Stable
Proposed Bank Facility Term 3.75 (Reaffrmed)
Bills Discounting aoon 600 | ACUITE Ad+ (Reaffimed)
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Annexure - Details of instruments rated

Lender’s Date Of |[Coupon |Maturity [Complexity |Quantum .
Name ISIN | Facilities Issuance| Rate | Date Level |(Rs.Cr.) Rafing
; Noft
Union . Not avl.| Not avl. ACUITE
Bankof | Y-/ | Blis. NOTAVLI/Not | /Not | simple | 600 | Ad+ |
India appl 9 PPl appl. | appl. Reaffirmed
Union (L\\IAOT/ Not avl. / Not avl.| Not avl. AB(B:E”E
Bankof | N/ cash Creaif N AT AV 11 /Not | /Not | Simple | 1.50 |
India © ot appl. appl appl Stable |
appl. ' ' Reaffrmed
; Not
Union Not avl.| Not avl. ACUITE
Bankof | Y-/ | Lelterot HOtavl /7 /Not | /Not | sSimple | 3.00 | Ad+ |
India appl PPl appl. | appl. Reaffirmed
union | 1 Nof aul./|Not avL. [ Not avi ACUITE
Bank of Not PC/PCFC Not aopl /Not | /Not | Simple 20.00 | A4+ |
India appl PPl appl. | appl. Reaffirmed
: Not : ACUITE
union | g/ | Morking lyot gy, \NOT OV 31 Dec | BB+ |
ank of Capital / Noft Simple 3.50
india Not TermLoan Not appl. aool 2026 Stable |
appl. PPl Reaffirmed
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About Acuité Ratings & Research

Acuité is a full-service Credit Rating Agency registered with the Securities & Exchange Board
of India (SEBI). The company received RBI Accreditation as an External Credit Assessment
Institution (ECAI) for Bank Loan Ratfings under BASEL-Il norms in the year 2012. Acuité has
assigned ratings to various securities, debt instruments and bank facilities of entities spread
across the country and across a wide cross section of industries. It has its Registered and
Head Office in Kanjurmarg, Mumbai.

Disclaimer: An Acuité 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.
Ratings assigned by Acuité 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 frue, Acuité, in particular, makes no representation or
warranty, expressed or implied with respect to the adequacy, accuracy or completeness of
the information relied upon. Acuité 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 ifs ratings. Ratings assigned by Acuité are subject to a
process of surveillance which may lead to a revision in rafings as and when the circumstances
so warrant. Please visit our website (www.acuite.in) for the latest information on any
insfrument rated by Acuité. Please visit hitps://www.acuite.in/fags.htm to refer FAQs on
Credit Rating.
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