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Summary of rated instruments

Instrument* Rated Amount Rating Action
(in crore)

Term Loans 20 (earlier 75) [ICRA] A (stable) reaffirmed

Fund-based Limits 350 (earlier 295) [ICRA] A (stable) reaffirmed

* Instrument details are provided in Annexure |

Rating action

ICRA has reaffirmed the long-term rating of [ICRA]JA (pronounced ICRA A)' for Rs. 370-crore? term
loans and fund-based limits of Mirza International Limited (MIL). The outlook on long-term rating is
Stable.

Rationale

The re-affirmation of MIL’s rating takes into account its experienced promoters; its integrated
manufacturing operations which increase its cost competitiveness and its established market position as
one of the leading footwear exporters in India. The rating also derives comfort from the healthy growth in
MIL’s domestic turnover during the last two years mainly driven by increase in sales of products under
the in-house “Red Tape” brand. Furthermore, with decline in debt level & interest expense in FY2017
along with the increase in cash flow from operations, MIL’s debt protection indicators have improved -
interest coverage ratio increased from 5.40 times in FY2016 to 6.19 times in FY2017, Total
debt/OPBIDTA improved from 2.27 times as on March 31, 2016 to 2.09 times as on March 31, 2017
while gearing levels declined from 0.88 times to 0.68 times during the same period. Further, ICRA notes
that post incurring substantial debt funded capital expenditure over the last three years, MIL has limited
capital expenditure plans going forward and its annual cash accruals from operations are expected to
remain comfortable to service the overall debt obligations in a timely manner.

The rating is however constrained due to decline in MIL’s export revenues during FY2017 mainly on
account of weak demand from its customers in the European region and referendum in United Kingdom
(MIL’s largest export destination) to withdraw from the European Union, which led to sharp depreciation
in Great Britain Pound (GBP). The rating also factors in restriction on slaughter of cattle and closure of
multiple slaughter houses and tanneries in Uttar Pradesh, which impacted the availability of raw material;
high competitive intensity in the leather footwear industry, geographic concentration in MIL’s revenue,
its large working capital requirements and vulnerability of its profits to adverse movements in exchange
rates, raw material prices and changes in duty drawback rates. Going forward, MIL’s ability to grow its
sales turnover while managing its working capital intensity as well as capital structure will be the key
rating sensitivities.

! For complete rating scale and definitions, please refer to ICRA's website www.icra.in or other ICRA Rating
Publications
2100 lakh = 1 crore = 10 million
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Key rating drivers

Credit strengths

Experienced promoters with long track record in the leather footwear business - Mirza
International Limited (MIL) was incorporated in 1979 as a private limited company. Initially the
operations of the company were limited to manufacture and sale of processed leather through its own
tannery unit in Kanpur (Uttar Pradesh). However in 1990, MIL established an integrated shoe factory
at Unnao, Kanpur. Currently, the manufacturing capacity is spread across its 5 manufacturing units in
Kanpur and Noida (Uttar Pradesh)

Established position in the export footwear market with diversified and large customer base -
MIL has a customer base of more than 200 clients, including reputed clients like Establisements
Cleon, Debenhams Retail, Bugatti Shoes, Asda (a subsidiary of Wal-Mart), Next, Stead & Simpson,
Shoe Zone, Stylo Battatt Shoes Ltd etc. Company has been doing business over the past many years
and has bagged repeated orders from them reflecting positively on its track record

Established market position in the domestic market under “Red Tape” brand - MIL’s domestic
sales includes sale of finished leather to its vendors and sale of footwear under the Red Tape brand
through its own chain of stores across India and through various retail stores like Shopper’s stop,
Metro shoes, Lifestyle, Reliance retail, Regal shoes, Big bazaar etc. for shoes. Domestic sales
witnessed a healthy growth of 22% in FY2017

100% hedging of export receivables since the past few years — Post FY2011, MIL has changed its
policy related to foreign exchange receivables and it now hedges maximum export receivables and
does not indulge into speculative transactions. At the time of order booking, MIL knows the delivery
schedule of the order and depending on the credit terms with various parties, it books the forward
contracts. It has been following this practice since more than three years and the same is reflected in
the minimal profit/ loss reported by the company on account of foreign currency fluctuations
Improvement in debt protection indicators in FY2017 on the back of steady internal cash
generation and reduced leverage- With decline in long term debt levels & interest expense in
FY2017 along with the improvement in cash flow from operations, MIL’s debt protection indicators
have improved -interest coverage ratio increased from 5.40 times in FY2016 to 6.19 times in FY2017,
Net Cash Accruals/ Total Debt increased from 25% in FY2016 to 26% in FY2017 and gearing levels
declined from 0.88 times in FY2016 to 0.68 times in FY2017

Credit weaknesses

De-growth of 5% in export sales during FY2017- Following weak demand from the customers in
MIL’s largest export market, United Kingdom (UK), due to UK’s vote on exiting European Union
and consequent sharp decline in value of Great Britain Pound (GBP), the company’s exports have
declined by 5% in FY2017

High working capital intensity of operations — MIL’s working capital intensity has consistently
remained elevated, hovering around 53% in the last two years, due to significant investments made in
inventory and receivables. The high working capital intensity necessitates large working capital
borrowings to run the operations

Regulatory changes led to decline in profits - Restriction on slaughter of cattle and closure of
multiple slaughter houses and tanneries in Uttar Pradesh impacted the availability of raw material
Continuing sluggish economic growth in the European countries- ~75% of the exports sales of
MIL are coming from European continent, which is witnessing sluggish economic growth, that has
led to two consecutive years of decline in exports

Vulnerability of profits to adverse movements in exchange rate, raw material prices and export
incentives — MIL is a manufacturer of leather and leather products and the operations are dependent
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on procuring quality animal skins at competitive prices. Also, as an exporter, MIL enjoys export
incentives and interest subvention under various schemes run by Government of India (Gol). Any
adverse change in raw material availability/ prices or in GoI’s regulations may impact company’s
profitability. However, the company is currently hedging 100% of its export receivables which
mitigates the currency fluctuation risk

= High Competition Intensity - Leather industry is characterised by high competition intensity due to
presence of large number of small to medium sized players owing to low entry barriers. This limits
the pricing power of all players in the industry

Analytical approach
For arriving at the ratings, ICRA has applied its rating methodologies as indicated below.

Link to the applicable criteria
Corporate Credit Rating Methodology
Rating Methodology for Entities in the Footwear Industry

About the company

Mirza International Limited (MIL) was incorporated in 1979 as a private limited company promoted by
Mr. Irshad Mirza and his son Mr. Rashid Mirza. Initially the operations of the company were limited to
manufacture and sale of processed leather through its own tannery unit in Kanpur. However in 1990, MIL
established an integrated shoe factory at Unnao, Kanpur. Currently, the company has a manufacturing
capacity of 54 lakh pairs per annum, which is spread across its 5 manufacturing units in Kanpur and
Noida. Besides the above manufacturing capacities, the company also outsources the production of
footwear to other vendors, which exclusively cater to manufacturing footwear for Mirza International.
The promoters together hold 64.8% stake in the company.

Key Financial Indicators (Audited)

FY2016 FY2017
Operating Income (Rs. crore) 918.35 935.67
PAT (Rs. crore) 51.17 71.18
OPBDIT/ Ol (%) 15% 17%
RoCE (%) 18% 16%
Total Debt/ TNW (times) 0.88 0.67
Total Debt/ OPBDIT (times) 2.27 2.09
Interest coverage (times) 5.40 6.19
NWC/ Ol (%) 53% 53%

Ol: Operating Income; PAT: Profit after Tax; OPBDIT: Operating Profit before Depreciation, Interest,
Taxes and Amortisation; ROCE: PBIT/Avg (Total Debt + Tangible Net-Worth + Deferred Tax Liability -
Capital Work - in Progress); NWC: Net Working Capital

Status of non-cooperation with previous CRA: Not applicable


https://www.icra.in/Rating/ShowMethodologyReport/?id=464&Title=Corporate%20Credit%20Rating%20Methodology&Report=Corporate%20Credit%20Rating,%20Methodology,%20Mar%202017.pdf
https://www.icra.in/Rating/ShowMethodologyReport/?id=356&Title=Footwear%20Industry&Report=Footwear,%20Rating%20Methodology,%20Dec%202016.pdf
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Rating history for the last three years

Table
S. | Instrument Current Rating (FY2018) Chronology of Rating History for the past 3 years
No
Type | Amount Date & Date & Date & Date & Date &
Rated Rating Rating Rating Rating Rating
(Rs. assigned in | assigned in | assigned in | assigned in

Crore) FY2017 FY2016 FY2015 FY2015
Aug-17 Aug-16 Jul-15 Oct-14 Jul-14

1 | TermLoans | Long | 20 [ICRAJA [ICRAJA [ICRAJA [ICRAJA [ICRAJA
Term (stable) (stable) (stable) (stable) (stable)

2 | Fund-based | Long | 350 [ICRA]JA [ICRA]JA [ICRA]A [ICRA]JA [ICRA]JA
Limits Term (stable) (stable) (stable) (stable) (stable)

Note on complexity levels of the rated instrument

ICRA has classified various instruments based on their complexity as "Simple"”, "Complex" and "Highly
Complex". The classification of instruments according to their complexity levels is available on the
website www.icra.in



http://www.icra.in/
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Annexure-1
Instrument Details

Instrument Date of Issuance/ | Coupon | Maturity | Amount Rated/ | Current Rating
Sanction Rate Outstanding and Outlook
(Rs crore)
Term Loan - - 25.02.2020 | 20.00 [ICRA]A (stable)
Fund-based Limits - -- - 350.00 [ICRA]A (stable)

Source: Mirza International Limited
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Contact Details

Analyst Contact:

Mr. K. Ravichandran, Mr. Shubham Jain
+91-44-45964301 +91-124-4545306
ravichandran@icraindia.com shubhamj@icraindia.com

Mr. Kapil Banga
+91-124-4545391
Kapil.banga@icraindia.com

Relationship Contact:
Jayanta Chatterjee (+91-80-4332 6401)
jayantac@icraindia.com

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

© Copyright, 2017, ICRA Limited. All Rights Reserved
Contents may be used freely with due acknowledgement to ICRA

ICRA ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. ICRA ratings are subject to
a process of surveillance, which may lead to revision in ratings. An ICRA rating is a symbolic indicator of ICRA’s current
opinion on the relative capability of the issuer concerned to timely service debts and obligations, with reference to the instrument
rated. Please visit our website www.icra.in or contact any ICRA office for the latest information on ICRA ratings outstanding.
All information contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable, including
the rated issuer. ICRA however has not conducted any audit of the rated issuer or of the information provided by it. While
reasonable care has been taken to ensure that the information herein is true, such information is provided ‘as is’ without any
warranty of any kind, and ICRA in particular, makes no representation or warranty, express or implied, as to the accuracy,
timeliness or completeness of any such information. Also, ICRA or any of its group companies may have provided services other
than rating to the issuer rated. All information contained herein must be construed solely as statements of opinion, and ICRA
shall not be liable for any losses incurred by users from any use of this publication or its contents.
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