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Details of instruments in Annexure-1

Detailed Rationale & Key Rating Drivers

The rating assigned to the proposed bank facilities of Arvind Fashions Limited (AFL) derive strength from AFL being part of
the Ahmedabad based ‘Arvind’ group along with track record of the group in apparel brands and retail business over last
one decade, strong brand portfolio of various owned and licensed international brands, its pan-India retail presence
across multiple sales channel and diversified revenue mix though concentrated in men’s wear. The ratings also derive
comfort from its strong financial flexibility marked by augmented net worth base along with planned listing of equity
shares of AFL post its demerger from Arvind Ltd (rated CARE AA; Stable/ CARE A1+) and steady growth in scale of
operations of the brands and retail business. The rating further factors strong performance of its ‘power brand’ with
healthy profitability which is driving the overall financial performance of AFL.

The ratings of AFL are, however, constrained on account of the operating losses in growth brands, specialty retail and
‘Unlimited’ segment resulting in its moderate profitability. The ratings are further constrained by increased working
capital intensity of its operations as reflected in elongation of its debtors level during FY18, moderate debt coverage
indicators and its presence in a highly competitive fashion retail industry, susceptibility of its operations to downturn in
the economic cycle and requirement of cash outlay for expanding its retail presence. Furthermore, its moderate
profitability and increasing working capital intensity has resulted in relatively moderate operating ROCE as compared to
many of its established peers. Nevertheless, CARE ratings take cognizance of various management initiatives for further
increasing market penetration of power brands, adding retail space of Unlimited at strategic locations while closing down
of loss making stores and rationalize working capital levels. As articulated by AFL’s management, all its brand categories
are expected to report positive PBILDT in the near term aided by turnaround of operations of specialty retail and
‘Unlimited’ segments and stabilization of operations post exceptional transitory impact of GST. Going forward,
fructification of management’s various initiatives leading to improvement in its profitability margins (PBILDT), debt
coverage indicators and operating ROCE shall be the key rating sensitivities. Ability of AFL to achieve envisaged growth in
scale of operations within envisaged capital outlay and ensure sustained profitable operations of its various brand
categories shall be a key rating monitorable.

Detailed description of the key rating drivers

Key Rating Strengths

Part of Ahmedabad based Arvind Group

AFL is a part of the Ahmedabad based Arvind group which was founded by Late Mr. Kasturbhai Lalbhai in 1931. The group
is a diversified conglomerate having presence in textile, apparel retailing, engineering, assembling and installation of
water treatment plants and real estate business. Arvind Ltd, the flagship company of the group, is one of India’s leading
vertically integrated textile companies having presence of more than eight decades in the industry. Currently, AFL is a
90% subsidiary of Arvind Ltd and there is active involvement of Mr. Sanjay Lalbhai — Chairman and Managing Director
(CMD) of Arvind Ltd and Mr. Kulin Lalbhai (Executive Director of Arvind Ltd) in its operations. Balance 10% stake in AFL is
held by Multiples Private Equity Fund. Mr. Suresh Jayraman (Managing Director and Chief Executive Officer (CEQO)) and
Mr. Jayesh Shah (Executive Director and Group Chief Financial Officer) are also involved in the strategic decision making
of the company. Further, AFL’s board comprises of eminent industry experts such as Ms.Renuka Ramnath and Ms.Nithya
Easwaran. The management team of AFL is ably supported by experienced professionals having vast experience in the
retail industry.

Strong brand portfolio of own and international brands
AFL has a strong portfolio of own and licensed international apparel brands. The licenses are for an average period of ten
years. The brand portfolio of AFL is broadly categorized as below:

1Complet‘e definition of the ratings assigned are available at www.careratings.com and other CARE publications
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Category Brands/Description

Power Brands Arrow, Flying Machine, Tommy Hilfiger, U.S. Polo

Growth Brands Aeropostale, Calvin Klein, Ed-Hardy, Elle, Gant, Hanes, Nautica, The Children’s Place

Speciality Retail GAP, Sephora

Unlimited Value retailing (largely sells Arvind’s own brands apart from ‘Flying Machine’ and various other
international brands like Cherokee, Geoffrey Beene, Mossimo, etc

AFL’s brand portfolio is positioned across various price points and fashion styles although dominated towards casual
wear. It also covers various segments like men’s wear, women’s wear, kids wear, inner wear, beauty and accessories;
albeit it is skewed towards men’s wear (~70% of its overall sales in FY18). Going forward, AFL’s management plans to
increase its sales in beauty brand, inner wear and kids wear segment in the medium term so as to improve its
demographic presence.

Strong retail footprint across India and presence across multiple sales channels

AFL has a strong distribution network with 1,297 exclusive brand outlets (EBOs) and 1,660 multi brand outlets (MBOs)
having total retail space of 21.49 lakh square feet (LSF) as on March 31, 2018. AFL’s apparel brands are sold through
multiple sales channels such as its retail store network, through wholesale to MBOs and large departmental stores and
through various online retailers. Sales through retail channel constituted ~54% of AFL’ total sales during FY18.

Strong performance of ‘power’ brands partly offset by operating losses of ‘growth brands’, ‘speciality retail’ and
‘Unlimited’

AFL’s power brands are mature brands in its portfolio and continue to be the major driver of its revenue and profitability.
During FY18, power brands registered y-o-y sales growth of 14% and contributed 60% of total operating income (TOI).
Higher growth momentum of power brands has led to healthy PBILDT margin thus driving the overall profitability of AFL.
During FY18, net sales from power brand stood at Rs.2,278 crore (FY17: Rs.1,991 crore) with PBILDT margin of Rs.12.50%
(FY17: 11.20%).

Growth brands are the emerging brand in AFL’s portfolio; albeit it incurred losses on account of higher raw material prices
due to change in the import duty structure during FY18. Speciality retail also continued to incur losses; albeit with
curtailment of the losses at PBILDT level during FY18, on account of increase in sale of ‘Sephora’. Further, recent re-
branding exercise of value retailing store from erstwhile ‘Megamart’ to ‘Unlimited’ and closure of certain loss making
stores has resulted in ‘Unlimited’ registering a healthy y-o-y growth of 16% during FY18 coupled with curtailment of its
losses. These three segments together contributed ~40% of TOI of AFL during FY18 with net sales of Rs.1,508 crore (FY17:
Rs.1,321 crore) and PBILDT margin of -1.60% (FY17: -4.00%). Going forward, sustained turnaround of Growth brands,
Speciality retail and Unlimited within stipulated time frame will be crucial for improving overall profitability.

Steady growth in the scale of operations; albeit with moderate profitability

Total operating income (TOI) of brands and retail business has increased steadily registering healthy CAGR of 22% over
the past five years ended March 31, 2018 on account of sustained growth momentum in power brands and addition of
new brands in growth brands and specialty retail.

In line with the increase in scale of operations, the PBILDT margin of AFL improved to 6.54% during FY18. Despite increase
the PBILDT margin remained moderate on account of the relative under-performance of its other segments except power
brands. Further, PBILDT margins were also impacted during FY18 on account of the one-time impact of Rs.21.00 crore due
to GST implementation. Adjusting for the one-time impact of GST, the PBILDT margin of the company stood at 7.10%
during FY18. Going forward, the ability of AFL to ensure sustained improvement in its profitability through envisaged
turnaround of its other brand segments while continuing the good performance of its power brand shall remain the key
rating sensitivity.

Strong financial flexibility marked by healthy net worth and large brand portfolio

During FY17, AFL raised Rs.740 crore of equity through dilution of 10% of its equity stake at an enterprise value of
Rs.8,000 crore to Multiples - Private Equity firm. Further, during the year ended March 31, 2018 promoters have infused
additional equity which has resulted in a net worth base of Rs.984.17 crore as on March 31, 2018. The overall gearing
continued to remain moderate at 1.01 times as on March 31, 2018. Financial flexibility of the company is envisaged to
strengthen further post listing of equity shares of AFL. AFL also has flexibility to raise funds through monetization of its
right in own brands/licensed brands in light of strong portfolio of brands.

Key Rating Weaknesses

Moderate debt coverage indicators and relatively low operating ROCE

Debt coverage indicators of the company remained moderate with interest coverage of 2.59 times and total debt to cash
accruals of 8.00 times for the year ended March 31, 2018 on account of moderate profitability and increase in working
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capital intensity. Increased working capital intensity due to inventory holding requirement and elongation in debtors had
led to moderate operating efficiency marked by relatively low operating ROCE of 5.68% during FY18.

Working capital intensive nature of operations

Operations of AFL are working capital intensive due to requirement of large inventory holding in its retail business.
Moreover, working capital borrowing of AFL increased during FY18 on account of elongation in its receivables. Credit
cycle was also affected due to GST implementation, increase in online sales during Q4FY18 and lagging effect of
demonetization. Incremental working capital requirement was funded through increase in bank borrowing, equity
infusion and increase in creditors. AFL’s ability to improve collection efficiency within stipulated time frame will be a key
rating sensitivity.

Requirement of cash outlay for expanding its retail presence

Being in the retail business, AFL has to continuously invest in order to revamp its existing stores as well as for opening of
new stores. However, management has adopted a cautious approach towards opening/closing of stores which has been
reflected from moderate level of capex incurred during past five years. Going forward, generation of envisaged benefits
for completed capex along with lower gestation period of newly opened stores will also be crucial for the overall
performance of the company.

Highly competitive branded apparel retail industry partly offset by good growth prospects of branded apparel business
Increasing urbanization and disposable income augur well for the branded apparel segment’s growth prospects in India.
In any market globally there co-exists top three fast fashion brands. The rationale of customers choosing these brands
includes: Uniglo for better quality, Zara for better designs and H&M for better prices. This is expected to benefit players
like AFL which has license of more than 15 global brands particularly Gap, Gant, Nautica, US Polo, Tommy Hilfiger, etc.
However, apparel retail sector in India is highly competitive with presence of many domestic and international brands as
well as with foray of large corporates like TATA group, Reliance group and Aditya Birla group into apparel retail segment.
Further, AFL also faces tough competition from the established and seasoned players like Shoppers Stop Limited (rated
CARE AA-; Stable/CARE A1l+), Lifestyle International Private Limited, Aditya Birla Fashion and Retail Limited, Future
Lifestyle Fashions Limited (rated CARE AA-; Stable/ CARE Al+), etc. Moreover, large expansion by retailers lead to
pressure on their PBILDT margin as earnings from existing stores do not adequately offset gestation losses from high
proportion of new stores added. Furthermore, business remains susceptible to economic slowdown owing to
discretionary nature of its products.

Analytical approach

CARE has outstanding ratings of CARE AA (SO); Stable/CARE A1+ (SO) for the outstanding bank facilities/debt instruments
of AFL based on the corporate guarantee extended by Arvind Ltd. However, the proposed new facilities rated, does not
have any credit enhancement. Hence, CARE Ratings has analyzed the brands and retail business on a standalone basis (i.e.
by considering consolidated view of AFL).

Applicable Criteria

Criteria on assigning Outlook to Credit Rating
CARE's Policy on Default Recognition

Criteria for Short Term Instruments

Rating Methodology- Organized Retail Companies
Factoring Linkages in Ratings

Financial Ratios-Non Financial Sectors

About the company

AFL was incorporated in January 2016 as Arvind J&M Limited and its name was changed to AFL in October 2016. It is a
part of Ahmedabad based Lalbhai group and is currently a 90% subsidiary of Arvind Ltd with the balance stake being held
by Multiples Private Equity Fund.

Post business structuring undertaken within Arvind group, all the investments in brands and retail businesses which were
previously held by Arvind Brands and Retails Limited (wholly owned subsidiary of Arvind Ltd) have been consolidated
under AFL during FY17. Further, during November 2017, Arvind Ltd announced a scheme of de-merger of its branded
business undertaking, where by it has proposed to de-merge AFL into a separately listed company on the stock exchange.
Shareholders of Arvind Ltd shall become shareholders of AFL post demerger.
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Brief on business activities of AFL and its subsidiaries/joint venture is tabulated below:

Company Name

Business activities

Arvind Fashions Limited (AFL)

Wholesale of licensed brands - (i.e. Arrow and lzod), and own
brand (i.e. Flying Machine)

Arvind
Lifestyle Brands Limited (ALBL)- 100% subsidiary of
AFL

Wholesale and retailing of various international licensed brands
Retailing of Arrow, Izod and Flying Machine
Value retail format stores - ‘Unlimited’

Arvind Beauty Brands Retail Private Limited

(ABBRPL)-100% subsidiary of AFL

Retailing of beauty products under ‘Sephora’

Tommy Hilfiger Arvind Fashion Private Limited*
(THAFPL; rated CARE A+; Stable) - 50% JV between
AFL and PVH Corp, USA

Wholesale and retailing of ‘Tommy Hilfiger’ branded apparels,
accessories

Calvin Klein Arvind Fashion Private Limited
(CKAFPL)* - 50% JV between AFL and PVH Corp, USA

Wholesale and retailing of ‘Calvin Klein’ branded apparels,
accessories

. ) @E Ratings
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*With the amendment in the terms of the JV agreement, both these companies are now consolidated under AFL starting

FY18.

Brief Financials (Rs. Crore) FY18 (12m, A)
Total operating income (TOIl) 3,804
PBILDT 249

PAT 13
Overall Gearing-including acceptances (times) 1.01
Interest coverage (times) 2.59

A: Audited;

Status of non-cooperation with previous CRA: Not applicable
Any other information: Not Applicable

Rating History for last three years: Please refer Annexure-2

Note on complexity levels of the rated instrument: CARE has classified instruments rated by it on the basis of complexity.
This classification is available at www.careratings.com. Investors/market intermediaries/regulators or others are welcome
to write to care@careratings.com for any clarifications.

Analyst Contact:
Name: Mr. Maulesh Desai

Tel: 079-40265605
Mobile: +91-8511190079
Email: maulesh.desai@careratings.com

**For detailed Rationale Report and subscription information, please contact us at www.careratings.com

About CARE Ratings:

CARE Ratings commenced operations in April 1993 and over two decades, it has established itself as one of the leading
credit rating agencies in India. CARE is registered with the Securities and Exchange Board of India (SEBI) and also
recognized as an External Credit Assessment Institution (ECAI) by the Reserve Bank of India (RBI). CARE Ratings is proud of
its rightful place in the Indian capital market built around investor confidence. CARE Ratings provides the entire spectrum
of credit rating that helps the corporates to raise capital for their various requirements and assists the investors to form
an informed investment decision based on the credit risk and their own risk-return expectations. Our rating and grading
service offerings leverage our domain and analytical expertise backed by the methodologies congruent with the
international best practices.
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Disclaimer
CARE’s ratings are opinions on credit quality and are not recommendations to sanction, renew, disburse or recall the
concerned bank facilities or to buy, sell or hold any security. CARE has based its ratings/outlooks on information obtained
from sources believed by it to be accurate and reliable. CARE does not, however, guarantee the accuracy, adequacy or
completeness of any information and is not responsible for any errors or omissions or for the results obtained from the
use of such information. Most entities whose bank facilities/instruments are rated by CARE have paid a credit rating fee,
based on the amount and type of bank facilities/instruments.
In case of partnership/proprietary concerns, the rating /outlook assigned by CARE is based on the capital deployed by the
partners/proprietor and the financial strength of the firm at present. The rating/outlook may undergo change in case of
withdrawal of capital or the unsecured loans brought in by the partners/proprietor in addition to the financial
performance and other relevant factors.
Annexure-1: Details of Facilities/Instruments

Name of the Date of Coupon Maturity Size of the Rating assigned
Instrument Issuance Rate Date Issue along with Rating
(Rs. crore) Outlook
Proposed Fund-based- - - - 200.00 CARE A+; Stable /
LT/ST CARE Al+

Annexure-2: Rating History of last three years

Sr. Name of the Current Ratings Rating history
No.| Instrument/Bank | Type Amount Rating Date(s) & Date(s) & Date(s) & Date(s) &
Facilities Outstanding Rating(s) Rating(s) Rating(s) Rating(s)
(Rs. crore) assigned in| assigned in assigned in fassigned in
2018-2019| 2017-2018 2016-2017 (2015-2016
1. |LT/ST Fund- LT/ST 50.00 CARE AA - 1)CARE AA (SO);|1)CARE AA (SO); -
based/Non-fund- (SO); Stable / Stable / CARE | Stable / CARE
based-EPC / PCFC / CARE A1+ Al+ (SO) Al+ (SO)
FBP / FBD / WCDL / (SO) (16-Nov-17) (20-Mar-17)
OD /BG/SBLC 2)CARE AA (SO);
Stable / CARE
A1+ (SO)
(04-Oct-17)
2. [Fund-based - LT- LT 175.00 Provisional - 1)Provisional | 1)Provisional -
Working Capital CARE AA CARE AA (SO); | CARE AA (SO);
Limits (S0); Stable Stable Stable

(16-Nov-17) (20-Mar-17)
2)Provisional

CARE AA (SO);
Stable
(04-Oct-17)
3. Non-fund-based - ST-| ST 75.00 Provisional - 1)Provisional | 1)Provisional -
Letter of credit CARE A1+ CARE A1+ (SO) | CARE Al+ (SO)
(SO) (16-Nov-17) (20-Mar-17)
2)Provisional
CARE A1+ (SO)
(04-Oct-17)
4. |Commercial Paper ST 150.00 Provisional - 1)Provisional - -
CARE A1+ CARE A1+ (SO)
(SO) (16-Nov-17)
2)Provisional
CARE A1+ (SO)
(04-Oct-17)
3)Provisional
CARE A1+ (SO)
(01-Aug-17)
5. [Proposed Fund- LT/ST 200.00 CARE A+; - - - -
based-LT/ST Stable / CARE
Al+
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CONTACT
Head Office Mumbai

Ms. Meenal Sikchi
Cell: + 91 98190 09839
E-mail: meenal.sikchi@careratings.com

Ms. Rashmi Narvankar
Cell: + 91 99675 70636

E-mail: rashmi.narvankar@careratings.com

Mr. Ankur Sachdeva
Cell: + 91 98196 98985
E-mail: ankur.sachdeva@careratings.com

Mr. Saikat Roy
Cell: + 91 98209 98779

E-mail: saikat.roy@careratings.com

CARE Ratings Limited
(Formerly known as Credit Analysis & Research Ltd.)
Corporate Office: 4th Floor, Godrej Coliseum, Somaiya Hospital Road, Off Eastern Express Highway, Sion (East), Mumbai - 400 022

Tel: +91-22-6754 3456 | Fax: +91-22-6754 3457 | E-mail: care@careratings.com

AHMEDABAD

Mr. Deepak Prajapati

32, Titanium, Prahaladnagar Corporate Road,
Satellite, Ahmedabad - 380 015

Cell: +91-9099028864

Tel: +91-79-4026 5656

E-mail: deepak.prajapati@careratings.com

BENGALURU

Mr. V Pradeep Kumar

Unit No. 1101-1102, 11th Floor, Prestige Meridian II,
No. 30, M.G. Road, Bangalore - 560 001.

Cell: +91 98407 54521

Tel: +91-80-4115 0445, 4165 4529

Email: pradeep.kumar@careratings.com

CHANDIGARH

Mr. Anand Jha

SCF No. 54-55,

First Floor, Phase 11,

Sector 65, Mohali - 160062
Chandigarh

Cell: +91 85111-53511/99251-42264
Tel: +91- 0172-490-4000/01

Email: anand.jha@careratings.com

CHENNAI

Mr. V Pradeep Kumar

Unit No. 0-509/C, Spencer Plaza, 5th Floor,
No. 769, Anna Salai, Chennai - 600 002.
Cell: 491 98407 54521

Tel: +91-44-2849 7812 / 0811

Email: pradeep.kumar@careratings.com

COIMBATORE
Mr. V Pradeep Kumar
T-3, 3rd Floor, Manchester Square

Puliakulam Road, Coimbatore - 641 037.
Tel: +91-422-4332399 / 4502399
Email: pradeep.kumar@-careratings.com

HYDERABAD

Mr. Ramesh Bob

401, Ashoka Scintilla, 3-6-502, Himayat Nagar,
Hyderabad - 500 029.

Cell : + 91 90520 00521

Tel: +91-40-4010 2030

E-mail: ramesh.bob@careratings.com

JAIPUR

Mr. Nikhil Soni

304, Pashupati Akshat Heights, Plot No. D-91,
Madho Singh Road, Near Collectorate Circle,
Bani Park, Jaipur - 302 016.

Cell: 491 — 95490 33222

Tel: +91-141-402 0213 / 14

E-mail: nikhil.soni@careratings.com

KOLKATA

Ms. Priti Agarwal

3rd Floor, Prasad Chambers, (Shagun Mall Bldg.)
10A, Shakespeare Sarani, Kolkata - 700 071.
Cell: +91-98319 67110

Tel: +91-33- 4018 1600

E-mail: priti.agarwal @careratings.com

NEW DELHI

Ms. Swati Agrawal

13th Floor, E-1 Block, Videocon Tower,
Jhandewalan Extension, New Delhi - 110 055.
Cell: +91-98117 45677

Tel: +91-11-4533 3200

E-mail: swati.agrawal@careratings.com

PUNE

Mr.Pratim Banerjee

9th Floor, Pride Kumar Senate,

Plot No. 970, Bhamburda, Senapati Bapat Road,
Shivaji Nagar, Pune - 411 015.

Cell: +91-98361 07331

Tel: +91-20- 4000 9000

E-mail: pratim.banerjee@careratings.com
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