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Overview   
  

 Inbrands has recorded rapid growth in the last two years, thanks to its aggressive strategy of 
acquiring solid fashion brands in the Brazilian market.   

 We assigned a Brazilian National Scale corporate credit rating of ‘brAA-’ to Inbrands itself 
and its first debenture issue.  

 We expect the integration of the several brands acquired recently to increase margins in the 
short term, helping keep leverage aligned with its significant financial profile.   

 
 
Rating Action 
On April 20, 2012, Standard & Poor’s Ratings Services assigned a Brazilian National Scale 
corporate credit rating of ‘brAA-’ to the apparel retailer Inbrands S.A (“Inbrands”) and a ‘brAA-’ 
rating to its first R$250 million debenture issue, with a stable outlook. 
 
Rationale 
Inbrands’ ratings reflect its ‘regular’ business profile and ‘significant’ financial profile, with 
adequate liquidity. The ratings incorporate our expectations that the company will leverage 
scale gains through the consolidation of all the brands acquired in recent years, notwithstanding 
the challenge of integrating different operational structures. Despite Inbrands’ limited history of 
operations and our opinion that its growth strategy is somewhat aggressive, the ratings assume 
that the company will adopt a more conservative financial policy in the next two years, focusing 
on improving the efficiency of the acquired operations and maintaining a total debt to EBITDA 
ratio of less than 3x, considering the pro-forma results of the acquired brands, which is 
compatible with the category of the rating.  
 
We consider Inbrands’ business profile as ‘regular’. Although the company operates in a highly 
competitive sector with substantial informality, it has a diversified portfolio of well-established 
Brazilian apparel brands, most of which acquired in the last two years, when the company was 
focusing on segment consolidation opportunities. We believe it will deliver higher margins as of 
2012, thanks to the integration of all the brands’ administrative and back-office activities, as well 
as cost reductions from economies of scale in negotiations with suppliers and retailers.  
 
The significant financial profile is based on our assumption that the company will record 
increasing cash flow in the coming years, fueled by higher demand, the diversified product 
portfolio and the opening of own and franchised stores. Our base scenario assumes that 
Inbrands will deliver a total debt to EBITDA ratio of less than 3x and a funds from operations 
(FFO) to total debt ratio off more than 20% at the end of 2012. We expect the company to 
present positive free operating cash flow in the coming years, allocated to amortizing the 
debentures between 2013 and 2015, paying for the acquisitions and paying dividends.  
 
Liquidity 
We believe Inbrands has adequate sources of liquidity to settle its short-term needs, even in the 
event of an unexpected reduction in cash flow. Our evaluation of the company’s liquidity profile 
resulted in the following projections and assumptions:  
  

 We expect Inbrands’ liquidity use to sources ratio to remain at between 1.3x and 1.5x in the 
next 12 to 18 months.  

 We expect the company’s sources of liquidity to remain positive, even if EBITDA falls by 
around 15%.  

http://www.inbrands.com.br/inbrands/web/conteudo_eni.asp?idioma=1&tipo=36702&conta=46&id=152460
http://www.inbrands.com.br/inbrands/web/conteudo_eni.asp?idioma=1&tipo=36702&conta=46&id=152460


 

 In our view, Inbrands has more than enough EBITDA to comply with its debenture 
covenants, considering consolidated pro-forma EBITDA of the brands acquired in recent 
quarters.    

 
The company’s sources of liquidity include cash of R$57 million on December 31, 2011, the 
proceeds from the R$250 million debenture issue, and annual cash flow (FFO) of around R$80 
million, according to our estimates, which will be used to amortize its short-term debt, including 
acquisitions, which closed 2011 at R$234 million, as well as finance its working capital needs 
and invest in maintenance and improvements. 
 
Outlook  
The stable outlook of the corporate credit rating reflects our expectations that Inbrands will 
gradually increase its margins as it integrates the several brands acquired in recent months. 
Our analysis does not include any significant acquisition that could impact the company’s 
liquidity and materially affect its credit ratings, in which case our ratings would probably be 
revised downwards. An upgrade would require a longer history of operations of Inbrands’ asset 
portfolio, confirming its ability to successfully integrate the management of all its brands, while 
maintaining a financial profile with reduced debt refinancing needs and a consistent debt to 
EBITDA ratio of around 2x.  
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