
 

 

 

ICRA Rating Feature 

 

Rating Methodology for Entities in the Indian Bulk Tea 
Industry 

 
This rating methodology updates and supersedes ICRA's earlier methodology note on the sector, published 

in October 2012. While this revised version incorporates a few modifications, ICRA's overall approach 

towards rating issuers in the sector remains materially similar. 

Overview 
 

The tea industry occupies a place of considerable importance in the Indian economy, employing around 3.5 

million people across India and producing nearly 30% of the world’s annual tea output. With domestic 

demand estimated at around 950 million kg (Mkg) during 2015, India is one of the largest consumers of tea 

globally. India‘s share of the global tea trade is on the lower side, as around 80% of the country‘s tea output 

is consumed within the country.  

Nevertheless, exports have a critical role to play in maintaining the demand-supply balance in the domestic 

market. Although tea is produced in 14 states in India, five of them — Assam and West Bengal in North 

India, and Tamil Nadu, Kerala and Karnataka in South India - account for over 98% of India‘s tea 

production. Within that, North India alone accounts for around 80% of India‘s total tea production, of which 

80% is consumed in the domestic market. The balance, much of it of a high quality, is exported.  

Tea is among the most labour-intensive of all plantation crops. In addition, the inherent supply-side 

cyclicality of the fixed cost-intensive tea industry leads to significant variability in profitability and cash flows 

of bulk tea producers. Such variability poses a challenge to the rating process, in terms of identifying the 

position of the industry on its cyclical trajectory, since predicting an entity’s future cash flow patterns, an 

integral part of analysing credit protection levels, would be influenced by the judgment. However, ICRA‘s 

rating framework focuses on the entity’s fundamental credit quality and seeks to evaluate its credit risk 

profile across cycles. 

ICRA’s Risk Analysis Framework for Bulk Tea Producers 

 

ICRA’s rating framework for players in the bulk tea industry involves an assessment of the risks which 

characterise the tea industry and an evaluation of the entity’s operational and financial position. While 

industry analysis includes a study of the cyclicality and movement in realisation of tea, the demand-supply 

position in both the domestic as well as the international markets and regulatory issues; some of the key 

entity-specific factors that are evaluated while assessing credit quality are as follows: 

 Geographical diversity 

 Scale of operations, operating efficiency and cost competitiveness 

 Product quality & revenue mix 

 Financial health 

o Profitability 

o Leverage and cash flows 

o Foreign currency related risks 

o Tenure mismatches, and risks related to interest rates and refinancing 

o Debt-servicing track record 

o Contingent liabilities/off-balance sheet exposures 
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o Consolidated financial analysis 

o Adequacy of future cash flows 

 Entity strategy, management quality and corporate governance 

While this methodology note does not cover all the rating drivers, it attempts to provide a fair overview of 

the key parameters ICRA takes into consideration while rating bulk tea producers. 

Industry-specific risks 

 

Tea like other agro-commodities, is dependent on agro-climatic conditions. Favourable weather conditions 

conducive to the production of tea include temperature in the range of mid-20 degree Celsius to mid-30 

degree Celsius, with rainfall evenly spread out over the period. Tea cultivation needs well drained land 

since stagnation of water is detrimental for tea bushes. Tea is among the most labour-intensive of all 

plantation crops. Availability of labour during peak tea-producing months is a challenge for bulk tae 

producers.  

Geographical diversity 

 

Tea being an agricultural commodity is susceptible to agro-climatic risks, with the production and quality of 

tea being primarily dependent on favourable climatic conditions. In ICRA’s experience, geographically 

diversified tea producing entities are seen to be less susceptible to adverse agro-climatic conditions 

affecting specific regions. In this context, ICRA also evaluates the ability of a bulk tea producing entity to 

partially mitigate such agro-climatic risks through access to an established irrigation system and the extent 

of coverage of such systems as a proportion of the total tea bearing land. Besides reducing agro-climatic 

risks to an extent, a diversified production base, with its presence in different geographies also provides 

easier access to different markets.  

 

Scale of operations, operating efficiency and cost competitiveness 

 

Bulk tea manufacturing is a fixed cost intensive business, with labour costs accounting for a significant 

portion of the total cost of manufacturing. Wage rates of tea workers are determined by bipartite 

agreements between trade unions and bulk tea players (in some cases, also the State Government). In the 

recent past, wage rate hikes have led to significant cost pressures on tea players. A large scale of 

operations results in better absorption of the fixed costs of the industry. ICRA reviews the cost structure 

and cost competitiveness among entities vis-a-vis movement in tea realisations to evaluate the profitability 

of bulk tea players. The business risk is further accentuated by the cyclicality in the bulk tea business, as is 

with other agri-commodities. A larger scale of operations with geographical diversity, which reduces the 

adverse effect of unfavourable conditions prevailing in a particular location, helps reduce the impact of the 

same to an extent. In addition, ICRA considers the productivity (Kg/Hectares) of the tea estates as an 

important measure of the operating efficiency, as in a fixed cost intensive business like tea, higher yield 

directly impacts the cost structure and hence profitability. Constitution of tea bushes within the productive 

age bracket of 4-50 years is considered to be favourable for better productivity. As for replantation policy, 

ICRA assesses the policy followed by the entities to undertake annual uprooting, replantation and 

rejuvenation of land under tea cultivation in order to maintain a favourable age profile of the bushes. The 

out-turn ratio, which measures the tea produced as a percentage of green leaves consumed, is an 

important yardstick of operating efficiency. ICRA also evaluates the share of bought leaf operation
1
, in the 

overall size of the entity’s business, which helps reduce the effect of volatility in bulk tea prices and 

provides steady, albeit lower margins. Bought leaf operations typically provides stable, albeit low, margins 

as green leaf prices move largely in tandem with end product realisations. However, the extent of 

involvement with the small tea growers (from whom the entity purchases green leaves) is an important 

consideration, as it plays a vital role in maintaining the quality of bought leaves and hence the end product. 

While bulk tea production is a fixed cost intensive process, a number of subsidies and benefits available to 

bulk tea producers reduce their costs to an extent. Apart from the industry-wide benefits/subsidies, which 

include re-plantation and rejuvenation subsidy, subsidy on the production of orthodox tea, bulk tea 

                                                           
1 Bought leaf operation signifies the processing of green leaf purchased from small tea growers to augment the produce 
of in-house tea plantations. 
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producers can set aside a part of the profits
2
 with the National Bank for Agriculture and Rural Development 

(NABARD) to reduce tax liabilities. Additionally, there are some region-specific subsidies/benefits too, like 

the one on transportation expense for exports through the dry port of Inland Container Deport at Amingao 

(in Assam). 

Product quality and revenue-mix 

 

Realisations from black tea are to a large extent a function of the demand-supply situation in the global tea 

market, and the quality of the product. India is primarily a domestic consumption driven tea market, with 

domestic demand accounting for 80% of total production. However the performance of exports is crucial for 

maintaining the overall demand-supply balance and price levels. At present there is no export duty on tea. 

However, there is 100% ad valorem import duty on tea, except for instant tea and for re-exports.  

Realisations of the produce can vary from one tea estate to another, depending on the quality of the 

garden. Apart from the demand supply factors, realisations can vary across months with the “second flush,” 

produced during May and June, teas in Assam commanding the maximum price because of its premium 

quality compared to tea produced in the other months of the year. A good measure of the overall quality of 

the tea produced by a entity is the weighted average realisation for the year. ICRA compares the weighted 

average realisation of the rated entity with that of the district and national auction averages to assess the 

relative quality of the produce of the entity. Higher average realisation, indicating better quality of produce, 

is a key rating strength evaluated by ICRA. 

The average realisation is also a function of a number of other factors – the mix between CTC and 

orthodox varieties of tea produced and sales mix in the auction, private sales and the export markets. 

Historically, the orthodox variety of tea has commanded a premium over the CTC variety. However, 

orthodox teas are largely exported and hence realisations of such a variety have a stronger linkage to 

prices in the global markets. The Indian domestic consumption is almost entirely of the CTC variety. With 

consumption increasing at a faster rate than production, prices of CTC teas have also witnessed a healthy 

increase, leading to narrowing of the premium that orthodox teas have traditionally enjoyed in the domestic 

market. ICRA, therefore, evaluates the entity’s capability/flexibility to switch production between the two 

varieties of teas in response to market conditions. 

A significant portion of the exported tea volumes are of high quality orthodox teas, which fetch handsome 

realisations for exporting entities. ICRA factors in the extent of export sales while evaluating bulk tea 

producers. Apart from good prices, bulk tea exporters also receive monetary benefits under the 

Merchandise Exports from India Scheme (MEIS)
3
 and the Duty Drawback Scheme

4
 for the volume of 

exports undertaken, which adds to the their income and profits. 

 
Financial Risk Assessment 

The financial strength of a bulk tea producer is an important rating consideration. While assessing the 

financial position of a tea producer, ICRA reviews the Accounting Policies followed by the entity, Notes to 

Accounts, and Auditors’ Comments that are part of the Annual Report. Any deviation from the Generally 

Accepted Accounting Practices is noted and the financial statements of the entity are adjusted to reflect the 

impact of such deviations and also to compare more meaningfully against peers in the industry. Apart from 

balance sheet strength, ICRA also evaluates the profitability and cash generating ability of the business as 

well as other sources of financial flexibility available to an entity to evaluate its overall financial risk profile. 

 

Profitability 

 

Profitability of a bulk tea producer is primarily a function of its cost structure and product mix. However, tea 

being a cyclical industry, profitability varies significantly along the cycle. Nevertheless, producers with 

efficient cost structures and premium quality produce are expected to perform better across cycles. 

                                                           
2
 A maximum of 40% of business income can be deposited with NABARD under Section 33AB of the Income Tax 

Act, 1961. 
3 Under the MEIS scheme, exporters are entitled to a 3% duty credit scrips on the FOB value of exports. 
4
 Under the duty drawback scheme, exporters are entitled to a refund of 1% on FOB value of exports. 
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 Leverage and coverage indicators  

 

As with entities in other commodity industries exhibiting cyclical price trends, a low financial leverage is 

viewed as a credit positive for tea players. Besides protecting the cash flows of players by imposing a lower 

debt service burden, especially during periods of cyclical stress, a low gearing also imparts greater financial 

flexibility to bulk tea producers. 

Apart from the capital structure, ICRA also pays attention to coverage indicators including interest 

coverage, debt service coverage, operating profit and net cash accruals relative to total debt, while 

evaluating the financial health of a tea producer. ICRA is particularly concerned with an entity‘s capability to 

honour its contractual obligations under stress conditions. The more robust an entity‘s performance is likely 

to be under stress scenarios, the better it is from a credit evaluation perspective. ICRA also critically looks 

at other sources of financial flexibility available to an entity, which could be in the form of availability of a 

portfolio of liquid financial assets, strategic importance of the entity to the group to which it belongs, along 

with the financial strength of group entities. 

  

Foreign currency-related risks 

 

The foreign currency risk can arise due to the export-related revenues and from unhedged term liabilities. 

ICRA focuses on the hedging policy of the entity concerned in the context of the tenure and nature of its 

contracts with counterparties (short term/long term, fixed price/variable price). Analysis of net foreign 

exposure and the extent of the timing difference in expected receipts vis-a-vis scheduled outflows is also 

looked into. 

 

Tenure mismatches, and risks relating to interest rates and refinancing 

 

Large dependence on short-term borrowings to fund long-term investments can expose an entity to 

significant re-financing risks, especially during periods of tight liquidity. The existence of adequate buffers 

of liquid assets/bank lines to meet short-term obligations is viewed positively. Similarly, the extent to which 

an entity could be impacted by movements in interest rates is also evaluated. 

 

Debt-servicing track record 

 

The debt-servicing track record of an entity is an important input for any credit rating exercise. Any delays 

or defaults in the past in the repayment of principal or interest payments reduce the comfort level with 

respect to the tea player’s future debt-servicing capability and willingness. 

 

Contingent liabilities/off-balance sheet exposures 

 

In this case, the likelihood of devolvement of contingent liabilities/off-balance sheet exposures and the 

financial implications of the same are evaluated. 

 

Consolidated financial analysis 

 

In case of groups consisting of entities with strong financial and operational linkages, various parameters 

such as capital structure, debt coverage indicators, and future funding requirements are assessed at the 

consolidated/group level. 

  

Adequacy of future cash flows 

 

Since the prime objective of the rating exercise is to assess the adequacy of the entity‘s debt-servicing 

capability, ICRA draws up projections on the likely financial position of the entity under various scenarios. 

Besides, ICRA takes into account the commitments of the entity towards other group entities, new 

ventures, and its investments in subsidiaries/SPVs. Subsequently, future cash flows are projected after 

taking into account the entity’s tea production levels and the likely cost of production and realisations of 

finished products; the growth it envisages for itself; debt repayment schedule; its funding requirements and 
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the funding options available to it. These cash flows are then used to determine the entity’s future debt-

servicing capability under various scenarios.  

Management quality 

A rating decision is significantly influenced by management strategy for future growth and profitability, and 

its ability to execute such strategies. For tea players, ICRA looks at management strategies with respect to 

the entity’s cost position and product mix (own production v/s bought leaf production, CTC v/s Orthodox 

varieties of tea). ICRA also evaluates how the management responds to the cyclical behaviour of the 

industry, i.e. strategies followed to mitigate the risks arising out of such cyclicality. Generally speaking, a 

record of conservative financial philosophy provides an extra level of comfort for the rating. 

Some of the other points assessed are: 

 Experience of the promoter/management in the line of business concerned 

 Commitment of the promoter/management to the line of business concerned 

 The entity‘s policies on leveraging, interest risks and currency risks 

 The entity‘s plans on new projects, acquisitions, expansion, etc. 

 Strength of the other entities belonging to the same group as the entity 

 The ability and willingness of the group to support the entity through measures such as capital 

infusion, if required 

 

Summing up 

ICRA’s credit ratings are a symbolic representation of its opinion on the relative credit risk associated with 

the instrument being rated. This opinion is arrived at following a detailed evaluation of the entity‘s business 

and financial risks, its competitive strengths, its likely cash flows over the life of the instrument being rated, 

and the adequacy of such cash flows vis-à-vis its debt-servicing obligations. As the note has highlighted, 

for bulk tea producers, ICRA’s analytical framework involves an evaluation of a variety of factors including 

the rated entity’s scale of operations, operating efficiency, cost competitiveness, product quality, sales mix, 

management strategies for managing cyclical downturns and an overall approach towards investment and 

growth. 
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