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Rating Methodology for Entities in the Footwear Industry 
 

Overview 
 

The Indian footwear industry holds a crucial place in the Indian economy for its potential for employment, 

especially for the economically weaker sections, and for supporting the economy through foreign exchange 

earnings. India is the second largest producer of footwear globally, accounting for 9% of the global annual 

production of 22 billion pairs. It annually produces ~2.2 billion pair of which ~90% are consumed internally 

while the remaining are exported primarily to the European nations. India’s annual footwear consumption of 

~2.1 billion pair is the third largest globally after China and the USA and has recorded a healthy growth 

over the last decade driven by the rise in income levels, growing fashion consciousness and increasing 

discretionary spending.  

 

The following note identifies the key factors considered by ICRA in assessing credit risk of entities in the 

Indian footwear industry. The objective of this note is to help investors, issuers and other market 

participants understand how ICRA analyses the creditworthiness of entities in the Indian Footwear industry. 

ICRA’s analysis focuses on the following key rating factors that are common to assigning ratings in the 

sector. The key rating factors are: 

 

o Business Risk Analysis 

 

o Scale and extent of modernisation of manufacturing facilities 

o Level of integration and capital intensity 

o Diversification – Products, customers and geography 

o Brand strength 

o Revenue composition and sales realisation 

o Cost-structure analysis and efficiency drivers  

 

o Financial Risk Analysis 

 

o Profitability margins 

o Working capital management, liquidity and inventory valuation 

o Capital structure, leverage and debt coverage indicators 

o Sufficiency of funding availability 

o Foreign Currency Risks 

o Adequacy of Future Cash Flows 

o Debt Servicing Track Record 

 

o Promoters/Management Quality 

 

Business Risk Analysis 
 

o Scale and Extent of Modernisation of Manufacturing Facilities  

 

Scale of operations for footwear companies is measured in terms of revenues and sales volumes and it 

determines the operating efficiencies of the company. A larger scale of operations helps in cost and 
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manufacturing process efficiencies, diversification across products, wider dealer and distribution network, 

implying better reach and geographic presence  

 

The Indian footwear industry is highly fragmented and is characterised by a large number of small scale 

units, which in-turn is attributable to the government’s earlier policy of reserving the sector for the small 

scale units which had specified cap on investments in plant and machinery. The reservation policy was 

withdrawn in CY 2001 but there has been limited push from the government till date to encourage fresh 

investments in the sector.  

 

There are more than 15,000 small and medium scale footwear manufacturing units in India which tend to 

have a small set-up and largely operate as fabricators. They keep their cost of production low by having 

small manufacturing set-up, involvement of mainly family members and limited investments in capital 

assets and branding initiatives. This limits their ability to make consistent quality products and take large 

orders, especially from export clients.   

 

Given the intense competition in the domestic and export markets which limits the pricing power, 

differentiation can be achieved on the basis of designs, consistent quality products as per the delivery 

schedule and ability to supply large orders across different products or smaller orders for customized 

products. Large manufacturing units with updated P&M and modernised tannery facilities complying with 

global environmental requirements can supply larger orders across various products and hence deal 

directly (rather than dealing through buying houses/aggregators) with large reputed domestic and 

international customers.  

 

However, given the labour intensity of the sector, large units can also pose challenges related to manpower 

issues, such as strikes, labour unrests etc. As a result, ICRA notes that the large players operate through 

multiple manufacturing units to mitigate risks associated with these issues, especially in the backdrop of 

stringent timelines for product delivery and penalties for delayed deliveries. Also, many companies 

outsource production work to third part vendors to allay manpower issues and also to reduce their fixed and 

working capital requirements. 

 

o Level of Integration and Capital Intensity 

 

With backward integrated operations, an entity is able to have better control over product quality, capture a 

larger share of value addition and save on various costs, thereby improving profitability. Hence backward 

integrated operations are considered as positive rating attributes. Footwear manufacturing units can have 

backward integration into manufacturing leather hides/ skins, finished leather, rubber and plastic sheet and 

sole manufacturing. Few entities in India have tanneries for manufacturing finished leather as it requires 

steep investment in plant and machinery and water effluent treatment plants (ETP’s). Some of the big 

leather footwear companies have their own ETPs and thus do not face any serious litigation risks in this 

matter. The other smaller players are increasingly facing penalties, restrictions and strict action from the 

Government agencies if they lack adherence to the environmental norms. With the government’s thrust to 

control pollution of the rivers, it has become indispensible for operational tanneries to set up a new or pool 

in for common ETPs. 

 

Limited entities manufacture rubber sheets due to the involvement of complicated manufacturing process 

(long lead time due to curing process of six or seven days) and requirement of a bigger set-up. Entities that 

lack backward integration into finished leather or rubber and plastic sheet manufacturing, procure them from 

the local markets and also through imports, the same is subject to variation in quality. Post that, the process 

is simple and largely involves cutting the sheets, pasting and stitching them. 

 

Footwear sector requires significant investments in fixed assets, working capital and expanding retail 

presence. A footwear company can manufacture footwear in-house, outsource the manufacturing or follow 

a mix of both. Entities following the outsourcing model have lower fixed capital requirements (investment in 

building and plant and machinery); and also lower working capital requirement in comparison to those 

entities which have entire manufacturing in-house as the need for stocking raw materials/work-in progress 

gets reduced. As a result, companies having asset-light model/lower operating leverage are better equipped 

to face the demand slowdown due to lower fixed overheads. However, for footwear that has significant 
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value add, in house manufacturing allows for better control over quality and also results in cost savings 

thereby leading to better profitability. 

 

Footwear can be sold in the domestic market either through the wholesale or the retail network (franchisee 

or company owned stores). While the wholesale network and franchisee managed retail network requires 

limited fixed capital investment, sales through company-owned stores required significant investment in 

store interiors and fixtures.  

 

o Diversification – Products, Customers and Geography 

 

The sales diversification can be measured in terms of: 

 

a) Product (Share of higher value add products vs. low value add products) 

b) Customer profile (Concentration towards top customers),  

c) Geography (Share of sales in domestic vs. exports markets with concentration towards top countries for 

manufacturers; vis a vis regional vs. national presence for branded footwear players).  

 

a) Product  

 

Footwear categories largely include rubber, plastic, textile and leather footwear. Leather footwear has 

higher value add as compared to other product categories and hence commands premium pricing and 

higher gross profit margins as well. Rubber and plastic footwear have almost 80% share in India’s 

consumption of ~2.1 billion pair and hence, are manufactured in large quantities. Companies that 

manufacture footwear under various product categories are able to sell more products to existing customers 

and be present across various price points. This helps them to grow at a faster pace as compared to 

companies focused on any single product category. 

 

b) Customer 

 

Companies having diversified customer profile have low risk of any adverse development at one customer 

end which can impact sales. Customer concentration can also result in receivable concentration and hence 

a weakening of financial position of the customer could also risk the receivable position. Supply to large and 

reputed customers with regular repeat orders is taken as a credit positive as it results in the manufacturer’s 

adherence to best practices for manufacturing and compliances. These attributes also improve the 

competitiveness of the manufacturer and his ability to add other reputed customers to scale up. 

 

b) Geography 

 

Export sales to a diversified set of countries can protect against adverse outcomes which may arise by way 

of trade restrictions (such as increase in import duty imposed by the destination country) or decline in 

demand in the importing country, or reduction/removal of export incentives for exports to a particular 

country. A diversified sales network imparts the flexibility to the manufacturer to sell its production in 

different markets. Indian footwear export companies rank low on geographic diversification as majority of 

them have high exposure to countries in the European Union and The United Kingdom. 

 

For domestic footwear players, a national presence with a wide product portfolio, which caters to demand 

across seasons, is a credit positive as it minimises the seasonality in sales and protects against the decline 

in demand in a particular state/region due to unforeseen events, the economic slowdown or increase in 

competition etc.  

 

o Brand Strength 

 

For branded domestic footwear companies, brand strength manifests in the form of pricing power and the 

ability to grow. Strong brands have superior recognition, recall and identity in their respective target market 

segments. This strength is developed over a period of time and can be based on attributes such as product 

quality, variety and pricing. This strength can be leveraged for expansion of the product portfolio and cater 
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to a larger market as the acceptability of the new products from an existing strong brand will be better as 

compared to new products from weaker brands.  

 

To assess the brand strength, the revenue growth is analysed for volume and value trends and sustained 

growth in these parameters along with profitability levels vis a vis other industry players are measured. 

Fluctuating sales with low profitability margins reflects relatively weaker brand strength, whereas steadily 

growing sales with stable/ improving margins reflect a relatively stronger brand strength.   

 

o Revenue Composition and Sales Realization 

 

While analysing the revenues, factors driving the revenue growth are analysed to see volume/value growth 

drivers. An improvement in the product mix in favour of higher value products and development of 

innovative products can lead to an increase in the average selling price (ASP). Besides this, the increase in 

ASP is also due to the pass-on effect of increase in raw material prices and over heads and foreign 

currency fluctuations.  

 

These apart, the share of various government incentives in the revenues are also analysed (especially for 

footwear exporters) as a high share of the incentives indicates high susceptibility of the profits to 

continuance of the incentives. Government incentives are mainly for footwear exporters in the form of the 

Duty Drawback Scheme, whereby they get rebates on duty or taxes paid on any imported/ excisable 

materials and input services used in the manufacture of footwear for export purposes. The rates of such 

duty draw back are decided periodically and vary from 2.4% to 9.1% depending on the value addition in the 

final product.  

 

o Cost-structure Analysis and Efficiency Drivers 

 

The footwear manufacturing industry is raw material and labour intensive with direct cost accounting for 

~75-80% of the total revenues. Given the cost-intensive nature of the industry, the ability to control the 

costs at all levels becomes critical for the overall profitability margins of the entity. 

 

The prices of major raw materials like leather, rubber and plastic polymers tend to vary as per the domestic 

as well as international demand-supply scenario. While the susceptibility to the fluctuation in raw material 

prices is generally low for footwear exporters as the manufacturing is undertaken against confirmed orders 

with product pricing taking into account the prevailing prices of raw materials; however it is to some extent 

also dependent on the stocking policy of the manufacturer. Stocking/booking of raw materials to fully cover 

the confirmed export orders protects the profit margins of manufacturers in case of any adverse movement 

in prices. Conversely, excess stocking in relation to the order book position results in exposure to any 

downward movement in raw material prices.  

 

For a branded domestic footwear player, the retail selling price of the footwear is also fixed depending on 

the input cost price; and the ability to pass on the cost increases is critical for the profitability margins. 

Companies with strong brand strength have the flexibility to pass on the increase in the input costs to 

maintain the profit margins. 

 

Footwear manufacturing is a very labour intensive segment as is reflected in manpower cost being the 

second highest cost component after the raw material cost. Availability of adequate skilled labour at 

competitive cost is thus a positive factor. Manufacturing units located in the footwear manufacturing hubs of 

West Bengal, Kerala, Uttar Pradesh and Haryana have better access to skilled labour as compared to that 

in other locations. 

 

Financial Risk Analysis 
 

Apart from the operational risk profile, the rated entity’s financial profile is also an important consideration 

from a credit perspective. While ICRA believes that a strong operational profile leads to a strong financial 

profile in long-term, however the financial profile of the entity is also governed by the risk appetite and 

growth plans of the management. Accordingly, while assessing the financial risk profile, apart from the past 
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and the current financial position, ICRA also assesses the growth plans of the entity and its impact on the 

financial position in the future. The past and the current financial position is analysed on the basis of the 

financial statements of the entity and its financial ratios while making suitable adjustments to the reported 

numbers so as to achieve standardisation for meaningful peer comparison. 

 

o Profitability  

 

The profitability margins in terms of ratios like OPBDITA/OI (Operating profits before depreciation, interest 

and amortisation / Operating Income) and PAT/OI (Profit After Tax / OI) are analyzed. In addition, for a 

footwear exporter, the share of OPBDITA contributed by government incentives (such as export incentives 

for footwear exporters) is also analysed as high share indicates vulnerability of the margins on the 

sustenance and level of the export incentives. The operating profitability range for our sample of footwear 

companies is wide between 7%-19% and depends on the product brand value, level of backward integration, 

product mix, government incentives, quantum of outsourcing, sales channels etc. 

 

These apart, the above profitability margins are also seen in relation to the overall return on capital. Higher 

OPBDITA margins due to backward integration (requiring more capital) is also seen in relation to the return 

on capital employed (RoCE
1
), which in-turn is seen in relation to the cost of the capital. While the entity may 

have OPBDITA margin similar to or better than the industry average, but in case the RoCE is lower, then the 

reasons for the same are analysed, which can be lower fixed asset turnover or longer working capital cycle 

than the industry average.  

 

o Working Capital Management, Liquidity and Inventory Valuation 

 

The footwear sector is working capital intensive due to substantial requirements of raw material as well as 

finished goods inventory and significant credit extended to clients/ selling partners, especially in the case of 

footwear exports. The inventory requirements are high for entities involved in footwear manufacturing on 

account of the long manufacturing cycle with multiple processing stages, significant dependence on imported 

raw materials which are sourced in large quantities and stocking of various grades and numerous varieties of 

finished leather and plastic polymers. 

 

For a branded footwear player, the inventory is due to the requirement to stock footwear for multiple designs, 

colours and sizes in the stores which typically averages ~3~4 months of store sales; stock footwear in 

warehouses to ensure good fill rates in the stores and inventory on account of season leftovers. For a 

branded footwear player having in-house manufacturing, the inventory levels are even higher and thus pose 

higher working capital requirements as compared to entities which are involved in only manufacturing/ 

retailing.  

 

The investment in receivables is fairly high in case of footwear exporters while it is moderate for domestic 

footwear companies. The footwear exporters provide credit period in the range of 60-120 days to foreign 

buyers which takes care of the time taken by the buyers to complete their operating cycle. The credit period 

depends on the product type; it is substantially higher for fashion/ formal footwear sold in the retail market as 

compared to safety footwear which has more of industrial application.  

 

Apart from the overall receivable position, the receivable aging analysis (its comparison with eligibility for 

drawing power) and receivable concentration towards few entities are also analysed to assess the quality of 

receivables. For export receivables, the credit risk mitigants such as Letter of Credit (LC) or ECGC cover are 

also taken as comfort factors. 

 

Given the working capital intensive nature of operations, the liquidity analysis is critical to ensure the 

obligations are met in a timely manner. ICRA measures the liquidity by comparing fund based working capital 

limit utilisation with sanctioned fund-based working capital limits or drawing power, whichever is lower and 

assessing the liquidity cushion which is available on a consistent basis.  

 

 
                                                           
1
 RoCE is defined as profit before interest and taxes / average capital employed for the year 
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o Capital Structure, Leverage and Debt Coverage Indicators 

 

The Indian footwear sector requires consistently and significant investing in updating P&M, increasing 

capacity, expanding retail presence and setting up new manufacturing facilities over the years. Overall 

leverage for an entity can vary depending on fixed and working capital intensity. Entities that pursue an 

aggressive financial policy, including heavy reliance on debt financing, are likely to be more vulnerable to 

cyclical downturns than entities that employ a lesser degree of financial leverage in their business. ICRA 

takes into account the financing pattern of long-term and short-term assets with reference to the entity’s 

long-term and short-term debt. 

 

For entities with in-house manufacturing for the export market, central and state governments provides 

various incentives like interest subsidies on the bank term loans to set up the manufacturing units and also 

to meet working capital requirements, thereby reducing the cost of debt funding.  

 

Low leverage improves the financial flexibility of the entity during any downturn, besides keeping the fixed 

financing expenses low. Moreover, the tenure of the term debt is a key driver for the debt coverage as 

entities with longer tenure debt and similar levels of leverage will be more comfortably placed as compared 

to entities with shorter tenure debt.  

 

Some of the key indicators observed by ICRA include – 

o Leverage indicators 

Total Debt/Tangible Net Worth, Total outside Liabilities/Tangible Net Worth, Total Debt/OPBDITA, 

Net Cash Accruals/Total Debt  

o Debt coverage ratios 

Interest Coverage, DSCR 

o Liquidity ratios 

Current Ratio 

 

o Sufficiency of Funding Availability  

 

As the footwear industry is working capital intensive, the working capital requirements increase with the 

revenue growth. While an entity may have DSCR >1 over the projected period; however despite a 

satisfactory DSCR, the entities, which are experiencing high growth may find themselves stretched on 

liquidity as their incremental funding requirements may be much higher than the cash generation. In such 

cases, ICRA analyses the sufficiency of the cash accruals (after meeting scheduled repayment) to fund the 

targeted growth. The funding requirements can partially be met through additional debt, however even in 

such a scenario, the lenders seek at least the margin funding from the borrowers. Hence if the projected 

levels of cash accruals (after repayments) are lower than the margin funding requirement for capital 

expenditure (capacity expansion, opening of retail stores, warehouse etc.) and enhanced working capital 

requirements, then despite a satisfactory projected DSCR, the entity may find itself stretched on liquidity. In 

such a situation, the alternate financial flexibility of the entity to fund its growth requirements is seen as an 

important factor. 

 

o Foreign Currency Risks 

 

Foreign currency risks for footwear industry emanate largely by virtue of export orders and the 

corresponding foreign currency receivables. With most of the costs being rupee denominated, the scope of 

natural hedge remains limited for the exporters. To hedge these risks, the entity may choose to avail 

working capital borrowings in foreign currency, like packing credit in foreign currency/bill discounting in 

foreign currency, which should be equivalent to the export order value or forex receivable position. 

Alternately, an entity could also fund its working capital by Rupee working capital borrowings and take 

forward position equivalent to pending export order book and forex receivables. The outstanding forex 

position by way of forwards or working capital borrowings in foreign currency is correlated with the export 

orders and the forex receivable position to check the overall un-hedged exposure. The effectiveness of 

hedge by way of similar tenure forward contracts as is the shipment schedule of the export orders is also 

assessed. 
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Apart from the above financial parameters, off balance sheet exposures/ contingent liabilities and likelihood 

of these liabilities getting crystallised are also taken into account while assessing the credit profile. 

  

o Adequacy of Future Cash Flows 

 

Since the prime objective of the rating exercise is to assess the adequacy of the issuer’s debt servicing 

ability, ICRA draws up projections on the likely financial position of the issuer under various scenarios. 

Besides, ICRA takes into account the commitments of the company towards other group companies, new 

ventures, and its investments in subsidiaries/special purpose vehicles (SPVs). Apart from cash flow 

projections, the other ratios used to assess cash flows are Fund Flow from Operations (FFO), interest 

coverage, FFO debt coverage etc. 

 

o Debt Servicing Track Record 

 

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

irregularities in the past in the repayment of principal or interest payments reduce the comfort with respect 

to the issuer’s future debt servicing capability and willingness. 

 

Promoters/ Management Quality 
 

All debt ratings necessarily incorporate an assessment of the quality of the issuer’s management, as well 

as the strengths/weaknesses arising from the issuer’s being a part of a “group”. Also of importance are the 

issuer’s likely cash outflows arising from the possible need to support other group entities, in case the 

issuer is among the stronger entities within the group. Usually, a detailed discussion is held with the 

management of the issuer to understand its business objectives, plans and strategies, and views on past 

performance, besides the outlook on the (issuer’s) industry. 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 

 Risk appetite of the promoter/management and risk mitigation plans 

 The issuer’s policies on leveraging, interest risks and currency risks 

 The issuer’s plans on new projects, acquisitions, expansion, etc. 

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

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

infusion, if required 

 

Periodic interactions with the management provide insights into the operations of the entity and ongoing 

developments and further help understand the management’s commitment to the business and strategies. 

The interactions with the management also help ICRA estimate the probability of the management’s 

tendency to deviate from its business philosophy in times of stress.  

 

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 issuer‘s business 

and financial risks, its competitive strengths, it‘s 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 and other funding 

requirements. Credit profile of footwear manufacturing/ branded footwear players involves an assessment 

of the business strength and weakness as reflected by their scale of operations, operating efficiencies 

owing to their presence in highly competitive product segment, diversifications in terms of product and 

customer profile; level of integration and brand strength. The operational strengths are typically reflected in 

financial performance; however the financial risk profile for the entity is also governed by its future growth 

plans, given the high leveraging in the sector and working capital intensive nature of operations; and the 

ability to meet the funding requirement to achieve the targeted growth.  
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