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DIRECTORS’ REPORT

Your Directors have pleasure in presenting the Seventy-seventh Annual Report on the business and operations 
of the Company together with the Audited Accounts for the financial year ended March 31, 2014.

ECONOMIC ENVIRONMENT

The year under review, started with a cautious sentiment and a difficult time for the global economic activity. 
However, with things getting under control the business situation improved gradually. Major economic zones 
saw divergent growth during the year. While the US economy strengthened, Euro Zone saw a turbulent 
economic phase. On the other hand, developing economies such as Latin America, Middle East and Africa 
witnessed a sluggish growth.

The domestic economy continued on its challenging trajectory, with growth at decadal low. The domestic 
industrial sector saw persistent slowdown, despite measures being taken by the government. The currency as 
well as demand was under pressure, compounded by high inflation and steepening input costs.

With recovery on the anvil and favourable economic dynamics, the domestic environment is slowly 
changing. Demand is expected to resurge, as fiscal conditions improve and developed economies rebound. 
However, geopolitical risks in other developing economies have increased and will be important to keep 
an eye on.

While global growth is projected to improve from 3.3 per cent in 2013-14 to 3.6 per cent, growth in 
advanced economies is expected to lag the global growth at 2 per cent. Fiscal tightening and accommodative 
monetary conditions are likely to be the key contributing factors. Growth in the developing economies is 
projected to be in the 5% range in 2014-15. With geopolitical risks withering down in the developing 
nations, performance of your Company’s export division is further likely to benefit.

TOBACCO INDUSTRY

Globally, the tobacco industry has grown by around 3 per cent in value terms to USD 783 billion in FY14. 
The global cigarette volumes have declined by 1 per cent in FY14, whereas the value has grown by 3 per 
cent. Increasing taxes & widening regulations are impeding growth of cigarette volumes globally.

The Indian tobacco industry is estimated to be around USD 13 billion in FY14. Cigarette constitute 61 per 
cent of the total value, followed by Bidi (23 per cent) & Chewing tobacco (16 per cent).

Indian cigarette market has shown a decline of around 3 per cent in volume, impacted by pricing pressure 
and growing health concerns. However, the price hikes taken by the industry have resulted in a value growth 
of 14 per cent over the previous year. The 64mm segment, aided by favourable taxation, has grown by two 
& half times in volume terms as compared to last year. Premiumisation trend has continued with growing 
Kings Segment (KSFT), which now accounts for more than 15 per cent of the industry’s volumes. The growth 
in King Size has been driven by Lights/Milds variants due to the perception of reduced harm. However, 
the Regular Size Filter (RSFT) category, which forms the body of the industry has lost industry’s share from 
76.9 per cent in FY13 to 66.3 per cent in FY14. There has been increased up-trading from Premium RSFT to 
KSFT segment this year, due to reduced price difference. Also, the industry continues to face the challenge 
of illicit trade. With growing health concerns, consumers are also exploring new generation products such 
as e-cigarettes, nicotine gums, etc.

Indian leaf tobacco exports were higher as compared to last year, both in volume and value terms.

Regulation and Taxation

With global tobacco regulatory environment becoming stricter by the day, businesses are facing a 
daunting task of growing top-line and bottom-line. In India too, over the past few years the Union 
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government has been inflicting steep excise hikes on the Cigarette industry, along with State governments 
further imposing high VAT at varying rates. In the recently presented budget, excise duty has further 
been hiked on various segments, ranging between 11 to 72 per cent. Varying VAT rates have led to 
differential pricing, growth in the illicit trade and inducing a shift to non-standard forms of tobacco. 
While the 64mm segment helped the industry to counter illicit trade to some extent, the recently announced 
disproportionate excise hike of 72 per cent for the segment is likely to exacerbate the problem of illicit 
trade.

Though your Company is committed to abide by the regulations as a responsible corporate, we eagerly 
await a unified taxation system in terms of GST as it is expected to benefit both the industry and consumers 
by rationalizing the differential pricing and thus curbing sales of illicit products.

SEGMENTWISE PERFORMANCE IN 2013-2014

Cigarettes

The domestic cigarette industry had to contend with increased central and state taxes for the second year 
in succession. Though your Company has witnessed decline in volume, it still was able to register a healthy 
growth of 11.7% in terms of sales income, from Rs. 2,920 crore previous year to Rs. 3,263 crore and hold 
on its market share, reversing the declining trend of previous years. We have been able to increase volume 
in the 64mm segment against aggressive competitive moves, but kept a balanced mix of the lower margin 
64mm and the higher margin 69mm segments.

Despite the challenging scenario faced by it, your Company is aiming for steady growth through balanced 
brand portfolio, consumer centric working, quicker response to environmental changes and data-driven 
decision making process. We are also working on strengthening our main brand franchises by improving 
imagery on consumer relevant parameters and adopting new research tools & methodologies to test consumer 
relevant concepts. Multiple cross-functional integrated projects are currently underway towards making our 
brands consumer centric in the market place by delivering superior product experience and thereby winning 
consumer confidence.

Tea

Your Company’s domestic tea business progressed well on its path of resurgence, posting overall net 
sales of Rs. 116 crore against Rs. 106 crore i.e. growth of almost 10 per cent over last year. The division 
focused on capturing the premiumization trend in the domestic market and extended its mainstay, the 
Supercup brand to develop the franchise and participated in the upper mid-premium segment by launching 
Supercup Gold and Supercup Premium,continued expanding presence in alternate high-growth channels 
like modern trade, institutions and home shopping. Further concerted effort helped the team to grow its 
premium offering Symphony by 12 per cent in the domestic market. With an aim of strengthening our 
quality focus, your Company implemented the Kaizen and 5S systems at both its factories at Kolkata and 
Bazpur.    

Exports

The following table shows the status of exports for different products during the year under report:

2013 - 14 2012 - 13
Commodity/ Product Value

(Rs. in crore)
Value

(Rs. in crore)
Cigarettes 144.54 109.22
Unmanufactured tobacco 262.08 172.18
Cut tobacco 29.77 39.01
Tea 54.53 39.27

Exports of your Company have grown by 36% during the year achieving a value of Rs.491 crore for the  
FY 2013-14.
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To bring a major thrust and provide the strategic direction to the export business, your Company has 
restructured its International Business division in order to realize its full potentials. A long term business 
plan is being worked out for a sustained growth of international business across all product categories 
with the key focus being on increase in sustainable business with existing clients expanding to cover new 
geographies and new clients and adding value to the business by putting greater thrust in building brand 
saliency and thereby equity across the globe. Setting up of the regional hubs in Dubai and Singapore is 
a step in this direction and is expected to aid in building greater customer confidence. Your Company is 
also exploring to get a foothold in the markets of Africa through strategic tie-ups and alliances.

Tea exports grew phenomenally at 39% over last year primarily due to expansion into new geographies such 
as Afghanistan, Russia and Netherland and growing client base in key geographies of Iran and Pakistan. 
Your Company is now focusing on identified markets in Oman and Uzbekistan to scale further heights in the 
business.

Chewing Products

There was acceleration of gains over the last fiscal and the business grew by 11% to close the year at Rs. 
158 crores compared to Rs. 142 crores the year earlier. The Company launched ‘Raag’ Pan Masala and 
‘Raaga’ Zarda and reaped the gains of this launch in Gujarat & MP.

Your Company has invested significant time and money to develop new capabilities and capacities which 
will help the Company to grow the business. A number of researches and new offers are being done to 
gain deeper understanding of the market and consumer. Efforts are now being made to build ‘Pan Vilas’ 
salience and superior imagery to capture more market share,build a compelling solution for the premium 
mixer, and proliferate ‘Raag’ further in the popular Pan Masala segment.

As per the global taxonomy the Company’s portfolio of chewing products is categorized as ‘Asian 
styled chewing’ products comprising of consumers from India, Pakistan, Nepal and Bangladesh. 
Diaspora of this origin, settled across the globe, also demands these products. Your Company has 
started focusing on these consumers and is in the process of making its products available to them. 
To this end, your Company is exploring partnerships in Nepal and Bangladesh to give its brands a 
global platform.

Retail

Company’s foray into retail business through 24x7 convenience stores is making steady progress. The 
Company is currently operating through 42 stores spread across NCR and includes four new stores opened 
in Chandigarh. New business models are currently under evaluation with the help of Japanese consultants 
and we hope to scale greater heights in times to come.

TREASURY OPERATIONS

Your Company continues to enjoy the highest rating of ‘CRISIL A1+’ for Short Term Debt Programme, 
‘CRISIL AA+/Stable’ for Long Term Loan, ‘CRISIL AA+/Stable’ for Cash Credit Limit and ‘CRISIL A1+’ for 
Non-fund based Limit. With these ratings in place, your Company is able to raise funds at most competitive 
terms.

Guided by the policy of safe, liquid and tax efficient returns, the Company has been deploying its long term 
surplus funds primarily in debt oriented schemes of reputed mutual funds. The Company also continued to 
park its temporary surpluses in liquid schemes of various mutual funds.

FIXED DEPOSITS

The Company has not accepted any Fixed Deposits from the public or members during the year. No amount 
was outstanding towards unclaimed deposits payable to the depositors as on March 31, 2014.
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