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DIRECTORS’ REPORT

Your Directors feel privileged to present the 78th Annual Report on the business and operations of the 
Company along with the Audited Accounts for the financial year, ended March 31, 2015.

ECONOMIC ENVIRONMENT

The global economic recovery continued to be uneven during 2014-15, with low inflation turning to 
deflation in many countries, while advanced economies reported a pick-up in growth and emerging and 
developing economies continued to slow down resulting in modest global economic growth of 3.4% in 
2014. Geopolitical tensions, stagnation and deflationary conditions and continued slowdown in China 
with its consequent adverse impact on commodity prices, represents some of the key challenges to global 
economic recovery. IMF, in their latest outlook, has marked the global economic growth for 2015 at 
3.3%. Later in the year, it is expected that the US Fed and Bank of England will reverse the interest rate 
cycle leading to flight of capital to these regions. This is likely to further impact the emerging economies 
negatively.

Compared to the trends of other emerging and developing economies, the Indian economy showed 
some resilience with a growth of 7.4% in 2014-15 based on the new GDP series as compared with 
6.9% in 2013-14. There was room for cheers on some counts, as there was a 2.8% growth in IIP, robust 
10.6% growth in the services sector, declining rate of inflation (both CPI and WPI), containing fiscal 
deficit within the target at 4% of GDP, narrowing current account deficit at 1.3% of GDP, improved 
investor sentiment, healthy foreign exchange reserves at over $ 350 billion, stable Rupee and rising 
stock markets. IMF has estimated that India will grow at 7.5% in 2015-16 and therefore, India shall 
continue to remain, one of the fastest growing economies in the world. However, if India has to live up 
to its true potential, there is an urgent need to focus on job creation and skill up-gradation to address 
the issue of unemployment, especially among the youth. And, for this the manufacturing sector needs 
to get the required boost and the Modi government’s call for ‘Make in India’ should travel beyond the 
realms of mere sloganeering.

TOBACCO INDUSTRY

The global tobacco industry accounted for a 4 % growth with a value of USD 816 billion in 2014; likewise 
the global cigarette industry saw a growth of 3 % i.e. USD 744 billion, keeping the value growth intact. 
Global cigarette volumes declined by about 0.4 % in 2014 which were driven by volume decline in North 
America and Europe by 4 % and 5 %, respectively. The industry’s growth engine – Asia Pacific grew by 
1 % in 2014.

New generation products such as electronic vaping devices (EVD) and nicotine gums are gaining global 
acceptance. Sales of e-cigarettes grew by 60 % globally in 2014 as consumers perceive this segment to 
be less harmful. Taking a cue from this, your Company has also forayed into the same category with the 
test marketing of “ZESTT” brand in Delhi – NCR.

The Indian cigarettes industry is passing through tough times. A significant part of the cigarettes value 
is comprised of excise and VAT, unlike other tobacco products. In the last 4 fiscal years, the weighted 
excise increased at about 18% year-over-year. Consequently, all companies are facing pricing and margin 
pressures. Yet, the industry has been successful in maintaining a value growth albeit at the cost of volume 
decline.

India’s taxation policy and regulatory regime is somewhat skewed against cigarettes over the years. 
This has led to the share of legal cigarettes in overall tobacco consumption progressively declining from 
21% in 1981-82 to about 12% in 2014-15 even as overall tobacco consumption has increased in India. 
According to a study by Euromonitor International, India is now the 5th largest market for illegal cigarettes 
in the world and that the illegal cigarette trade accounts for nearly one-fifth of the overall cigarette industry 
in India.
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Initially it was felt that the cigarette segment of ‘length not exceeding 65mm’ will rope in tobacco consumers 
from categories like bidi, khaini, chewing tobacco, gutkha, etc., but cumulative increase of 115% in excise 
duty in July 2014 and February 2015 has belied those hopes completely.

A dominant industry trend in India is that of polarization, wherein cigarette consumers are drifting from 
regular size towards either kings size segment or 64mm. This is also reflected in price bands where the 
premium and popular segments are being diluted with movement toward economy segment.

Indian leaf tobacco exports in 2014-15 fell way short of the target and were pegged at Rs. 5600 crore, 
even lower than last year’s actual of Rs. 6100 crore.

Regulation and Taxation

The regulatory environment is getting stricter by the day. For the fourth consecutive year, the Union budget 
in February 2015 hiked excise rates for cigarettes in the range of 12-22 per cent; the hike was even 
steeper in the range of 11-72 per cent as presented in the July 2014 budget.

The state government controlled VAT rates are also moving upwards. Share of VAT within total taxes to the 
cigarettes industry, has increased from 28 per cent in 2010-11 to 43 per cent in 2014-15. It is imperative 
that GST comes in to play from April 1, 2016 and streamlines the varied tax structure. It is imperative 
that revenue sensitive goods like cigarettes are subjected to uniform standard rates of tax applicable to 
general category of goods to ensure revenue buoyancy and rein in the growth of illicit trade. A multi-VAT 
regime promotes arbitrage and cross border trade which hurts the state governments and legal business 
infrastructure in receiving states.

There are several proposals under consideration by the government concerning regulations of tobacco 
sector. One such proposal relates to increase in size of graphic health warnings to cover 85% of the 
surface area of both sides of the pack as compared to the current requirement of covering 40% of the area 
of one side of the pack. This was originally mandated to be effective from 1st April, 2015, but is currently 
being examined by the Parliament Committee on Subordinate Legislation and therefore its implementation 
stands deferred. Others relate to amendments to COTPA to regulate in-shop and on-shop displays. It is also 
rumoured that the government is contemplating ban on sale of loose cigarettes.

Your Company, however, remains committed to regulatory adherence as a responsible corporate entity. Our 
endeavour is to seek harmony between legal compliance and efficient realizations from the business.

SEGMENTWISE PERFORMANCE IN 2014-2015

Cigarettes

The domestic cigarette industry continues to reel under pressure of increased indirect taxes with volumes 
declining by over 9% in 2014-15. Though your Company has witnessed decline in volume, it still was 
able to register a growth of 4.2% in terms of operating revenue from Rs. 3263 crore in previous year 
to Rs. 3400 crore. We have been able to increase volume in the 64 mm segment despite aggressive 
competitive moves, but kept a balanced mix of the lower margin 64 mm and the higher margin 69 mm 
segments.

Despite the challenging scenario faced by it, your Company is aiming for steady growth through balanced 
brand portfolio, consumer engagement programs, quicker response to environmental changes and data-
driven decision making process. Multiple cross-functional integrated projects are currently underway 
towards making our brands consumer centric in the market place to gain market share.

In view of the pricing pressure on consumers, your Company has already enhanced its focus on more 
economical price points to regain volume growth. We are offering increasingly superior products at 
multiple price points which are affordable to various sections of society. Our effort will be to improve 
consumer satisfaction with our brands through quality and innovation, using the latest techniques in 
consumer research, R&D and manufacturing excellence.

Tea

Domestic tea business remained subdued during the year with income lower at Rs. 102 crore against 
Rs.116 crore last year. Efforts were made towards premiumization of brand portfolio, leading to value 
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