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DIRECTORS' REPORT

DIRECTORS’ REPORT & MANAGEMENT DISCUSSION AND ANALYSIS
Your Directors feel privileged to present the 80th Annual Report on the business and operations of the 
Company along with the Audited Accounts for the financial year, ended March 31, 2017.

ECONOMIC ENVIRONMENT

In 2016, the growth in global economy was better but not good enough to turnaround the global economy. 
IMF estimated the global growth at 3.1% in 2016 and forecasts it to be 3.5% in 2017. Economic activity 
increased in the US as consumer spending and exports increased over last year. All European economies 
had slow but consistent growth in 2016. Within the developing economies, China’s slowdown stabilized at 
6.7%, due to policy support, unlike the slowdown expected last year. Russia and Brazil also appear to be 
coming out of the doldrums. India continues to remain the poster boy of economic growth globally. Most of 
the global central banks are expected to hold on to interest rates, thereby keeping inflation under control and 
accelerate consumer spending. 

India is one of the fastest growing key economies in the world and is expected to grow at 7.4% in 2017-18. 
The current government has successfully introduced structural reforms such as demonetisation and GST to 
boost the Indian economy. Demonetisation had a mixed impact on the economy, however it promises to be 
a big step towards a digital economy. The most significant reform is GST that has amalgamated the different 
tax markets in India into one single tax market. It is the most fundamental and far reaching indirect tax reforms 
that have happened in decades. Even with some potential imperfections, it can usher in quantum leap in 
transaction trails and logistic efficiencies. 

Corporate earnings in India are expected to grow by over 20% in FY 2017-18 in the backdrop of digital push 
and ‘Make in India’ initiatives apart from various infrastructure development initiatives like road, transport, 
energy and ‘smart cities’ projects, etc. Comfortable liquidity, benign inflation outlook, lower net borrowings 
by the government, stable currency and various legal reforms are expected to define a path of sustainable 
growth. India is expected to be the third largest consumer economy worth US$ 4 trillion by 2025, as per a 
Boston Consulting Group (BCG) report. We are indeed placed in very good times, where the economic and 
social benefits will accrue to all Indians.

TOBACCO INDUSTRY

In 2016, Euromonitor, a global business intelligence provider estimated the global cigarettes industry at 5.5 
trillion sticks worth about US$ 700 billion and growing at 2%. The cigarette volumes declined by 3% in 2016 
driven largely by decline in China and developed markets. In India, the industry managed to reverse the 
volume decline that was a trend for the last few years which was driven by steep tax hikes.

Globally the Electronic Vaping Devices (EVDs) accounted for US$10 billion in 2016, while ‘heated and not 
burn’ tobacco segment represented a further US$2 billion. The category as a whole is forecast to grow to 
US$34 billion by 2021. Your Company is already present in EVD segment through select products in a few 
markets and has ambitious plans both for the domestic and international markets.

Tobacco in India is an extremely important sector as it provides livelihood to over 45 million people. India 
is the second largest global producer of tobacco. Tobacco and tobacco products contribute more than Rs. 
30,000 crores to the country’s exchequer annually. It should be mentioned that more than 85% of this 
government revenue is from cigarettes despite having a mere 15% share in total tobacco consumption in 
India. Successive annual excise duty hikes followed by states increasing local taxes in the past have led to this 
skewed taxation and volume distortions over a period of time. The industry welcomes GST, which has tried to 
address this distortion to some extent. 

Global leading tobacco producers like Malawi, China and Zimbabwe have more than 1% of their arable 
landmass under tobacco cultivation, while India has only around 0.25% of land under tobacco cultivation. 
This is despite farmers deriving much higher income from tobacco crop than other agricultural crops in India 
and tobacco crop having significant export potential. 
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Regulation 

India is a signatory to the WHO’s tobacco control treaty, named as “Framework Convention on Tobacco 
Control (FCTC)”. This treaty and its programmes are constantly pushing governments towards extreme tobacco 
control. Various governments are faced with challenges of balancing enormous socio-economic considerations 
against health hazards associated with the tobacco sector. India is one of the earliest signatories to the WHO-
FCTC and most of the policy actions at government level are guided by this convention.  

Various writ petitions challenging the Government’s decision to implement 85% GHW on both sides of the 
cigarette pack with effect from 1st April, 2016, have been heard by the Honourable High Court of Karnataka 
and its judgement is reserved.  In the meantime, the Industry has implemented the regulatory requirement to 
print new set of picture on the packs with effect from 1st April, 2017.

Illicit cigarettes are posing serious threat to the industry as well as government revenues as, 1 in every 5 
cigarettes sold is illicit in the country. While requesting the government to direct its attention towards curbing 
the menace of illicit cigarettes, your Company will always remain committed to regulatory adherence by 
being a responsible corporate entity.

SEGMENTWISE PERFORMANCE IN 2016-2017

Cigarettes  

The legal cigarette industry faced yet another challenging year.  On one hand it faces competition from 
lightly taxed tobacco products like bidis, chewing tobacco, gutkha, etc. and on the other hand the illicit  
cigarette market continues to grow unabated.  Despite these constraints, your Company was able to maintain 
its domestic sale volumes at the last year’s level though the share of economy segment of 64mm brands has 
increased at the cost of its 69mm brands.  This was made possible by your Company’s relentless pursuit of 
value creation through new product launches with capsule filters and other differentiations.

Your Company will continue to pursue growth by focusing on portfolio expansion to accommodate varying 
consumer preferences and by increasing its geographic footprint through expanded distribution infrastructure, 
accelerated digital capabilities and cost optimization.

Tea

The domestic packaged and bulk tea business achieved a turnover of Rs. 105 crores which was slightly 
better than previous year. Your Company continued to focus on regional consumer taste preferences to drive 
demand of its products across its key markets. This approach augmented with strengthened feet on street for 
better sales reach, has resulted in consistency in sales despite stiff competition from local brands. 

In an effort to drive long-term growth, your Company invested in modernization of its Bazpur (Uttarakhand) 
manufacturing unit with the aim to enhance its compliance to regulatory, safety and quality standards. To 
further accelerate the growth momentum, your Company will continue to focus on consumer and trade 
preferences and better availability of its products through targeted consumer engagement, acquisition and 
loyalty and use of digital media.

Your Company received the award for the ‘BEST COMPANY IN FOOD SAFETY’ at the ASSOCHAM Food 
Excellence Awards, 2017.

Chewing Products 

Your Company’s Chewing Products business showcases a breakthrough year with a record 70% growth 
in sales revenue, growing from Rs. 151 crores to Rs. 258 crores in 2016-17. It was a year in which your 
Company made significant inroads into capturing market share in both the premium and mid-premium 
segments of the Pan Masala Industry and laid the platform for continuous growth across 2017-18 as well. Your 
Company believes in the process of constant improvement and unrelenting consumer focus, and will continue 
to deliver consistently high quality products to the consumers by understanding his unfulfilled needs. Through 
consistent delivery of a high quality product supported by efficiency in distribution and consumer acquisition, 
your company was not only able to capture a majority segment share in Gujarat, but also developed newer 
geographies like Odisha, Jharkhand and West Bengal which constituted 35% of national volumes.

Pan Vilas, your Company’s flagship brand, continues to hold strong share in the premium segment with over 
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