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Ceylon Tobacco Company PLC (CTC) is a corporate 
in pursuit of unfaltering accomplishment. Pioneering 
innovative partnerships and breakthrough business 
practices have enabled CTC to transcend from creating 
mere competitive advantage to a company that is 
consistently ahead of the game.

This acclaim is the culmination of a century-long history, 
with CTC being a local benchmark of international 
standards. Creating and maintaining mutually-beneficial 
and economically-sustainable long-term relationships with 
shareholders, consumers, employees, valued business 
partners and partner communities is how CTC has ensured 
the strength and success of its operations. Business 
best practice and governance has been the cornerstone 
of CTC’s operations over the years. As a responsible 
corporate, CTC remains one of highest contributors to the 
national exchequer and espouses a sustainability initiative 
that has been hailed across the corporate world as one 
of the most engaging and socially enriching in poverty 
alleviation. 

To be best in class, we don’t merely compete, we envision 
big and realise them better.



About this Report 

Reporting Standards
Sri Lankan Financial Reporting 
Standards (SLFRS)

International Integrated Reporting 
Framework

External Assurance
Financial reporting 

Messrs. KPMG

Our Approach to Reporting
As our primary publication to stakeholders, this 
Integrated Annual Report is intended to address 
the information requirements of our long-term 
investors. It is our fourth year of adopting 
Integrated Reporting (IR), which has allowed us 
to share a clear and balanced overview of how 
we deliver on our purpose. The Report includes 
a comprehensive discussion of key factors that 
shaped the Company’s performance during the 
year, how we are directing strategy to respond 
to emerging opportunities and risks as well as 
our plans for the next year. In addition to the 
principles of Integrated Reporting Framework 
published by the International Integrated 
Reporting Council, this Report also conforms 
to the reporting requirements of the Companies 
Act No.7 of 2007, Listing Rules of the Colombo 
Stock Exchange and the Code of Best Practice 
on Corporate Governance issued by the Institute 
of Chartered Accountants of Sri Lanka in 2017. 

Materiality
In determining the material topics to be included 
in this Report we consider the issues that have 
the most potential to impact our ability to create 
value while influencing stakeholder decisions. In 
maintaining the consistency of the Report, we 
continue to structure the narrative based on the 
selected material topics, thus allowing readers 
to swiftly identify issues that are most critical to 
them. 

Six Capitals
The IR Framework defines 6 forms of capitals, 
which all organisations rely on when creating 
value. Our value creation model on page 18 
demonstrates how these capitals are integrated 
to our business and the navigation icons 
presented alongside serve as a visual reference 
to these capitals within the Report. 

About this Report

Feedback
We are committed to consistently improving the 
quality and readability of our Report and welcome 
your suggestions and comments. Please direct 
your feedback to;

Kawshika Abeykoon
Assistant Company Secretary
Ceylon Tobacco Company PLC
178, Srimath Ramanathan Mawatha
Colombo 15.

For shareholder inquires and complaints please 
contact CTC Shareholder  
Hotline: 0094 776384677 
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About this Report

Reading our Report
Strategic Report (Pages 18-66)
External dynamics, which shaped our performance and how we responded.

Material Topics (Pages 23-63)
All issues that were material to the Company and to the stakeholders during the year.

Risk Management (Pages 64-66)
Evaluation of the principal risk factors facing the Company.

Performance (Pages 05-07)
Overview of our financial, social and environmental performance during the year. 

Corporate Governance (Pages 74-83)
High level overview of how we are governed and key governance related 
developments during the year.

Financial Information (Pages 97-135)
A comprehensive statement of our financial performance and significant activities 
during the year under review.

Financial
Capital

Manufactured
Capital

Human
Capital

Intellectual
Capital

Social and 
Relationship

Capital

Natural
Capital
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Performance Highlights

About this Report

Units 2018 2017

FI
N
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C
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L 

H
IG

H
LI

G
H

TS

Turnover Rs. million 145,298 138,539

Government Levies Rs. million 112,368 107,387

Revenue Rs. million 32,931 31,151

Profit Before Tax Rs. million 27,477 24,571

Profit After Tax Rs. million 17,004 14,586

Net assets Rs. million 5,359 4,570

Interim Dividends Rs. million 14,049 12,363

Proposed Final Dividends (subject to approval at AGM) Rs. million 2,954 2,210

Total Value Added Rs. million 141,471 133,488

Capital Investment Rs. million 996 226

Market Capitalisation Rs. million 265,063 188,167

Value Added Per Employee Rs. million 524 493

Permanent Employees Number 270 271

Dividend Pay-out Ratio % 99.99 99.90

Per Share

Market Value (Closing) Rs. 1,415.00 1,004.50

Net Assets Rs. 28.61 24.40

Earnings Rs. 90.78 77.87

Dividends (Interim and Proposed Final Dividend) Rs. 90.77 77.80

SO
C

IA
L 

H
IG

H
LI

G
H

TS

Total Employee Training Hours Hours 4,664 4,103

Investment in Training Rs. million 51 55

Female Participation in Management Roles % 18 18

Total Livelihoods Supported Number 176,000+ 172,000+

Payment to Tobacco Farmers Rs. million 925 1,060

SADP Beneficiaries Number 76,396 76,229

EN
VI

RO
N

M
EN

TA
L 

 
H

IG
H

LI
G

H
TS

Energy Consumption gj 39,186 39,765

Energy Efficiency gj/mce 7.10 7.30

Water Consumption cu.m 32,251 34,994

Water Efficiency cu.m/mce 5.90 6.40

GHG Emissions tCO2e 4,264 4,266

Emission Intensity tCO2e/mce 0.78 0.80

Waste Recycled % 92 93

Investment in EHS Activities Rs. million 61 13

tCO2e - Tonnes of Carbon Dioxide equivalent 
gj - Giga joules 
mce - Million cigarette equivalent 
cu.m - Cubic metres
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TOTAL
MARKET 

CAPITALISATION

CONTRIBUTED  
TO GOVERNMENT REVENUE 

VIA EXCISE, TAXES AND LEVIES

Our Performance

About this Report 

Rs. 265+ 
billion

Rs.125 
billion

of operations in Sri Lanka

contributed to the State over 
the past 10 years

as at 31 December 2018

of the Government's total 
tax revenue

Most valuable 
company listed on 
the Colombo Stock 
Exchange

113 Years

Rs. 824 billion

6% 
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INFUSED INTO THE LOCAL 
ECONOMY ACROSS OUR 

VALUE CHAIN

JOBS CREATED

Rs.11.4 
billion

44,000+

About this Report

persons engaged in tobacco 
farming using less than 0.01% 
of Sri Lanka's arable land

livelihoods supported

beneficiaries of SADP

families supported through SADP

20,000

176,000+

76,396

19,664
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About the Company

Track Record of Value Creation
As one of Sri Lanka’s most economically 
impactful organisations, Ceylon Tobacco 
Company PLC (CTC) has over the past 
century demonstrated its deep commitment 
to delivering stakeholder value. CTC is the 
most valuable listed company in Sri Lanka, 
accounting for 10% of the market capitalisation 
of the Colombo Stock Exchange by end-
December 2018. CTC is the country’s largest 
individual tax contributor, accounting for nearly 
6% of the Government’s total tax revenue in 
2018. We also inject approximately Rs. 11.4 
billion to the local economy through our value 
chain activities.

Best-in-class Brands
We offer a world-class portfolio of cigarette brands, catering to a diverse array of adult 
consumer preferences. As a subsidiary of British American Tobacco (BAT) we benefit from our 
Parent’s cutting-edge research capabilities, which allows us to effectively respond to evolving 
consumer needs. 

Rs.4.9 billion

Rs.3.8 billion

Rs.0.9 billion

Rs.1.8 billion

Rs.11.4 billion

Trade

Local Suppliers

Leaf Purchasing

Other

About the Company

Value injected

8    |    Ceylon Tobacco Company PLC - Annual Report 2018



World Class Corporate 
Governance Practices
Our Parent is globally renowned for 
its strong governance practices and 
was ranked first out of all FTSE 100 
companies for corporate governance 
practices. As a subsidiary of BAT, CTC’s 
corporate governance framework has 
been developed broadly in line with 
the Group’s policies, principles and 
standards and refined to comply with the 
requirements under the Companies Act 
No. 7 of 2007, the rules of the Colombo 
Stock Exchange and other relevant 
domestic laws and regulations.

Employer of Choice
Considered as one of Sri Lanka’s best employers, CTC offers a unique employee value proposition 
centred on development, diversity, global opportunities and a high-level of engagement. The spirit 
and tenacity of our 270-strong team is a key source of competitive edge and has enabled the 
Company to remain resilient even in the most challenging operating environment.

Leader in Sustainability
As an organisation operating in a controversial 
industry, we are cognisant of the added 
responsibility placed on us to maintain the 
highest standards of corporate conduct. We 
take pride in the sustainable and responsible 
way our operations are run.

Relationships with over 
20,000 farmers and 60,000 
retailers, empowering more 
than 176,000 livelihoods.

Concerted efforts to reduce 
environmental footprint 
through clearly articulated 
targets.

Over Rs. 61 million spent 
on maintaining highest 
Environmental, Health and 
Safety standards.

Operational Excellence
Operational excellence and efficiency are disciplines that run through everything we do. Optimising 
the manufacturing infrastructure and relentless focus on efficiencies through implementation of 
Integrated Work Systems (IWS) has enabled us to develop lean and agile processes. 

18%

66.5%

7.9%

Rs.139million

Females in Management Roles

Overall Equipment Efficiency (OEE)

Employee Turnover Rate

Productivity Savings 

About the Company
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Dear Shareholder,
It is my pleasure to report that your Company achieved a 16.6% growth 
in profit after tax to deliver Rs. 17 billion in a year of numerous external 
challenges. An excise-led price hike in August 2018 coupled with 
moderating economic conditions and political instability impacted our 
volumes, particularly during the last two quarters of the year. Foresight in 
effectively managing our distribution capabilities, relentless focus on cost 
management and a timely product portfolio strategy enabled the Company 
to record a growth despite these challenges, consistently delivering on its 
commitment to shareholders.

Syed Javed Iqbal
Chairman

Chairman’s Review

“Foresight in effectively 
managing our distribution 
capabilities, relentless focus 
on cost management and 
a timely product portfolio 
strategy enabled the Company 
to record a growth despite 
these challenges, consistently 
delivering on its commitment 
to shareholders.”

About the Company
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farming, manufacturing and retailing. We also 
remain deeply committed to the Group’s vision 
for long-term sustainability. Globally recognised 
as a sustainability champion, British American 
Tobacco (BAT) was the first tobacco company 
to be included in the DOW Jones Sustainability 
Index (DJSI) and has consistently maintained 
its position as the industry leader in economic, 
environmental and social performance based 
on the rankings of the DJSI. Locally, CTC’s 
flagship Corporate Social Investment initiative, 
SADP has directly contributed towards poverty 
alleviation, empowering 76,396 beneficiaries 
in 19,664 economically underprivileged rural 
families through agricultural knowledge transfer, 
resource assistance and skill development. 

As a responsible corporate citizen operating 
in a controversial yet legal industry, we remain 
deeply concerned about the continued growth 
of the illicit cigarette market in Sri Lanka. As 
has been proven in other markets, excessive 
price hikes will typically not reduce tobacco 
consumption, instead it will force smokers to 
look for cheaper alternatives, reducing the 
price paid per stick over time. Therefore, total 
smoking in Sri Lanka has been on the rise in 
the past years. As a result of the expansion of 
alternative and illegal tobacco trading, cheaper 
alternatives are depriving the Government  
from earning tax revenue and from achieving 
public health objectives. Given the health risks 
associated with our products, we understand 
that regulation is necessary although we urge 
the Government to pursue balanced and 
evidence-based regulation, which delivers on 
public health policy goals while preserving the 
rights of adult consumers. 

The Company continued to strengthen its 
corporate governance practices during the 
year; following BAT’s acquisition of Reynolds 
American, the Group is now expected to 
comply with the US Foreign and Corrupt 
Practices Act and other relevant US laws and 
regulations. We have extended our Anti-Bribery 
and Corruption Procedure to third parties 
engaged by CTC who are required to undergo a 

The share price performed exceedingly well 
during the year and CTC emerged as the 
most valuable listed company on the Colombo 
Stock Exchange from June 2018, with a 
market capitalisation of Rs. 265 billion by end-
December 2018. The share price increased by 
40.9% to Rs. 1,415 during the year, despite an 
overall market decline of 5%. Earnings per share 
also increased by 16.6% to Rs. 90.78 during 
2018. I am happy to report that the Board 
has approved a final dividend of Rs.15.77 per 
share, in addition to the four interim dividends 
paid, which takes the total dividend per share 
for 2018 to Rs. 90.77. Your Company is also 
amongst the highest dividend payers with an 
average dividend pay-out ratio of 99%.

Domestic and global headwinds affected Sri 
Lanka’s macro-economic performance during 
the year in review. Economic growth moderated 
to 3.3% in the first 9 months of the year 
reflecting a subdued industrial sector, which 
was affected by a slowdown in construction, 
mining and quarrying. The agriculture sector 
rebounded to record a growth of 4.8% during 
the same period following favourable weather 
conditions while the services sector expanded 
by 4.4%. Despite an expansionary monetary 
policy, deposit and lending rates remained 
relatively high for most part of the year while the 
exchange rate depreciated sharply during the 
latter part of 2018 following capital outflows, 
escalating global commodity prices and the 
strengthening of the US dollar. These dynamics 
had an adverse impact on both investor and 
consumer sentiments during the year.

As one of Sri Lanka’s most economically 
impactful entities, your Company plays an 
important role in supporting the country’s rural 
economy, empowering underprivileged families 
and contributing to national revenue. CTC is the 
single largest individual tax contributor and tax 
payments of Rs. 125 billion in 2018 accounted 
for nearly 6% of the Government’s total tax 
revenue. Value injection to the local economy 
amounted to Rs. 11.4 billion as we continued 
to support over 176,000 livelihoods engaged in 

Chairman’s Review

About the Company

“As one of  Sri Lanka’s 
most economically 
impactful entities, 
your Company 
plays an important 
role in supporting 
the country’s rural 
economy, empowering 
underprivileged families 
and contributing to 
national revenue.”
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About the Company

scoring process to assess for risk of bribery and 
corruption before being engaged. During the 
year we also strengthened the Data and Privacy 
Policy, Sanctions Compliance Procedure, 
Contract Policy and Supplier Code of Conduct. 
The Company also adopted the revised Code of 
Best Practice on Corporate Governance issued 
by the Institute of Chartered Accountants of Sri 
Lanka in December 2017. I am happy report 
that during the year there were no departures 
from any internal BAT policies including the 
Company’s Standards of Business Conduct 
(SOBC). You can find further information on 
the Company’s compliance and governance 
mechanisms in the Leadership and Governance 
section of this Report.

Acknowledgements
I would like to take this opportunity to extend 
my gratitude to the outgoing Chairman,  
Mr. Susantha Ratnayake for his valuable counsel 
and guidance over the years. My appreciation 
also goes out to Mr. Dinesh Weerakkody and 
Ms. Emma Ridley who resigned from the Board 
during the year. I thank my colleagues on the 
Board and look forward to working with you in 
the coming years. I also offer my congratulations 
and gratitude to the dynamic team at CTC led 
by Mr. Michael Koest, Managing Director and 
CEO, who are without a doubt our key source 
of competitive edge. In conclusion, on behalf 
of the Board, I thank all stakeholders for the 
continued support rendered to the Company.

Syed Javed Iqbal
Chairman

14 February 2019
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“ Critical and future-
focussed management 
interventions to drive cost 
efficiencies, gain a deeper 
understanding of  consumer 
needs and continued 
investment in our people 
enabled us to deliver 
consistent value to our 
stakeholders.”

Dear Shareholder,
The Company’s operating landscape presented numerous challenges during 
the year in review. Consumer affordability, driven by successive Government- 
led excise hikes since 2016, has been a consistent pressure point for 
our volumes. Regulatory initiatives, while not fully fact-based, continue to 
add complexity and cost to our business. Despite these unprecedented 
conditions, critical and future-focussed management interventions to drive 
cost efficiencies, gain a deeper understanding of consumer needs and 
continued investment in our people enabled us to deliver consistent value to 
our stakeholders. 

Michael Koest
Managing Director and CEO

Managing Director and CEO' s Review

About the Company
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CTC continues to be one of Sri Lanka’s most 
economically impactful organisations and we 
are committed to contribute to the country’s 
development – through the injection of much- 
needed tax revenue, the infusion of value to the 
local economy and the development of world-
class business leaders. In 2018, we maintained 
our position as the country’s single largest 
individual tax contributor. Historically, annual 
growth in value creation to the Government from 
the legal tobacco industry has been around 
20%, therefore the potential target revenue for 
the Government stood at around Rs. 162 billion 
in 2018. Unfortunately, the 43% price increase 
in legal cigarettes in the fourth quarter of 2016 
has caused a stagnant government revenue 
thereafter, thus a lost opportunity to earn an 
additional revenue of Rs. 37 billion during the 
year in review. 

As highlighted in our previous annual reports, 
the prevalence of under regulated products 
such as beedi and smuggled illicit cigarettes 
has grown at an alarming rate in recent years. 
The price of legal cigarettes in Sri Lanka is 
now the second most expensive in the world, 
based on purchasing power parity, pushing 
price-pressured consumers towards cheaper 
alternatives that are readily available in the 
market. The total market size – measured in 
number of sticks smoked – has grown at over 
3% year-on-year despite the Government’s 
efforts to curb tobacco consumption, a clear 
indication that the country’s tobacco control 
strategy is failing. 

Unfortunately, tobacco regulation and taxation 
in Sri Lanka largely targets the legal cigarette 
industry, creating an unfair advantage for 
cheaper, alternative products. Beedi volumes 
have doubled over the last decade, accounting 
for 57% of total smoking market in the country, 
while only providing 3% of the total tobacco 
tax revenue to the Government. Consumers 
can purchase 11 beedis for the price of 1 legal 
cigarette, causing a reduction in average prices 
paid by consumers and the growth of the total 
smoking market. Shockingly, beedi continues 
to evade the notice of tobacco control groups 
and policy makers alike, remaining under-taxed 
– only 20% tax incidence and no excise being 
levied.

In the absence of a cohesive national strategy 
to restrict black market activities, cigarette 
smuggling grew by 11% in 2018 and more 
than 510 million sticks of illicit cigarettes were 
smoked by Sri Lankan consumers during the 
year. Smuggled cigarettes now account for 
6% of the total tobacco market and the State 
incurred a loss of around Rs. 21 billion in tax 
revenue as a result. Unfortunately, the profits 
made by those involved in the illicit trafficking 
of cigarettes far outweigh the risks associated, 
which spurs such illegal activities. 

As moderating economic conditions continue 
to impinge on consumer spending, the 
price disparity between legal cigarettes and 
alternatives such as beedi and illicit cigarettes 
will continue to widen, providing further impetus 
for the growth of the latter. This not only 
harms your Company, it equally defeats the 
Government’s public health objectives, deprives 
the country of tax revenue and strengthens 
organised crime. We continue to urge relevant 
policy makers to implement a coherent tobacco 
policy, which encompasses all tobacco 
products and levels the playing field. It is the 
only way the Government can strike a balance 
between deriving sustainable revenue from the 
sector, preventing consumers from smoking 
substandard products and controlling health 
risks associated with tobacco consumption. 

Against this backdrop, in 2018 we made 
significant investments in our brands and 
our strategic focus was placed on optimising 
our portfolio through refining our market 
segmentation strategy. Despite challenges 
stemming from the external environment, 
political instability in the last quarter of 2018 
and continued pressure on our retailers in the 
form of unlawful enforcements, we managed to 
establish a stronger portfolio to deliver value to 
our consumers. We saw John Player Navy Cut 
(JPNC) achieve volume growth, strengthening 
our position in the value-for-money segment 
as we focused on enhancing availability and 
distribution efficiencies. For us growth is not 
about encouraging more people to smoke 
but understanding and meeting the evolving 
preferences of adult consumers and I am 

“The price of  legal 
cigarettes in Sri Lanka 
is now the second most 
expensive in the world, 
based on purchasing 
power parity, pushing 
price-pressured 
consumers towards 
cheaper alternatives that 
are readily available in 
the market.”

Managing Director and CEO' s Review

About the Company
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confident that the work carried out during the 
year will continue to benefit the business over 
the next 10 years. 

Another critical factor in delivering strong 
results, was the execution of our distribution 
strategy, which enhanced the availability of 
our products, developed stronger distributor 
standards, and improved the efficiency of sales 
routes. Our distributors and retailers are a vital 
element of our supply chain and we continue 
to place strategic emphasis on nurturing win-
win relationships with these valued business 
partners. We remain committed to developing 
and contributing to the sustainability of our 
business partners through unique training and 
development programmes. On the other hand, 
we note with concern that our retailers continue 
to face mounting pressure from the unlawful 
enforcement of non-existent or misinterpreted 
regulations by certain Government authorities. 
We request relevant authorities to cease such 
unreasonable and unlawful activities, which 
hamper the commercial interests of a legally- 
established industry. 

We also remained steadfast in our commitment 
to creating sustainable livelihoods to over 
176,000 supply chain partners and 20,000 
persons engaged in tobacco cultivation. In 
2018, CTC sourced the entirety of its tobacco 
leaf requirement from local farmers, injecting 
around Rs. 0.9 billion to the rural economy 
and directly contributing to socio-economic 
empowerment in underprivileged areas. The 
Company offers a holistic value proposition to 
tobacco leaf farmers, including the purchase of 
their full crop at a pre-agreed price, provision 
of all resources, propagation of sustainable 
agricultural practices and the development of 
infrastructure, all of which add to the creation 
of sustainable farmer livelihoods. In recent 
years however, the sustainability of tobacco 
farmers’ income has come under threat due 
to the enforcement of non-existent laws and 
regulations as well as the exertion of undue 
pressure on farmers to abandon tobacco 
cultivation. 

With regard to manufacturing capabilities, the 
Company progressed further on its Integrated 
Work Systems (IWS) journey, with the long-term 
objective of transforming its manufacturing 
processes to maximise equipment efficiency. 
CTC is the first Sri Lankan company to adopt 
this internationally-renowned framework and 
hopes to successfully obtain the Phase 1 
certification in the coming years. During the 
year the Company also focused on gearing for 
a major capacity expansion and technology 
upgrade, which is scheduled for 2019, 
through strengthening employee capabilities 
and improving the factory layout and safety 
mechanisms. Manufacturing KPIs continued to 
improve with the overall equipment efficiency 
ratio, increasing the meantime between failures 
and delivering ‘quality to specification’ among 
the best in Asia.

In spite of the many challenges faced during 
the year, the Company delivered yet another 
year of commendable results supported by 
the relentless focus on a relevant and holistic 
strategy. It is my pleasure to report that CTC’s 
net revenue increased by 5.7% in 2018 to 
record Rs. 32.9 billion, while operating expenses 
declined by 17.8% given the Company’s 
ongoing focus on generating efficiencies 
across its value chain. Resultantly, profit to our 
shareholders for the year grew by 16.6% to 
reach Rs. 17 billion. I am also extremely proud 
to report that CTC was nominated for the 
prestigious Golden Leaf Award for 2018 (highest 
recognition within the BAT Group) for its past 
three-year journey and the outstanding results 
delivered year-on-year. 

I firmly believe that it is the spirit and tenacity of 
the ‘CTC Tribe’ that has enabled the Company 
to remain resilient in the face of tough and unfair 
operating conditions and deliver yet another 
fantastic year. We made substantial investments 
in talent development and succession planning 
during the year, with 81% of our workforce 
undergoing training. We offered a wide portfolio 
of best-in-class functional and leadership 
development programmes to strengthen 
capabilities and accelerate the development 
of our next generation of leaders. In 2018, 
7 employees were also seconded to BAT’s 

About the Company

regional and global markets. Regardless of 
the many efforts of anti-tobacco groups to 
stigmatise our industry, the Company has 
been successful in recruiting the right talent 
at the right time, reflecting the strength of its 
employer brand. The team at CTC is agile, 
professional and high-performing, and their 
skills and fortitude have enabled us to create 
an organisation that is robust, fit-to-fight and 
consistently delivers on its strategic ambitions.

As an organisation operating in a controversial 
industry, I would like to reiterate that we 
support regulation that is balanced, evidence-
based and delivers on intended public health 
objectives. On the other hand, ad hoc and 
unreasonable regulations will have unwelcomed 
and unintended consequences, which could 
threaten the viability of our business while 
impacting livelihood across our value chain and 
government revenue. The Group’s experience 
and expertise in over 180 countries means 
that we have much to offer governments and 
regulators when it comes to developing policies 
around tobacco and we welcome a debate 
around a more coherent framework for excise 
calculation to ensure a sustainable increase in 
tobacco related revenue to the Government.

As the year draws to a close, I would like to 
extend my gratitude to the outgoing Chairman 
for his guidance and counsel throughout 
his tenure. My appreciation also goes out to 
the past and present Board of Directors and 
Executive Committee members for their support 
and confidence placed in me. The ‘CTC Tribe’ 
inspires me every day and I would like to take 
this opportunity to thank them for their passion 
and unwavering commitment, which made the 
excellent results of 2018 possible. I look forward 
to working with you all in the coming year.

Michael Koest
Managing Director and CEO

14 February 2019
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Produce
Manufacture a world-class portfolio of products 
under stringent quality standards.
(page 40)

Community 
Investment in SADP:  
Rs. 41.8 million 

Beneficiaries: 76,396

Natural impacts 
Solid waste: 504.6 MT

Carbon footprint: 4,264 tCO2e

Business partners 
Total payments to tobacco  
farmers: Rs. 0.9 billion

Payments to other business 
partners and suppliers:  
Rs. 8.7 billion

Shareholders
Net profit: Rs. 17 billion

EPS: Rs. 90.78

Dividends: Rs. 16.3 billion

Share price increase: 40.9%

Employees
Remuneration: Rs. 1.3 billion

Training investment: Rs. 51 million

Promotions: 23

Value Creation Model

CAPITAL INPUTS APPROACH TO VALUE CREATION OUTPUTS AND OUTCOMES

Financial Capital

Manufactured Capital

Human Capital

Social And Relationship Capital

Intellectual Capital

Funds used to drive our strategic ambitions and 
support operations (page 101)

Manufacturing facilities and other physical 
infrastructure used in manufacturing activities 
(page 101)

Skills, attitudes and experience of our employees 
(page 30)

The stakeholder relationships we have nurtured 
and rely on to create sustainable value (page 48)

Tacit knowledge, standards and procedures  

Equity: Rs. 5.36 billion

Total debt: Zero

Property, plant and equipment: Rs. 3.08 billion

Permanent employees: 270

Our brands (page 24)

Natural Capital

Natural resources that are used in our value 
creation (page 54)

Energy consumption: 39,186 gj

Water consumption: 32,251 cu.m

Source
We purchase over 2,436 MT of tobacco annually 
and provide guidance to over 20,000 farmers to 
ensure consistency and quality of supply.
(page 42)

Government 
Tax payments: Rs. 125 billion

Market
We offer adult consumers a range of high quality 
products covering all segments, from value-for-
money to premium.
(page 24)

Distribute
We distribute our products effectively and 
efficiently through 14 exclusive distributors.
(page 28)

Corporate Governance (page 74) and  
Risk Management Practices (page 64)

Cigarettes

Strategic Report

3.15billion Sticks 

tCO2e - Tonnes of Carbon Dioxide 
equivalent 
gj - Giga joules 
mce - Million cigarette equivalent 
cu.m - Cubic metres
MT - Metric tonnes
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Operating Environment

Market Overview
The BAT Group estimates that globally, overall 
industry volumes have recorded a sustained 
decline in recent years, falling by 3.5% in 
2017. This trend is expected to continue as 
attitudes change, the illicit market expands, 
and regulations become more stringent. In 
Sri Lanka, a booming illicit market following 
the 43% price hike in legal cigarettes in 2016 
continues to have a significant impact on the 
legal industry and is expected to be a serious 
issue into the foreseeable future.

Sri Lanka’s Illicit Market
Sri Lanka’s tobacco industry consists of CTC 
– the only legal manufacturer of cigarettes, 
the under-regulated beedi market and illicit, 
smuggled and counterfeit cigarettes. CTC’s 
market share has declined consistently over the 
past decade or so as tax and other tobacco 
regulations have primarily targeted legally 
manufactured cigarettes. This has provided 
impetus for the growth of the illicit market, which 
saw dramatic expansion following the 43% 
price hike in legally manufactured cigarettes in 
2016. Illicit cigarettes grew by a 11% in 2018.  
Given the price disparity between legal and 
illegal products, consumers have increasingly 
turned to smuggled cigarettes thereby defeating 
the Government’s public health objectives and 
causing significant losses in tobacco revenue 
to the State. It is noteworthy that on average, 
law enforcement authorities detect only less 
than 10% sticks smuggled into the country and 
based on available data it can be estimated that 
over 510 million sticks of illicit cigarettes were 
consumed in 2018.

Sri Lankan Tobacco Market 2018

Legal cigarettes 
Beedi 
Illicits

37%

6%

57%

A Growing Beedi Market
Sri Lanka’s beedi market has continued to 
expand at a steady pace due to steep excise-
led price increases of legally manufactured 
cigarettes. As a flourishing cottage industry, 
the beedi market is under regulated and under 
taxed with just imported tendu leaves being 
taxed. Despite accounting for nearly 57% of the 

Next Generation Products
Harm reduction is a central pillar of BAT’s 
sustainability agenda and every year, the Group 
invests substantial funds, resources and time in 
developing less risky alternatives. As a Group, 
we see great potential in the development of 
tobacco and nicotine-based alternatives. BAT 
is the only global cigarette manufacturer, which 
offers three distinct Next Generation Product 

3.15billion 0.51billion 4.85billion

Legally Manufactured 
Cigarettes Smuggled Cigarettes Beedi

Strategic Report

8.51billion +15%

0% +11% +28%

Total Market

%

1.89

4.4

1.94

4.2

2.02

4.29

2.23

4.51

2.35

4.31

2.57

4.04

2.98

3.57

3.01

3.93

3.22

3.85 3.78

3.15 3.15

4.85

2009 2010 2011 2012 2013 2014 2015 2016 20172008 2018

Combustible Tobacco Market 

Cigarettes Beedi

1

2

3

4

5

6

total combustible market, beedi contributes just 
3% to the Government’s tobacco tax revenue 
with the tax burden unfairly falling on cigarettes. 
In addition to the significant loss to government 
revenue, the absence of a scientific mechanism 
to ensure quality standards in beedi production 
means that the likelihood of inferior products 
being sold to consumers is high.

(NGP) categories for adult consumers; these are 
licensed medicinal products, vapour products 
(e-cigarettes) and tobacco heating products. 
BAT publishes details of its scientific research 
programmes on its dedicated website, www.
bat-science.com, submits the results of studies 
to peer-reviewed journals, and presents widely 
at leading international conferences.
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Our Vision and Strategy

The BAT Group’s long-term strategic 
agenda remains as relevant as it did when it 
was first rolled out in 2012. The strategy 
articulates the blueprint for delivering growth 
and sustainable stakeholder value. While the 
key pillars of  the agenda remain unchanged, 
emerging dynamics in the operating landscape 
compel us to continually revisit and rethink 
the action plans in place for achieving our 
strategic priorities.

World’s best at satisfying consumer moments in tobacco and beyond
Consumers are at the centre of everything we do, and our success depends on 
effectively responding to their evolving concerns and behaviour.

Delivering our commitments to society, while championing informed 
consumer choice
We will defend consumers’ right to make an informed choice and be ready to meet 
new challenges and opportunities as the priorities and needs of societies shift.

Vision

Mission

Strategic 
focus 
areas

Productivity 
Effectively deploy resources to 
increase profits.

Growth 
New products, brands and innovation.

Sustainability 
Sustainable business that meets 
stakeholder expectations.

Winning Organisation 
Great people, great team and great 
place to work.

Strategic Report
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Guiding Principles 
The four guiding principles define our organisational culture and define how we deliver our strategy.

Open Minded Freedom Through 
Responsibility

Strength From 
Diversity

Enterprising Spirit

We have the confidence to 
passionately pursue growth 
and new opportunities whilst 
accepting the considered 
entrepreneurial risk that 
comes with it. We are bold 
and strive to overcome 
challenges. This is the 
cornerstone of our success.

We are forward looking and 
anticipate consumer needs, 
winning with innovative, high 
quality products. We listen to 
and genuinely consider other 
perspectives and changing 
social expectations. We are 
open to new ways of doing 
things.

We always strive to do the 
right thing, exercising our 
responsibility to society and 
other stakeholders. We 
use our freedom to take 
decisions and act in the best 
interest of consumers.

We respect and celebrate 
each other’s differences and 
enjoy working together. We 
harness diversity – of our 
people, cultures, viewpoints, 
brands, markets and ideas – 
to strengthen our business. 
We value what makes each 
of us unique.

The guiding principles translate to the 10 Must Do’s for all employees, which provide a blueprint for employee behaviour across the organisation.

We understand consumer moments and how to satisfy 
them with world beating tobacco and next generation 
products. 

We plan for success and supply on time and in full.

We make tough choices to deploy an aligned and focused 
brand portfolio in our markets.

We act like owners, taking personal accountability for 
building value and driving out complexity and cost.

We build distinctive brands by exciting our consumers 
with powerful innovations at their core.

We invest as much time and energy in our people as in our 
brands, focusing on creating a legacy of leaders.

We love our products and provide consistently superior 
offers to our consumers.

We will lead the next generation nicotine products 
category globally.

We set bold ambitions for brand initiatives and deliver with 
speed and scale to achieve 70/70. 

We shape a new deal with consumers and society, 
being completely transparent and seeking to offer safer 
products.

Strategic Report
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