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Price-sensitivity limits domestic realisations

CRISIL Research expects prices at tea auctions across the country to close calendar 2018 at Rs 145-146 per kg on
average, 3-4% higher on-year, compared with a compound annual growth rate (CAGR) of 1.4% logged over calendar
2012-2017. Despite this, the players’ margins are expected to be impacted adversely as the export-driven uptick
would not be enough to offset a significant increase in labour cost.

In 2019, the auction prices are seen range-bound, with a marginal improvement to ~Rs 147 per kg, given the price-
sensitive market.

The last five years have seen marginal uptick in tea prices
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Note: The prices are weighted average, weights being monthly arrivals. To calculate pan India realisations, a weighted average of North Indian
and South Indian tea prices has been calculated based on their share of production.

Source: Tea Board of India, CRISIL Research

Tea is sold in India through auction centres. The buyers are either private stockists who sell loose tea or large players
who further process it and sell as branded packaged tea.

With ~50% share of the domestic market, loose tea caters to price-sensitive consumers and is available at Rs 150-
160 per kg. This limits the ability of private stockists to pay higher procurement price.

Branded tea commands a high price differential of Rs 140-150 per kg over loose tea, and any further widening of this

gap run the risk of downtrading by consumers.

Rising production adds to pressure

Tea production in India logged 3.2% CAGR over 2012-2017. However, consumption ran up only at 1.7% CAGR.

The domestic market is saturated, with penetration as high as 99% among the tea-drinking population (above 10
years). This has limited the growth potential and has increased the players’ dependence on exports to maintain the
overall demand-supply balance in the domestic market and thereby prices.
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We expect record tea production of 1,328 million kg in 2018 and 1,339 million kg in 2019, driven by higher yields in
Assam and West Bengal.

However, the share of exports is estimated to continue at 18-20% in volume terms.

Thus, healthy supplies due to higher production and limited scope for growth in domestic consumption and exports
will cap any rise in prices for Indian players.

Growth in export realisations seen muted

Export realisations of Indian tea producers dropped at ~2% CAGR over 2012-2017. In 2018, growth in realisations
is expected to have remained muted, though 2019 could see a marginal increase of 1-2%.

International tea prices are driven by the Kenyan and Sri Lankan prices, which are largely dependent on the
production trends in these countries. With a revival in Kenyan production and healthy output in India and Sri Lanka,
global tea production is expected to be higher in 2018 compared with 2017, leading to a correction in international
prices. That said, the rupee’s depreciation against the dollar is expected to provide some relief to Indian tea
producers.

In 2017, India accounted for 23% of the global production. However, its share of exports was only 13% due to stiff
competition from Kenya and Sri Lanka, and high domestic consumption. Interestingly, those two countries accounted
for only 13% of global tea production, but cornered 39% exports share during the year.

Kenya and Sri Lanka also enjoy much higher realisation compared with India, given better-quality tea. In other words,
lower quality restricts Indian tea’s export growth potential.

Higher production in Kenya has driven down international prices in 2018
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Rising costs, muted realisations expected to dent profitability

Tea is a cost-intensive industry. Labour constitutes ~65% of the total production cost and 50% of the revenue.

In March 2018, tea estate workers’ wages increased a significant 22-25% in north India, which accounts for ~80% of
the country’s total tea production. In addition, labourers in Assam have demanded a further hike of Rs 17 per day
(another ~10% revision), which is being discussed and, if implemented, would add to the burden of planters.

The wages of workers are revised every three years. The last revision agreement expired on March 31, 2017. The
industry is under pressure as the wages are determined by the government, independent of tea prices and company
revenues. Strong labour unions, strikes, and unavailability of workers during the peak season further aggravate the
situation.

CRISIL Research expects profit margins of Indian tea planters to contract 140-170 basis points (bps) in fiscal 2019
and a further ~100 bps in fiscal 2020. The margins of integrated players are expected to contract 200-240 bps and a
further ~90 bps.

Ability of the tea producers to sell at remunerative prices and manage costs would be critical for the industry’s overall

performance.
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Note: Integrated players are those which, apart from being tea growers, have diversified into the packaged-tea segment. These players are present
throughout the value chain, right from estate operations to manufacture and processing of tea, blending, marketing and sales in the domestic retail
or export markets.

EBITDA — Earnings before interest, taxes, depreciation, and amortisation

Source: Industry, CRISIL Research
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About CRISIL Limited
CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

It is India’s foremost provider of ratings, data, research, analytics and solutions, with a strong track record of growth, culture of
innovation and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics and
data to the capital and commodity markets worldwide.

About CRISIL Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the
Indian economy, industry, capital markets and companies. We also conduct training programs to financial sector professionals on
a wide array of technical issues. We are India's most credible provider of economy and industry research. Our industry research
covers 86 sectors and is known for its rich insights and perspectives. Our analysis is supported by inputs from our large network
sources, including industry experts, industry associations and trade channels. We play a key role in India’s fixed income markets.
We are the largest provider of valuation of fixed income securities to the mutual fund, insurance and banking industries in the
country. We are also the sole provider of debt and hybrid indices to India's mutual fund and life insurance industries. We pioneered
independent equity research in India, and are today the country's largest independent equity research house. Our defining trait is
the ability to convert information and data into expert judgments and forecasts with complete objectivity. We leverage our deep
understanding of the macro-economy and our extensive sector coverage to provide unique insights on micro-macro and cross-
sectoral linkages. Our talent pool comprises economists, sector experts, company analysts and information management
specialists.

CRISIL Privacy

CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your request and service
your account and to provide you with additional information from CRISIL. For further information on CRISIL's privacy policy please visit
www.crisil.com.

Disclaimer

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the information obtained
by CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the accuracy, adequacy or completeness of the
Data / Report and is not responsible for any errors or omissions or for the results obtained from the use of Data / Report. This Report is not a
recommendation to invest / disinvest in any company covered in the Report. CRISIL especially states that it has no financial liability whatsoever
to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL Research operates independently of, and does not have access to
information obtained by CRISIL’s Ratings Division / CRISIL Risk and Infrastructure Solutions Limited (CRIS), which may, in their regular
operations, obtain information of a confidential nature. The views expressed in this Report are that of CRISIL Research and not of CRISIL’s
Ratings Division / CRIS. No part of this Report may be published / reproduced in any form without CRISIL’s prior written approval
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