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WAR IN UKRAINE

The war in Ukraine continues to dominate global news. As a result, we carry on tracking the implications for the industry.
Philip Morris International (PMI) has donated 500,000 packs of cigarettes to the Ukrainian army. In addition, the Lviv Tobacco Factory and Japan
Tobacco International (JTI) have also handed over cigarettes to the military in multiple regions.
The latest sanctions imposed on Russia include Igor Kesaev, reported to control the leading tobacco distribution company in the marketMegapolis, which delivers to 160,000 retailers across the country. Big tobacco multinationals have purchased stakes in the company in the past.
Nevertheless, Kesaev resigned from the board of directors in April.
Imperial Brands announced the transfer of its Russian business to investors based in Russia, subject to finalization, which is expected to take place
shortly.The transaction aligns with the previously announced intention to divest its entire Russian operation. Imperial’s business includes a sales
and marketing division, and a factory in Volgograd. According to the company, in FY 2021, Russia and Ukraine represented in total around 2% of
net revenues and around 0.5% in adjusted operating profit. The non-cash write off is estimated at GBP 225 million.
Fortuna Cigar House (SDF) could become the new owner of the Russian business of Imperial Brands. The company is operating as a joint venture
with Megapolis. Imperial Brands has held around 5.5% of the Russian tobacco market. Local analysts believe that all brands produced by the
company will likely continue to be produced under a temporary license.
British American Tobacco (BAT) has resumed manufacturing operations at the Pryluky tobacco factory in Ukraine as of 25 April. BAT Ukraine has
made a thorough risk and threat analysis and has decided to take a phased approach to resume manufacturing at the factory. “In these challenging
times we need to satisfy the demand of our Ukrainian and foreign adult consumers and to support the functioning of the Ukrainian economy.”
JTI is considering selling its Russian operations after suspending investment and marketing activities in the country last month following Moscow’s
invasion of Ukraine. One option JTI is considering is to transfer its Russian business to a third party. The company estimates Russia accounts for
8% of total revenue and 15% of adjusted operating profit.
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CROP
MONITOR
The start of the marketing season in key
African tobacco markets showed mixed results.
The first day of sales in Zimbabwe commenced
with a 40% year-on-year increase and an
average price of USD 2.58, compared to USD
1.88 the year before. In addition, the highest
price during the opening day reached USD
4.96.
Alternatively, in Malawi, growers were
disappointed with prices. On 1 April, the
highest bid on the auction floors was USD
1.75, while on the contract market it peaked at
USD 2.30. Notably, the Malawian Minister of
Agriculture pointed out that tobacco is the only
hope to improve living standards in the region
so prices have to be adequate.

Sales statistics for the ongoing season in
Zimbabwe capturing the period until May 2022
are as follows:

•

Burley: 3,070,787 kg sold at an average
price of USD 1.72. Total proceeds are USD
5,268,437.

•

2,490,417 kg of tobacco sold at an average
price of USD 2.94.

•

FCV: 217,958 kg sold at an average price of
USD 2.71. Total proceeds are USD 589,807.

•

Auction: 3,939,892kg at an average price of
USD3.18/kg. Rejection rate 12.06%.

•

Contract: 48,550,525kg at an average price
of USD2.93/kg.

Decreased tobacco inflows on the market
continued to compact on the seasonal earnings
which have gone down by 86%, compared to
the same period last year. Nevertheless, burley
prices improved by 5%.

•

15 May is the last date for destruction of all
living tobacco plants.

Sales statistics for the ongoing season in
Malawi capturing the period until the end of
April 2022 are as follows:
•

3,700,151 kg of tobacco sold at an average
price of USD 1.88. Total proceeds are USD
6,970,965.
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The United States Department of Agriculture’s
planting report published in the end of March
shows 14% and 19% increases in acreage
respectively for fire-cured and dark air-cured
types but only 2% and 1% increases for FCV
and burley. Tobacco of all types was projected
up 3 % to 226,300 acres.

The US is pushing the UN Security Council
to further sanction North Korea by banning
products such as tobacco and oil. If
implemented, the proposed draft resolution
would ban exports to North Korea of both
tobacco and manufactured tobacco.

Under the new Vietnamese tobacco quotas,
Cambodia may export up to 3,000 tons of
tobacco leaf under preferential import tax
rates. For this to happen, the products must be
accompanied by a Certificate of Origin issued
by the Cambodian Ministry of Trade or another
authorized agency, and their customs clearance
procedures must be conducted at designated
border crossings. In September last year,
Vietnam announced that it would impose a
0% tax rate on multiple commodities imported
from Cambodia, including unprocessed
tobacco.

The Tobacco Division of the Federation of
Egyptian Industries warned against the
cessation of tobacco factories from production
due to the reluctance of banks to open
documentary credits required to import raw
tobacco. According to local sources, more than
23 factories will close after the Eid al-Fitr
holiday, after they have used their entire stock
of raw tobacco which is completely imported
from abroad due to the ban on its cultivation in
Egypt. Tobacco factories import raw materials
for about USD 500 million each year while
exports reach USD 120 million annually.
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Nepal has banned the import of tobacco, cars,
alcohol and other luxury items and shortened
its workweek to conserve its deteriorating
supply of foreign exchange. No imports of any
type of alcohol or tobacco products, largeengine motorcycles and mobile phones costing
over USD 600 dollars will be allowed. The ban
will be in effect until mid-July. This is aimed
at pre-empting the situation now faced by
neighboring Sri Lanka, which is enduring its
worst economic crisis in decades after running
out of foreign currency to pay for imports.

REGULATIONS
The market regulator in China revealed the
technical standards for e-cigarettes which will
go into effect on 1 October. These include the
requirements for design, chemical compounds,
and the mechanics for e-cigarettes that domestic
manufacturers must meet in order to sell their
products. Rules state that companies may
only sell through authorized channels and bar
vendors from selling e-cigarette flavors other
than tobacco. In addition, the state administration
published guidance for production, wholesale,
retail and traceability of e-cigarettes. When
applying for a production license, an e-cigarette
manufacturer must have the necessary capital,
technology and equipment and meet the
requirements of the national e-cigarette policy.
Foreign investment in the retail of e-cigarette
products would be banned and it would review
foreign investment in production and require
pre-approval from companies that want to list in
China or abroad.

The US Food and Drug Administration (FDA)
announced proposed product standardsto
prohibit menthol as a characterizing flavor
in cigarettesand prohibitall characterizing
flavors other than tobacco in cigars. These
actions have the potential to significantly
reduce disease and death from combusted
tobacco product use, the leading cause of
preventable death in the US, by reducing youth
experimentation and addiction, and increasing
the number of smokers that quit. This is one of
the most important decision for the industry
since the beginning of the year. Menthol
accounts for around a third of the US cigarette
market.
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The US FDA will be required to give premarket
tobacco product application (PMTA) status reports
every 90 days. The agency already approved
certain products like BAT’s Vuse, and JTI’s Logic,
but denied Imperial’s myblu. It’s been more than
eight months since the 12-month continued
compliance policy for products subject to timely
submitted PMTAs ended, but the agency is still
sitting on some 88,000 reviews, including some
of the vaping products with the highest market
shares.
Kenya’s authorities have proposed to change the
excise tax on liquid nicotine to KES 70 (around
USD 0.60) per milliliter in a bid to make it less
accessible to users, including school children and
the youth. The country is one of the markets
to look for in relation to alternative products
developments in Africa.

The sale of e-cigarettes in Brazil could become
legal by the end of 2022 as the federal
health agency ANVISA is on route to revisit
its regulatory framework. There is now an
ongoing consultation on e-cigarettes, seeking
technical and scientific information to help it
craft regulations for the emerging category.
Information sharing is set to conclude on 11
May. Such products have been banned in the
country since a government ruling in 2009.
However, many local shops sell e-cigarettes
regardless. Brazil has a strict set of regulations
for tobacco consumption that has resulted in
smoking prevalence reduction from more than
30% three decades ago to a little over 10%
today. Any decision made in Brazil is likely to
influence other markets in the region.

The Canadian government has proposed the
country’s first federal vape tax which would
take effect on 1 October, if approved. It applies
to nicotine-containing products, including
pod-style and cartridge-style refills, disposable
vapes, bottled e-liquids and nicotine base for
DIY liquids. It does not apply to hardware that
is sold without e-liquids. The tax also includes
an option for Canadian provinces to add their
own taxes. Vaping products would see a tax
of CAD 1.00 (USD 0.97) per 2 ml for the first
10 ml of e-liquid in any sealed container and
CAD 1.00 per 10 ml for additional liquid in the
same container. Sealed pods would be taxed
separately at a minimum of CAD 1.00 per pod.
Myanmar has postponed the entering into
force of its plain packaging rules by one year to
April 2023. Once implemented, companies will
have a 90-day phase out period to adjust to
the new norms. Nevertheless, more and more
countries are moving to this type of packaging
regime.
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Cigarette packs in Thailand have a new set of
graphic warnings that entered in circulation on
11 April. These are intended to remind smokers
of the consequences of smoking. Meanwhile,
health officials have also confirmed that the
ban on import and sale of e-cigarettes will
remain. Thailand’s ban has been in place since
2014. Nevertheless, the ultimate decision is
with the local Parliament.
Malaysia is about to lift the ban on vaping
products. Taking effect on 3 August, the
regulation of vaping devices, which precedes
the imminent legalization of vape sales, will
take place. As a result, manufacturers and
importers will need to ensure all devices
are certified and labeled to show consumers
that safety standards have been met and the
products are safe to use. All e-liquids will also
need to be registered.

INDUSTRY
UPDATES
Imperial Brands released its Pre-close trading
update. The company continues to perform
in line with its five-year strategy launched in
2021. Focused investment in Imperial’s topfive combustible markets, which account for
around 70% of adjusted operating profit, has
driven an increase in aggregate market share
for those markets. Gains in the US, UK and
Australia more than offset declines in Germany
and Spain. Consumers have responded
positively to the pilots of Pulze heated tobacco
system in Greece and the Czech Republic and
an improved consumer marketing proposition
for the blu vapour product in the US. The
company is on track to deliver full-year results,
with expected net revenue growth of around
0-1% and adjusted operating profit growth of
around 1%.

However, the US FDA issued marketing denial
orders (MDOs) to Fontem US, a subsidiary
of Imperial Brands, several myblu electronic
nicotine delivery system (ENDS) products after
determining their applications lacked sufficient
evidence to show that permitting the marketing
of these products would be appropriate for the
protection of the public health.
The consumption of combustible cigarettes in
Germany in 2021 was 71.8 billion units, 2.8%
lower than in the previous year. RYO cigarettes
consumption declined by 5.6%, while pipe
tobacco increased by 40%, mainly due to the
popularity of shisha.
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Smoore, a leading global vaping company
based in China, released its results for 2021:
•

Revenue is up 37.4% to RMB 13.75 billion
(around USD 2.1 billion).

This performance is attributed to the
company’s flagship closed system vaping
tech brand FEELM. To date, devices loaded
with FEELM atomizer have been exported to
50 countries in Europe, America, East Asia,
Africa, and Oceania. The company continues to
commit significant resources in R&D. Smoore
also pledged to achieve carbon neutrality in its
direct and indirect production and operational
activities by 2050, being the first atomization
tech company to announce a roadmap to
carbon neutrality.
Alibaba, one of the world’s largest retailers and
e-commerce companies, will no longer allow
the sale of vaping products on its platform
starting 1 May. This includes cartridges,
e-liquids and hardware.

PMI released its Q1 2022 results:
•

Net revenues increased by 9.0% on an
organic basis (2.1% on reported basis).

This reflects total volume growth driven
by IQOS, the ongoing recovery of the
combustible business in many markets
against a pandemic-affected comparison,
and some positive timing impacts, including
inventory movements. Cigarette shipment
volumes against Q1 2021 increased by
1.9%, while heated tobacco grew by 14.2%,
or 3.5% growth when considering total
figures. PMI’s ambition to become a majority
smoke-free business by net revenues in
2025 remains intact, underpinned by the
company’s continued confidence in the
rapid pace and long-term opportunity of its
transformation.

Altria released its Q1 2022 results:

JTI released its Q1 2022 results:

•

•

Revenue increased by 6.2% to JPY 581.5
billion.

•

Operating profit increased by 11.4% to JPY
178.4 billion.

Net revenues decreased 2.4% to USD 5.9
billion.

This is primarily driven by the sale of Altria’s
wine business in October 2021. Excluding the
wine segment, net revenues were essentially
unchanged.
•

Revenues net of excise taxes decreased
1.3% to USD 4.8 billion. Smokeable
products segment reported domestic
cigarette shipment volume decreased 6.3%,
primarily driven by the industry’s decline
rate and retail share losses, partially offset
by trade inventory movements. Reported
cigar shipment volume decreased 9.6%.
Oral tobacco products segment reported
domestic shipment volume decreased
1.9%,primarily driven by trade inventory
movements and retail share losses.
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Total volume increased by 1.2%, driven by
the EMA cluster, more than offsetting declines
in Asia and Western Europe clusters. Volume
in the combustibles and RRP categories grew
by 1.0% and 16.0%, respectively. Future
company performance will be linked to the
ongoing situation in Ukraine, rapidly evolving
operational costs and very volatile inflation.

SUSTAINABILITY
The US House passed legislation to
decriminalize marijuana at the federal level, as
Democrats and three Republicans got together
to capitalize on the political resonance of
legalized cannabis as an issue of economic
growth, racial justice and states’ rights.
TheMarijuana Opportunity Reinvestment and
Expungement Act, which passed 220-204,
is unlikely to secure 60 votes to pass the
Senate, but supporters of decriminalization
argued the vote was a necessary step toward
building consensus. Thebillwould remove
marijuana from the federal government’s list
of controlled substances, impose an 8% tax on
cannabis products, allow some convictions on
cannabis charges to be expunged and press for
sentencing reviews. It would also make Small
Business Administration loans and services
available to cannabis businesses. Industry
sales totaled USD 20 billion in 2020 and are
projected to more than double by 2025

Zimbabwe’s tobacco industry is looking to
cannabis as a major revenue source with
anti-tobacco sentiment expected to dampen
demand for one of the country’s biggest
exports. Anticipated demand for cannabis is
projected to continue to grow while tobacco
output globally may decline 15% by 2030,
according to the chief executive officer of
Zimbabwe’s Tobacco Industry and Marketing
Board (TIMB). TIMB is looking at industrial hemp
as one of the possible alternatives. Farmers
will be encouraged to plant cannabis so that
a quarter of their income comes from the
plant by 2025. The country exported 30 tons
of industrial hemp to Switzerland last year.
The market is seen as the gateway to Europe,
but China and the EU are also among the key
targets.
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Demecan has become the first German
pharmaceutical company to deliver cannabis
for medical use to the German Cannabis
Agency. The start-up, with its production
facility in Ebersbach, Saxony, is one of three
companies growing cannabis in Germany
on behalf of the state. The other two
pharmaceutical companies are Canadianowned: Aurora has its production facility
in Leuna in Saxony-Anhalt. Tilray, which has
already delivered cannabis, is the third
company to produce in Neumünster in
Schleswig-Holstein. At the moment, Demecan
is said to produce 1,000 kilograms of
medical cannabis per year. In total, the three
companies are to produce ten tonnes spread
over four years.

A pilot trial on the legal sale of cannabis for
recreational purposes will begin in Basel,
Switzerland. Only about 400 selected people
will be allowed to take part in the project.
The Federal Office of Public Health has now
approved the initiative. It is to run for two and
a half years. The participants are not allowed to
buy cannabis and pass it on to others.

BAT will upgrade its cigarette factory in
Kanfanar, Croatia, to make new categories
of tobacco products. The investment is EUR
80 million. BAT acquired the cigarette factory
in Kanfanar in 2015 when it took over local
tobacco company Tvornica Duhana Rovinj
(TDR) for more than EUR 500 million. Under
the takeover deal, BAT was obliged to maintain
production at the factory in Kanfanar for at
least five years. The company was close to
moving out of the market due to deteriorating
business conditions but has changed its mind
since.

The New York State Senate is moving forward
with proposed legislation that would allow
bars and restaurants to use facial recognition
or fingerprint scanners to verify someone’s age
before they buy alcohol, tobacco or electronic
cigarettes. The proposition resembles practices
in China but could be another future frontier in
tobacco legislation and youth access policies.
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BAT Bangladesh is investing BDT 5.74 billion
(around USD 66 million) in its Savar factory,
to build export opportunities and create
contingency capacity. This comes on top of a
recent investment of BDT 5.14 billion. The local
BAT subsidiary is registering solid double-digit
revenue and growth rates. The company has
cigarette factories in Dhaka and Savar, a green
leaf threshing plant in Kushtia, a green leaf redrying plant in Manikganj, and a number of leaf
and sales offices throughout the country.
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Thank you!
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