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The hike in minimum selling price of sugar by 7% to Rs 31 per kg from Rs 29 per kg, approved by the union cabinet
last week, is expected to address the profitability and liquidity issues of sugar mills, and ease their cash crunch,
thereby enabling payment of accumulated arrears to sugarcane farmers.

The hike, though, would be applicable to only the seven-and-a-half months remaining in sugar season (SS) 2019,
which extends from October to September.

Given this, CRISIL estimates the rise in domestic sugar prices to add Rs 3,200-3,400 crore to millers’ cash-flows. An
increase in international sugar prices would add a further Rs 100-200 crore, taking the total fillip this season to Rs
3,400-3,600 crore.

Even standalone mills are expected to break even in SS 2019, given the pick-up in sugar prices.

Sugar prices to trend up, export realisations to improve
Although the minimum selling price was set at Rs 29 per kg in June 2018, prices were trending at Rs 30-32 in the
open market between June 2018 and January 2019.

In SS 2019, sugar prices are expected to be at Rs 34-35 per kg in north India and Rs 33-34 per kg in south India.

This would enable the mills to just about cover their cost of production, which is estimated to be Rs 33 per kg in Uttar
Pradesh, and Rs 31-32 in Maharashtra and Karnataka.

The liquidity of the mills would, however, improve by ~Rs 3,300 crore.

Meanwhile, high level of inventory would limit any further rise in sugar prices. The SS 2018 closing inventory was at
8.8 million tonne compared with an average of 7 million tonne in the past five years. The SS 2019 inventory is
expected to be higher, at 9-10 million tonne, creating a supply glut.

Exports are expected to pick up to ~2.5 million tonne in SS 2019, with 0.7 million tonne already exported as of
February 2019.

With world production expected to decline by around 5% and the output of Brazil, the largest sugar producer, declining
by 12%, international sugar prices are expected to strengthen by 3% to $360 per tonne. This is estimated to benefit
Indian exporters by Rs 1 per kg, infusing additional liquidity of Rs 100-200 Crore.
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Sugar prices in north trending Rs 1/kg above those in the south
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Increased cash flow to bring down cane arrears by 18% this sugar season

Given the additional Rs 3,400-3,600 crore cash flow of mills, cane arrears are expected to reduce to ~Rs 16,000-

17,000 crore by the end of SS 2019, from Rs 20,000 crore this month.

Still, the arrears would remain higher than usual, compared with ~Rs 9,000 crore on average in the last three sugar

seasons. Hence, additional government incentive would be needed to clear all arrears.

Uttar Pradesh is expected to continue contributing to a lion’s share of total arrears. As of February 2018, 40-42% of
arrears pertained to Uttar Pradesh, 25% to Maharashtra and 12-15% to Karnataka, with Tamil Nadu, Andhra Pradesh,

Telangana, Punjab and Haryana accounting for the rest.

Cane arrears to remain elevated
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Overall EBITDA margins to improve 300-400 bps in SS 2019

EBITDA margins expected to improve by 200-300 basis points for mills in the north and by 300-400 basis points (bps)
for those in the south, given that cost of cane is lower in the south. However, stagnant cane costs and higher sugar
prices would enable mills in the north to make higher margins compared with their southern peers.

Higher minimum support price (MSP) would mean non-integrated millers could break even or report low single-digit
operating margins of 2-5% this season compared with (1)-2% in SS 2018, while integrated players could see that
number up 13-15% compared with 9-12%. Integrated sugar millers will also continue to benefit by fast-tracking
ethanol manufacturing

Mills to increase fuel-ethanol production with government support

In SS 2019, mills are increasingly diverting their cane towards B heavy molasses to produce fuel grade ethanol,
which now fetches a higher realisation of Rs 52.4 per litre compared with Rs 47.1 previously

Sugar mills had welcomed the soft loans of Rs 4,440 crore granted by government for expansion and setting up of
new distilleries in June 2018. As of December 2018, 160 distilleries had applied for capacity expansion totalling ~2
billion litres, almost equal to the existing capacity of ~2 billion litres.

However, industry sources indicate only 30-40% of these applications would be granted loans by banks considering
the weak financial profile of the mills. Also, obtaining environmental and statutory clearances for setting up a new
distillery takes more than a year.
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Ethanol production to increase significantly in SS 2019
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Hence, CRISIL Research expects ethanol production to increase by ~40% to 2.1 billion litres, of which ~15% would
be from B heavy molasses. Sale of ethanol produced from B heavy molasses is expected to improve distillery margins
by 200 bps in SS 2019.

Credit profiles of sugar producers to improve

CRISIL-rated sugar producers account for about 25% of the industry revenue.

The credit profiles of sugar mills have moderated compared with last fiscal because of continued losses at the
operations level, increasing capital expenditure intensity because of investments planned in distilleries, and stretched
working capital requirements. This is also reflected in the sugar sector’s credit ratio (or rating upgrades to
downgrades) of 0.3 time in the first nine months of fiscal 2019.

With expected increase in profitability and cash generation, liquidity and debt metrics of millers are likely to improve
in fiscal 2020. For instance, the debt-to-EBITDA ratio of CRISIL-rated sugar mills is expected to marginally improve
to about 4-4.5 times in fiscal 2020 compared with the estimate of ~5 times for fiscal 2019.
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Background

In SS 2018, sugar prices fell 18% following a steep 55% increase in sugar production. This pushed up cane arrears
to a whopping Rs 18,000 crore as of June 2018.

The government took the following measures throughout SS 2018 to improve the liquidity of mills:

Timeline Government policy
February-18 Increased custom duty on import of sugar from 50% to 100% to check any import in the country.
March-18 Withdrew custom duty on export of sugar to encourage sugar industry to start exploring possibility of
export of sugar. However, no export took place due to low international prices
ADril-18 Allocated mill-wise minimum indicative export quotas of 2 million tonne and 5 million tonne for SS
ril-
s 2018 and 2019, respectively
May-18 Extended financial assistance to sugar mills @ Rs 5.50/quintal of cane crushed during SS 2018 and
y raised it to Rs 13.8/quintal for SS 2019
June-18 Set minimum selling price of sugar at Rs 29 per kg
June-18 Created buffer stock of 3 million tonne for which government would pay the carrying cost for a year
5 1 Provided soft loans of Rs 4,440 crore to augment ethanol production capacity and also allowed
une-

divergence of cane juice for production of ethanol.

Increased prices of ethanol from B heavy molasses and cane juice; provided transport subsidy of Rs

September-18
1,000-3,000 per tonne of sugar exported
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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.
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