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Figure 1. India Sugar: Valuation Summary 

 Ticker Rating Price 
(Rs) 

Asset Replacement Cost 
(Rsm) 

Debt 
(Rsm) 

Replacement cost per 
share (Rs) 

Bajaj Hindusthan BJHN.BO 1M 163.4 49,840.0 15,000.0 229.0 
Balrampur Chini BACH.BO 2M 68.1 26,330.0 5,000.0 88.0 

Source: Citigroup Investment Research 
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 More Sops from Government: The government has decided to create an additional 
buffer stock of 3m tons for sugar, taking the total to 5m tons. Mills will hold the 
sugar inventories, and the government will compensate the carrying costs. We 
expect this move to mitigate pressure on sugar prices to some extent, although we 
do not expect a strong near-term increase. We maintain our price estimate of 
Rs14/kg for BJH and BRCM for FY07E and FY08E. 

 Near-term supply to remain strong: ISMA estimates FY07E production of 27.2m 
tons against a demand of 20.1m tons. Despite a 5m ton buffer stock, and potential 
exports of 2m tons, there will still be a supply surplus, which will hold back sharp 
price increases. We do not expect supply pressures to ease before the FY09E 
season, unless there is a weather-related event that disrupts cane output. 

 Potential material upsides from UP state government sops: We believe that for BJH 
and BRCM, potential subsidies from the UP state government could be material. 
The government had recently withdrawn the state sugar policy, which is expected to 
be replaced by a new policy. UP mills have demanded lower cane price and 
subsidies on exports and transportation. 

 Stocks to trade near replacement cost: In the current environment, we expect sugar 
stocks to trade near replacement costs. We have target prices of Rs229 on BJH and 
Rs88 on BRCM based on our replacement cost analysis.  
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More sops from Central Government, but UP policy critical 
The central government has today given more sops to the sugar industry to 
arrest the declining sugar prices, which are weighing heavily on the industry 
profitability and has resulted in fast accumulation of cane arrears to farmers. 
The government has cleared an additional 3mtons of buffer stock of sugar, over 
and above the 2mtons that has already been proposed. The sugar mills will hold 
the buffer inventory and the government will compensate them for the working 
capital cost of carrying the same. While we believe that this may arrest the price 
decline, it is unlikely to drive up sugar prices materially. For BJH and BRCM, 
we believe that the new UP government’s sugar policy will be critical for driving 
a material upside to earnings. 

We estimate that despite 5mtons of buffer stock and a potential 2mtons export, 
supply will still exceed demand in FY07. According to the latest ISMA estimates, 
total sugar production in FY07 is expected to be 27.2mtons. After stripping off 
7mtons for buffer inventory and exports, 20.2mT of supply would still be slightly 
ahead of the expected demand of 20.1mtons. Therefore we do not expect a 
sharp up-tick in sugar prices in the near term. We estimate about 27mtons of 
production in FY08 as well, which is likely to keep prices under check. We 
expect the sugar cycle to likely turn positive in the FY09 season unless weather-
related events disrupt the cane crop output.  

Figure 2. Indian Sugar Production and Consumption Trend (Million Tons, Percent) 

YEAR OPENING 
STOCK 

PRODUCTION IMPORTS CONSUMPTION EXPORTS CLOSING 
STOCK 

STOCK as % OF 
CONSUMPTION 

1980-1981 0.6 5.1 0.2 5.0 0.1 0.9 18.4% 
1981-1982 0.9 8.4 0.1 5.7 0.4 3.3 56.9% 
1982-1983 3.3 8.2 0.0 6.5 0.4 4.6 70.7% 
1983-1984 4.6 5.9 0.1 7.6 0.7 2.4 31.4% 
1984-1985 2.4 6.1 1.2 8.1 0.0 1.6 19.5% 
1985-1986 1.6 7.0 1.6 8.3 0.0 1.9 23.0% 
1986-1987 1.9 8.5 1.0 8.7 0.0 2.7 30.5% 
1987-1988 2.7 9.1 0.1 9.4 0.0 2.4 25.9% 
1988-1989 2.4 8.8 0.0 9.9 0.0 1.2 12.4% 
1989-1990 1.2 11.0 0.2 10.2 0.0 2.2 21.7% 
1990-1991 2.2 12.0 0.0 10.7 0.2 3.3 31.1% 
1991-1992 3.3 13.4 0.0 11.3 0.6 4.9 43.5% 
1992-1993 4.9 10.6 0.0 11.9 0.4 3.2 27.2% 
1993-1994 3.2 9.8 2.0 12.0 0.0 3.1 25.8% 
1995-1995 3.1 14.6 0.2 12.3 0.1 5.6 45.6% 
1995-1996 5.6 16.5 0.0 13.1 1.0 7.9 60.2% 
1996-1997 7.9 12.9 0.0 13.9 0.4 6.5 47.0% 
1997-1998 6.6 12.9 0.9 14.7 0.1 5.6 38.1% 
1998-1999 5.6 15.5 1.0 15.2 0.0 6.9 45.3% 
1999-2000 6.9 18.2 0.4 16.1 0.1 9.3 58.0% 
2000-2001 9.3 18.5 0.0 16.2 1.0 10.7 65.8% 
2001-2002 10.7 18.5 0.0 16.8 1.1 11.3 67.4% 
2002-2003 11.3 20.1 0.0 17.5 1.5 12.5 71.7% 
2003-2004 12.5 13.5 0.6 17.9 0.2 8.5 47.5% 
2004-2005 8.5 12.7 2.0 18.5 0.0 4.7 25.4% 
2005-2006 4.7 18.9 0.0 19.3 0.6 3.8 19.7% 
2006-07E 3.8 27.2 0.0 20.1 2.0 8.9 44.3% 
2007-08E 8.9 27.0 0.0 20.9 2.0 13.0 62.2% 

Source: ISMA; CIR estimates 

 

In the near term we believe that the new UP government sugar policy will be 
critical to BJH and BRCM’s earnings. Recently the new government in UP had 



India Sugar 
21 June 2007 

 

Citigroup Global Markets | Equity Research 3 

withdrawn the old sugar policy formulated by the previous government. The 
earlier sugar policy entailed capital and operational subsides to companies 
making investments of Rs3.5bn and above in new sugar capacities in UP. The 
policy granted 5-year tax exemptions for companies investing over Rs3.5bn and 
10-year exemptions for companies investing over Rs5bn. The two key 
beneficiaries of these subsidies were Bajaj Hindustan (BJH) and Balrampur 
Chini (BRCM), which had carried out significant capacity expansions over the 
last 2 years.  

Demand of UP Sugar Companies 
With spot sugar prices in UP falling below Rs14/kg, sugar companies have 
started making cash losses on sugar. Following the sharp decline in sugar 
prices across the country, the central government and various state 
governments (except UP) have already announced relief measures for sugar 
mills. The central government has announced a Rs1000 per ton subsidy on 
sugar exports and is also compensating working capital cost on a 2mtons (and 
the 3mtons declared recently) buffer sugar inventory created and carried by the 
sugar mills. Various state governments have provided additional subsidies. 
Maharashtra has announced an additional Rs1, 000 per ton export subsidy in 
addition to transport subsidy of Rs2 per ton per km for cane crushed after 160 
days crushing period and has also abolished purchase tax. Similar subsides 
have been announced by states like MP, Karnataka and AP.  

UP sugar mills association has recently submitted a memorandum to the state 
government demanding similar subsidies. The memorandum argues that since 
sugar prices in UP have declined below Rs14/kg, the UP mills paying capacity 
for sugar cane has been severely eroded. Based on the association’s 
calculations, in the current environment, the sugar mills have a paying capacity 
of about Rs870 per ton for cane, against the state advised price (SAP) of 
Rs1250 per ton. The memorandum also states that UP mills are not being able 
to pay the farmers for cane, and cane arrears up to mid May have already 
accumulated to Rs19.7bn. (According to the BRCM management who we met 
this week, total cane arrears in UP have now increased to Rs25bn, with BRCM’s 
own cane arrears at Rs2.5bn).  

Figure 3. Statement showing cane price paying capacity in UP for 2006/07 season (Submitted to the 
UP govt. by the sugar mills association) 

 West UP Central UP East UP Average 
Expected Realization (Rs/ton) 13100 12850 13100 13000 
Less: Conversion cost (Rs/ton) 3610 3560 3490 3550 
Balance available for cane price and taxes 9490 9290 9610 9450 
Recovery (%) 9.6 9.7 9.8 9.7 
Cane price paying capacity per ton (including 
taxes) 

911 901.1 941.8 916.7 

Less: Purchase tax, society commission and 
driage (Rs./ton) 

46 46 46 456 

Paying capacity for cane (Rs/ton) 865 855.1 895.8 460.7 

Source: UP sugar mills association  

 

The key subsidies demanded by the UP sugar mills association are as follows: 

1. Remission of purchase tax on cane 

2. Remission of society commission 
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3. Exemption from payment of entry tax on sugar 

4. Exemption from sales tax and administrative charges on molasses 

5. A subsidy of total amount of difference between state advised price 
(SAP) and statutory minimum price (SMP) for the 2006/07 season 

6. Export subsidy of Rs1000 per ton over the central government subsidy 

We estimate that the total subsidies demanded are slightly over Rs3 per kg of 
sugar produced. If these demands are met by the UP government, we would 
expect significant improvement in margins for the sugar companies in UP.  

Stocks likely to trade near replacement costs 
In the current uncertain environment, we expect BJH and BRCM to trade near 
their replacement costs. We continue to maintain our replacement cost based 
target prices of Rs229 for BJH and Rs88 for BRCM. 

Figure 4. Bajaj Hindusthan – Replacement Cost Analysis 

 Capacity 
(FY08E) 

Replacement cost per unit 
(Rs) 

Replacement cost (Rs Million) 

Sugar (TCD) 136000 300000 40800 
Alcohol (KLPD) 800 3500000 2800 
Co-generated Power (MW) 96 40000000 3840 
MDF    2400 
Total Replacement cost (Rs 
million) 

  49840 

Total Debt (Rsm)   17500 
Current Market Cap (Rs 
million) 

   
23,072.1 

Price Target (Rs)   229.0 
Current Discount to 
replacement cost (%) 

  28.7 

Source: Citigroup Investment Research 

 

Figure 5. Balrampur Chini – Replacement Cost Analysis 

 Capacity (FY08E) Replacement cost per unit 
(Rs) 

Replacement cost (Rs 
Million) 

Sugar (TCD) 73000 300000 21900 
Alcohol (KLPD) 420 3500000 1470 
Co-gen Power (MW) 74 40000000 2960 
Total Replacement cost (Rs 
million) 

  26330 

Total Debt (Rsm)   4500 
Current Market Cap (Rs 
million) 

  16902 

Price Target (Rs)   88.0 
Discount to replacement cost 
(%) 

  22.6 

Source: Citigroup Investment Research 
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Bajaj Hindusthan (BJHN.BO - Rs165.05; 1M) 
Valuation 
Our target price of Rs229 is based on replacement cost analysis. We were 
earlier using a P/E based valuation methodology, which we believe is no longer 
relevant in a sharp sugar price down cycle as well as uncertainty over UP state 
government sugar subsidies that could significantly alter our earnings estimates. 
In such an uncertain environment, we believe that asset replacement cost (net 
of debt) will provide the base valuations to the stock. Our replacement cost 
analysis for BJH is shown below.  

We value the sugar assets of BJH at Rs300,000 per TCD, which for 136,000TCD 
gives a value of Rs4.08bn. We value the 800KLPD alcohol assets at Rs3.5m per 
KLPD, arriving at a value of Rs2.8bn for the assets. We value the co-generation 
assets at Rs3.8bn, based on Rs40m per MW valuation. Stripped off the total 
debt of Rs17.5bn, the net asset valuation of BJH in our view is Rs24bn or 
Rs229 per share. 

Risks 
Although our quantitative risk-rating system, which tracks 260-day historical 
share price volatility, assigns a High Risk to the stock, we rate it as Medium Risk 
given that the company has successfully completed its first phase of capacity 
expansion.  
 
The sugar industry in general and BHL in particular, faces significant risks, 
some of which are structural in nature. The key downside risks include: (1) 
regulations and the possibility of government intervention in an industry with 
little pricing power; (2) sugarcane output is governed by various agro-climatic 
factors; an adverse climate could lead to crop failures, affecting raw-material 
availability; and (3) specific to BJH is execution risk, as the company is 
aggressively expanding capacity. If the impact of these risks is greater than we 
expect, the share price will likely have difficulty reaching our target price. 
 
The key upside risk would be UP government's planned new sugar policy being 
more favorable than the earlier policy, which could significantly alter sentiment 
and drive stock price beyond our price target. 

Balrampur Chini Mills (BACH.BO - Rs69.50; 2M) 
Valuation 
Our target price of Rs88 is based on replacement cost analysis. We were earlier 
using a P/E based valuation methodology, which we believe is no longer relevant 
is a sharp sugar price down cycle as well as uncertainty over UP state 
government sugar subsidies that could significantly alter our earnings estimates. 
In such an uncertain environment, we believe that asset replacement cost (net 
of debt) will provide the base valuations to the stock. Our replacement cost 
analysis for BRCM is shown below.  

We value the sugar assets of BRCM at Rs300000 per TCD, which for 73,000TCD 
gives a value of Rs1.47bn. We value the 4202KLPD alcohol assets at Rs3.5m 
per KLPD, arriving at a value of Rs1.47n for the assets. We value the 74MW 
surplus power co-generation assets at Rs2.96bn, based on Rs40m per MW 
valuation. Stripping off the total debt of Rs4.5bn, the net asset valuation of 
BRCM in our view is Rs19.08bn or Rs88 per share. 
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Risks 
Although our quantitative risk-rating system, which tracks 260-day historical 
share price volatility, assigns a High Risk to the stock, we rate BRCM as 
Medium Risk given that the company has successfully completed part of its 
capacity expansion and has raised capital for the remaining capex. We believe 
execution and financial risks stand mitigated to a large extent. The following 
risks could impede the stock from reaching our target price: 

• Regulations and the possibility of government intervention in pricing in an 
industry that has little pricing power. 

• Sugarcane output is governed by various agro-climatic factors. An adverse 
climate could lead to crop failures, affecting raw-material availability. 

• The company is aggressively expanding capacity and any delay could hurt its 
near-term profitability. 

• BRCM is looking at investing in power generation, which is a highly regulated 
industry. Any changes in government regulations could hurt business prospects. 
The key upside risk would be if the UP government’s planned new sugar policy 
is more favorable than the earlier policy, which could significantly alter 
sentiment and drive stock price beyond our price target.  
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is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. (“CGM Canada”), CGM Canada has approved the Product.  Citigroup 
Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3.  The Product may not be distributed to private clients in Germany. The Product is distributed in Germany 
by Citigroup Global Markets Deutschland AG & Co. KGaA, which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin).  Frankfurt am Main, Reuterweg 
16, 60323 Frankfurt am Main.  If the Product is made available in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global 
Markets Asia Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures 
Commission.  If the Product is made available in Hong Kong by The Citigroup Private Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 
Garden Road, Hong Kong.  The Citigroup Private Bank and Citibank N.A. is regulated by the Hong Kong Monetary Authority.  The Product is made available in India by 
Citigroup Global Markets India Private Limited, which is regulated by Securities and Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  If the Product 
was prepared by Nikko Citigroup Limited ("NCL") and distributed by Nikko Cordial Securities Inc., Citigroup Global Markets Inc., or Monex, Inc. it is being so distributed 
under license. NCL is regulated by Financial Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock 
Exchange and Osaka Securities Exchange. Akasaka Park Building, 2-20, Akasaka 5-chome, Minato-ku, Tokyo 107-6122.  In the event that an error is found in an NCL 
research report, a revised version will be posted on Citigroup Investment Research’s Global Equities Online (GEO) website. Please refer to GEO for updated versions which 
will be conspicuously marked. If you have questions regarding GEO, please call (81 3) 5574-4860 for help.  The Product is made available in Korea by Citigroup Global 
Markets Korea Securities Ltd., which is regulated by Financial Supervisory Commission and the Financial Supervisory Service.  Hungkuk Life Insurance Building, 226 
Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061.  The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd, which is regulated by Malaysia 
Securities Commission.  Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450.  The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., 
Casa de Bolsa, which is regulated by Comision Nacional Bancaria y de Valores.  Reforma 398, Col. Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made 
available through Citigroup Global Markets New Zealand Ltd., a Participant of the New Zealand Exchange Limited and regulated by the New Zealand Securities 
Commission.  Level 19, Mobile on the Park, 157 lambton Quay, Wellington.  The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect 
subsidiary of Citigroup Inc., which is regulated by Komisja Papierów Wartosciowych i Gield.  Bank Handlowy w Warszawie S.A. ul. Senatorska 16, 00-923 Warszawa.  The 
Product is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with 
the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service for 
Financial Markets.  Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this report within the 
territory of the Russian Federation or outside the Russian Federation.  The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian 
Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 Gasheka Street, 125047 Moscow.  The Product is made 
available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore.  
1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192.    The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., 
Singapore branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.  Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of 
South Africa (company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. 
is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.  The investments and services contained herein are not 
available to private customers in South Africa.  The Product is made available in Taiwan through Citigroup Global Markets Inc. (Taipei Branch), which is regulated by 
Securities & Futures Bureau.  No portion of the report may be reproduced or quoted in Taiwan by the press or any other person.  No. 8 Manhattan Building, Hsin Yi Road, 
Section 5, Taipei 100, Taiwan.  The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange 
Commission of Thailand.  18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in United Kingdom by 
Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This material may relate to investments or services of a person 
outside of the UK or to other matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in respect of this 
material.  Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The Product is made available in United States by Citigroup Global Markets Inc, which is 
regulated by NASD, NYSE and the US Securities and Exchange Commission.  388 Greenwich Street, New York, NY 10013.  Unless specified to the contrary, within EU Member 
States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  Many European regulators require that a firm 
must establish, implement and make available a policy for managing conflicts of interest arising as a result of publication or distribution of investment research. The 
policy applicable to Citigroup Investment Research's Products can be found at www.citigroupgeo.com.  Compensation of equity research analysts is determined by equity 
research management and Citigroup's senior management and is not linked to specific transactions or recommendations.  The Product may have been distributed 
simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to be construed as providing investment services in any 
jurisdiction where the provision of such services would be illegal. Subject to the nature and contents of the Product, the investments described therein are subject to 
fluctuations in price and/or value and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in 
value that could equal or exceed the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and 
basis of taxation may be subject to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific 



India Sugar 
21 June 2007 

 

Citigroup Global Markets | Equity Research 10

market or other risks associated with a particular transaction.  Advice in the Product is general and has been prepared without taking account of the objectives, financial 
situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice, having regard to their 
objectives, financial situation and needs.  Within Australia, if the advice relates to the acquisition of a particular financial product for which a Product Disclosure 
Statement (PDS) is available clients should obtain a PDS relating to the particular product and consider it before making any investment decision. 

© 2007 Citigroup Global Markets Inc. (© Nikko Citigroup Limited, if this Product was prepared by it). Citigroup Investment Research is a division and service mark of 
Citigroup Global Markets Inc. and its affiliates and is used and registered throughout the world. Citigroup and the Umbrella Device are trademarks and service marks of 
Citigroup or its affiliates and are used and registered throughout the world. Nikko is a registered trademark of Nikko Cordial Corporation. All rights reserved. Any 
unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prosecution. The information contained in the Product is intended solely for 
the recipient and may not be further distributed by the recipient. The Firm accepts no liability whatsoever for the actions of third parties. The Product may provide the 
addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed the linked site. 
Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations or warranties 
whatsoever as to, the data and information contained therein.  Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is provided 
solely for your convenience and information and the content of the linked site does not in anyway form part of this document.  Accessing such website or following such link 
through the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced 
website. 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
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