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Sensitivity to current and forthcoming events 

 We have analyzed the sugar companies’ operating profit sensitivity to change in cane 
cost and sugar price in context to recent important developments–  

• Sharp jump in domestic sugar prices over the last few days led by expected 
decline in sugar output in next season (SS08-09E) to ~21mn MT, near term 
supply constraints in form lower release of free sale quota, and domestic sugar 
consumption nearing 23mn MT. 

• Decline in sugar output and increase in cane diversion to ethanol (from 56% 
to 60%) in Brazil in current crushing season.  

• Conflicting orders on cane pricing from two benches of Allahabad High Court  

• Supreme Court’s final hearing on cane pricing due to begin from next week. 

 Cane pricing issue in UP:  Most of the Uttar Pradesh (UP) based sugar companies 
have accounted for sugarcane purchases for SS07-08 at Rs110 per quintal after an 
interim order of the Supreme Court dated May 15, 2008. However, the Lucknow 
bench of Allahabad high court has upheld SAP at 125 per quintal in its order dated 
July 7, 2008. The sugar mills may be forced to make provisions for higher cane costs 
if the Supreme Court dismisses their petition for cane pricing.  The effect of the same 
is shown in the following tables. 
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Company  Rating 
Shree Renuka Sugar Buy 
Balrampur Chini Buy 
Bajaj Hindusthan Under review 
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Table 1: Balrampur Chini: Sensitivity of EBIDTA to cane cost and sugar price 

FY08
14.75 15.75 16.75 17.75

120.00 2,909 3,830 4,752 5,673
130.00 1,996 2,918 3,839 4,761
135.00 1,540 2,461 3,383 4,305
140.00 1,084 2,005 2,927 3,848

Sugar price

ca
ne

 c
os

t

 

FY09
17.00 18.00 19.00 20.00

130.00 4,369 5,207 6,045 6,882
140.00 3,566 4,404 5,242 6,079
145.00 3,165 4,002 4,840 5,678
150.00 2,763 3,601 4,439 5,276

Sugar price

C
an

e 
co

st

  
Source:  Alchemy Research. 

 
 
Table 2: Bajaj Hindusthan : Sensitivity of EBIDTA to cane cost and sugar price 

FY08
14.75 15.75 16.75 17.75

120.00 2,385 3,881 5,377 6,873
130.00 889 2,385 3,881 5,377
135.00 141 1,637 3,133 4,629
140.00 -607 889 2,385 3,881

Sugar price

C
an

e 
co

st

 

FY09
17.00 18.00 19.00 20.00

130.00 4,521 6,153 7,785 9,417
140.00 2,889 4,521 6,153 7,785
145.00 2,073 3,705 5,337 6,969
150.00 1,257 2,889 4,521 6,153

Sugar price

C
an

e 
co

st

 
Source:  Alchemy Research.,  

 
Table 3: Shree Renuka Sugar: Sensitivity of EBIDTA to cane cost and sugar price 

FY08
14.75 15.75 16.75 17.75

120.00 2,519 3,062 3,605 4,148
130.00 2,014 2,557 3,100 3,643
135.00 1,761 2,304 2,847 3,390
140.00 1,509 2,052 2,595 3,138

Sugar price

C
an

e 
co

st

 

FY09
17.00 18.00 19.00 20.00

130.00 4,428 5,021 5,614 6,207
140.00 3,873 4,466 5,059 5,652
145.00 3,595 4,188 4,781 5,374
150.00 3,318 3,911 4,504 5,097

Sugar price

C
an

e 
co

st
 

Source:  Alchemy Research. 
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Sharp jump in domestic sugar prices over the last month 
 Domestic sugar prices have moved up 15% over the last month. The sharp jump in sugar prices has been largely due to anticipated lower sugar production in 

the next season and supply constraints in the near term. The government fixed the free sale quota for the July-September quarter at 3mn MT which was lower 
than the previous year. 

 
 The production in the forthcoming season (SS08-09E) is expected to fall to ~21mn MT from ~27mn MT in SS07-08 led by reduced cane plantings and 

diversion to other remunerative crops. According to various government agency reports, area under cane cultivation has declined to 4.3mn hectares this year 
from 5.2mn hectares in the previous year. Consequently, most of the sugar producers expect cane cost to be in the range of Rs125 per quintal in the next 
crushing season led by lower availability of cane.  Similarly, consensus view for sugar price for the same period is ~Rs17/kg. 

 
Chart 1: Domestic and international sugar prices 

 
 
 
 
 
  
 
 
 
 
 
Source:  Bloomberg, Alchemy Research. 

 
 

MCX SUGAR M INDEX

1300
1400
1500
1600
1700
1800
1900
2000
2100
2200

D
ec

-0
5

Fe
b-

06

M
ay

-0
6

Au
g-

06

O
ct

-0
6

Ja
n-

07

A
pr

-0
7

Ju
n-

07

Se
p-

07

D
ec

-0
7

Fe
b-

08

M
ay

-0
8

Au
g-

08

(Rs/quintal)

15% rise in sugar 
prices in one month 

200

250

300

350

400

450

500

550

D
ec

-0
5

Fe
b-

06

M
ay

-0
6

Au
g-

06

O
ct

-0
6

Ja
n-

07

A
pr

-0
7

Ju
n-

07

Se
p-

07

D
ec

-0
7

Fe
b-

08

M
ay

-0
8

Au
g-

08

LIFFE NCDEX($ MT)



 
 

 

4 

Alchemy Equity Research 
19 August 2008 

Sugar Sector 

Sugar production in Brazil down by 2.5% to 10.7mn MT till end of July 2008 
 According to Brazil’s sugar producers association, UNICA, sugar output in the center-south region of Brazil fell 2.5% yoy to 10.7mn MT upto the end of 

July, 2008 (crushing season is April-October). The centre-south region of Brazil produces more than 80% of Brazil's sugar and ethanol.  
 The lower sugar output was due to lower sugar yields and high ethanol yields. While sugar yield dropped 13% to 50.1kg per tonne of cane, the ethanol 

yield improved 3.7% to 45.7litres per tonne of cane. With the result, 60% of the cane was converted into ethanol – up 56% from last year. The output of 
ethanol rose 16% yoy to 9.8bn liters.  

 
Our view 
We continue to remain positive on the sugar sector led by favorable demand supply dynamics and consequently the revival in sugar prices. With a sharp jump in 
prices of by-products, the profitability of sugar companies is expected to improve further. We reiterate our bullish view on the sugar sector with Shree Renuka 
Sugar and Balrampur Chini being our top picks.  
 

Table 4: Peer comparison 

  Shree Renuka Sugar Balrampur Chini Bajaj Hindusthan* 
Rs mn FY08E FY09E FY08E FY09E FY08E FY09E 
Revenues 25735 30563 17127 18196 24260 29878 
EBIDTA 4451 5699 2909 4325 3210 5687 
PAT 2332 3186 1003 2144 (599) 1648 
EPS 8.3 11.4 3.9 8.1 (1.6) 11.5 
P/E 14.8 10.8 22.7 11.0 (105.5) 15.1 
ROCE (%) 25.7 31.3 9.0 14.4 1.4 5.7 
RONW (%) 27.0 30.3 9.7 16.3 (0.2) 10.3 

Source: Company, Bloomberg, Alchemy 

* Consensus 
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Disclaimer 
This report is not a solicitation or offer to buy or sell any securities or related financial products. The information and commentaries are also not meant to be endorsements or 
offerings of any securities, options, stocks or other investment vehicles. The report is intended for general circulation and does not take into account the specific investment 
objectives, financial situation or particular needs of any particular person. The securities discussed in this report may not be suitable for all investors. The appropriateness of any 
particular investment or strategy whether opined on or referred to in this report or otherwise will depend on an investor’s circumstances and objectives and should be 
independently evaluated and confirmed by such investor, and advice should be sought from a financial adviser concerning the suitability of the investment or strategy, taking into 
account the specific investment objectives, financial situation or particular needs of the investor, before the investor makes a commitment to deal in an investment or implement a 
strategy. 
Investment ideas and/or corporations discussed in this website may have a high level of volatility. High volatility investments may experience sudden and large falls in their value 
causing losses when the investment is realised. Those losses may equal the original investment. Some investments may not be readily realisable and it may be difficult to sell or 
realise those investments. Similarly, it may prove difficult to obtain reliable information about the value and risks to which such an investment is exposed. Neither us nor any of 
our affiliates shall assume any legal liability or responsibility for any incorrect, misleading or altered information contained in this report. 
Past performance is not necessarily indicative of future results and there can be no assurance that any investment will achieve comparable results or its investment objectives. 
Investors may not get back the full amount invested and the net asset value of the investment will fluctuate. Exchange rate fluctuations may affect the return to investors. 
Alchemy Share and Stock Broker Pvt. Ltd., their respective affiliate companies, associates, directors and/or employees may have investments in securities or derivatives of 
securities of companies mentioned in this report, and may make investment decisions that are inconsistent with the views expressed in this report. 
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