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India, the second-largest rice producer: 21% of global production
Lakshmi Energy & Foods Ltd. (LEFL) is ideally located in Punjab, the largest surplus
producer of rice in India. The government procures over 95% of the rice produced in the state
(at pre-fixed prices for paddy and rice) thus removing any price risk for processors.

LEFL, perhaps the only 1 mn MT integrated paddy/rice processor
There are more than 139,000 rice processors (>6,800 in Punjab) processing about 134 mn MT
of paddy (90 mn MT of rice equivalent). Until recently, a socialistic mindset prevented the
government from encouraging large-scale corporate involvement in farming/food processing.

Benefits of integration and scale-ROCE: 24-27%, ROE: 32-34%
Our DCF analysis of an integrated rice mill indicates value creation of 3.1X on invested
equity driven by (1) almost nil price risk; (2) ability to value add on by-products;
(3) cogeneration plus carbon credit; and (4) fiscal incentives.

Benefits of integration and scale-well placed to fund and sustain growth
We expect EPS growth of 96% and 62% in FY2007 and FY2008, respectively, as the
company ramps up production and starts cogeneration. We believe scale economies will
likely allow LEFL to double processing capacity to 2 mn mtpa through internal accruals over
FY2008-09. Scale also allows LEFL easier access to finance inventory, thus easing the
burden on government procurement agencies.

Valuation: DCF-based target price of Rs1,740
Our DCF model limits LEFL’s capacity expansion to 2 mn MT (though the business
opportunity seems significantly larger) for now. We use a WACC of 11% and zero terminal
year growth rate. The working capital intensive nature of the business suggests high optimal
debt/capital ratio of 50%, we use cost of equity of 15%.

For Private Circulation Only. In the US, this document may only be distributed to QIBs (qualified institutional buyers) as
defined under rule 144A of the Securities Act of 1933. This document is not for public distribution and has been furnished to
you solely for your information and may not be reproduced or redistributed to any other person. The manner of circulation and
distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons
into whose possession this document may come are required to inform themselves of, and to observe, such restrictions.

Company data and valuation summary

Company data Stock data High Low Price performance 1M 3M 12M
OP 52-week range (Rs) 1,080 221 Absolute (%) 19.1 14.5 121.2

Yield (%) 0.4               Rel. to BSE-30 (%) 14.3 (6.9) 54.4
Current price (Rs) Priced at close of:
908 Capitalization Forecasts/valuation 2006 2007E 2008E

Market cap (Rs mn) 10,380         EPS (Rs) 37.5 73.6 119.4
Net debt/(cash) (Rs mn) 911              P/E (X) 24.2 12.3 7.6
Free float (%) 58.4             ROE (%) 30.6 34.8 34.5
Shares outstanding (mn) 11.4             EV/EBITDA (X) 15.7 7.6 4.5

Source: Company data, Kotak Institutional Equities estimates.
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Overview: Bumper crop

Exhibit 1: Forecasts and valuation

Revenue EBITDA Net profit EPS EV/EBITDA P/E RoE
(Rs mn) (Rs mn) (Rs mn) (Rs) (X) (X) (%)

2005 4,077 329 180 17.8 27.0 51.0 19.6

2006 5,584 743 420 37.5 15.7 24.2 30.6
2007E 8,467 1,546 883 73.6 7.6 12.3 34.8

2008E 12,100 2,629 1,433 119.4 4.5 7.6 34.5
2009E 16,838 3,974 2,161 179.9 3.0 5.0 35.9

Source: Company data, Kotak Institutional Equities estimates.

Valuation: Value creation of 3.1X on invested equity for a steady state model

Our projections build in expansion of processing capacity of LEFL to 2 mn MT of paddy
over FY2008-09. We use a WACC of 11% and zero terminal growth rate to establish a
1-year forward DCF value of Rs1,740 per share. The comparative valuation of US-based
commodity processors aid us in double-checking our exit valuation (terminal value
estimates) in our DCF model. We find the business model of LEFL varies too much from
other rice processing companies in India to make any comparison meaningful.

Our analysis suggests that an integrated rice mill creates significant equity value (DCF
model suggests 3.1X on equity invested for a steady state model) and very predictable
cash flows. This is on account of (1) almost nil price risk on key product—rice (purchase
and sales price determined by government support price) and power generated (PPA
determined offtake price); (2) ability to value add on by-products—husk to power, rice
bran to rice bran oil and de-oiled cake (DOC) to animal feed; (3) tax incentives provided
by government on cogeneration; and (4) carbon credits.

Key risks: Government support price policy; competition

Government support price policy. LEFL’s margin in rice milling is a function of the
minimum support price (fixed by the government) for procuring paddy and the levy price
fixed for rice. Government agencies procure rice through statutory levy on rice millers
and dealers (the statutory levy in Punjab is 75%). LEFL sells about 85% of its rice
produce to government procurement agencies.

Competition from new entrants. We envisage competition from new entrants (read
large corporates) but the opportunity is large enough to accommodate a few large
integrated players, in our view. We believe LEFL will aggressively build up size and
scale to remain competitive.
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Business strategy: Aggressively riding the growth opportunity

LEFL’s active paddy processing capacity will likely stand at 1 mn MT pa by October
2006, way ahead of any other paddy processor. The disaggregated nature of India’s rice
processing industry provides an unprecedented growth opportunity for an efficient large
integrated processor such as LEFL as (1) it enjoys significant scale advantage over much
smaller competitors in terms of ability to finance inventory, yields, higher value add on
by-products, ability to undertake cogeneration and also enjoy attached fiscal benefits;
(2) both the state and central government are now favoring the entry of large corporates
such as LEFL in agri-processing and also providing incentives; and (3) it reduces the
burden of government procurement agencies for holding inventory.

LEFL is ideally located in the state of Punjab. Punjab produces about 10 mn mtpa of rice
(11% of India’s production) but, more important, is the largest contributor (9 mn MT or
32% of the 27.6 mn MT procured in 2005-06) to the government procurement agencies’
stocks.

Financials: Robust earnings momentum will likely sustain beyond FY2008

We estimate LEFL’s EPS growth at 96% and 62% during FY2007 and FY2008,
respectively, as the company ramps up production of rice as well as increases processing
of by-products. LEFL is likely to process about 0.7 mn MT of paddy in FY2007 and 1
mn MT in FY2008. We estimate that the company will likely double processing capacity
to 2 mn mtpa over FY2008-09 through internal accruals, thus maintaining the growth
momentum. While we estimate the steady state RoE to be above 30%, the intermediate
RoEs during the ramp up phase are likely to be lower as the company invests in adding
processing capacity and builds inventory.

Exhibit 2: LEFL caters to less than 5% of FCI's rice
procurement from Punjab
LEFL's rice production as % of FCI's procurement of rice
from Punjab

Exhibit 3: Significant increase in volumes gives
company scale to process by-products
Sales volumes (MT)
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Rice production by LEFL (mn tonnes) - LHS
LEFL's production as % of FCI procurement in Punjab - RHS

Note: Rice production includes rice produced from brown rice purchased from
the open market.

2005 2006 2007E 2008E 2009E
Rice 256,002 402,045 576,009 774,400 1,028,500
Nakku 932 13,484 15,448 6,286 7,977
Rice bran 903 — — — — 
Paddy husk 29,797 — 94,136 — — 

Rice bran oil 2,127       10,884     13,378     875          777             
Refined rice bran oil — — — 12,000     19,000        

Rice bran DOC 25,888     47,486     62,273     5,577       3,616          

Damaged wheat/wheat 258,836 45,699     43,128     — — 
Wheat flour — — — 40,000 80,000
Cattle feed 1,725 4,626 6,000 100,000 155,000
Starch — — — 10,000 17,000
Power (mn units) — — — 200          284             

Source: FCI, Company data. Source: Company data, Kotak Institutional Equities estimates.
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Company profile: Integrating and scaling up

Lakshmi Energy and Foods Limited (LEFL), earlier known as Lakshmi Overseas
Industries, is a leading manufacturer of non-basmati rice. Incorporated in July 1990, the
company currently has an integrated rice mill at Khamanon on the Chandigarh Ludhiana
national highway in Punjab. Promoted by Balbir Singh Uppal, the present Chairman and
Managing Director, the company is probably the largest private rice miller in the country
producing 0.42 mn MT of rice during FY2006. By FY2007 end, LEFL is slated to have
an integrated set-up of processing 1 mn MT of paddy, 30 MW power plant and matching
facilities for manufacturing refined rice bran oil, cattle feed etc. LEFL is also setting up a
300 tpd wheat flour mill.

Exhibit 4: Venturing beyond rice milling to create multiple sale points
Production flow diagram for LEFL

Milling Starch processing

Rice Starch

67 kg 1.4 kg

Small broken rice (nakku) Oil Extraction Oil Refining

2 kg

Rice Bran Oil Refined Rice Bran Oil

Paddy 1.5 kg 1.2 kg

100 kg

Rice bran Cattle feed manufacturing

9 kg

Rice Bran DOC Cattle feed

7.5 kg 9.75 kg

Power generation

Husk Power

20 kg 20 units

Source: Company.
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LEFL represents the missing link in the Indian food chain

Policy reforms in agriculture are today attracting the interest of large corporates.
Typically, the food chain begins from inputs in agricultural production and ends
with retail distribution of processed food items. However, due to the unfavorable
regulatory environment (till recently) in India, there has been very little presence of
organized players in some of the key stages of the food chain. Despite a very large
agri-economy, the Indian food chain lacks adequate presence of large retailers and
commodity processors.

Large corporate houses such as ITC, Reliance and Bharti are getting active in the Indian
food chain. They are driven by the attractive business opportunity provided by easing of
the regulatory and policy environment in agriculture. We believe the proactive approach
of the central and state governments provides the enabling environment for LEFL to ride
the growth opportunity in integrated rice processing.

Exhibit 5: Comparison of food chain in the developed countries with India

  Food chain in the US and Europe

Agri Inputs Agriculture Procurement, Storage Retailing

Commodity processors and traders
- Cargill Retailers
- ConAgra Branded processing - Kroger
- ADM - Kraft - Safeway

Farmers - Tyson Foods - Unilever - Tesco
- Wheat farmers - General Mills - Nestle - Sainsbury
- Dairy farms - Sara Lee - McDonald's

Input companies - Harvest state co-op - Danone
- Syngenta - Farmland Industries
- Monsanto - Midland shire farmers
- Dupont

  Food chain in India

Agri Inputs Agriculture Procurement, Storage Retailing

Commodity processors and traders
- Small sugar, rice and wheat roller mills Emerging large retailers

Branded processing
- HLL

Farmers - ITC
- Nestle
- Cadbury

Input companies Co-operatives - Britannia
- Seed companies - NDDB

- HOPCOMS
- FCI, Markfed 

Retailers

- Mostly kirana  stores

Value-added 
processing

Value-added 
processing

Commodity Processing

Commodity Processing

Source: Food & Agriculture Integrated Development Action Report.
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Valuation: DCF valuation is more robust vs. comparative

We use a WACC of 11% and zero terminal growth rate to establish a 1-year forward
DCF value of Rs1,740 per share. The comparative valuation of US-based
commodity processors aid us in double-checking our exit valuation (terminal value
estimates) in our DCF model. We find the business model of LEFL varies too much
from other rice processing companies in India to make any comparison
meaningful.

Intrinsic value of Rs1,740/share
Our 1-year forward DCF gives a value of Rs1,740 per share for LEFL. Rice processing is
a working capital intensive business and LEFL will continue to have debt in its books
under steady state conditions for its working capital requirements. We use a WACC of
11% and zero terminal growth rate to arrive at an EV of Rs23 bn for the company. We
note that our intrinsic value has a high sensitivity to WACC assumption, with every 1%
increase in WACC reducing our intrinsic value estimate by 11% (see Exhibit 6).

Exhibit 6: Our intrinsic value of Rs1,740/share has a high sensitivity to WACC assumption
Calculations for 1-yr forward DCF value (Rs mn)

2007E 2008E 2009E 2010E 2011E 2012E 2018E 2019E 2020E 2021E 2022E
Revenues 8,477 12,114 16,857 21,712 21,741 21,769 21,802 21,616 21,532 21,532 21,532
Operating expenses (6,921) (9,472) (12,864) (16,471) (16,547) (16,555) (16,897) (17,178) (17,202) (17,230) (17,263)
Depreciation expense (72) (205) (286) (334) (339) (343) (370) (375) (379) (384) (388)
Adjusted EBIT 1,484 2,437 3,707 4,907 4,856 4,870 4,535 4,064 3,951 3,918 3,881
Taxes on EBIT (250) (456) (976) (1,301) (1,227) (1,420) (1,372) (1,251) (1,294) (1,318) (1,383)
NOPLAT 1,233 1,981 2,731 3,605 3,629 3,451 3,163 2,813 2,657 2,601 2,497

Depreciation 72 205 286 334 339 343 370 375 379 384 388
Gross cash flow 1,305 2,187 3,017 3,939 3,967 3,794 3,533 3,188 3,036 2,984 2,885

Change in working capital (440) (1,627) (1,830) (1,703) (16) (17) (13) 1 (6) (16) (16)
Capital expenditure (2,545) (1,550) (2,050) (100) (100) (100) (100) (100) (100) (100) (100)
Increase in other assets(investments,etc) — — — — — — — — — — — 
Gross investments 2,986 3,177 3,880 1,803 116 117 113 99 106 116 116

Operating free cash flow (1,681) (990) (863) 2,137 3,852 3,677 3,421 3,089 2,931 2,868 2,769

Non operating cash flow — — — — — — — — — — — 
Free cash flow (FCF) (1,681) (990) (863) 2,137 3,852 3,677 3,421 3,089 2,931 2,868 2,769

Discount factor 1.05        0.94     0.85       0.77       0.69       0.62       0.33       0.30       0.27       0.24       0.22       
PV of FCF (1,762) (935) (734) 1,638 2,660 2,287 1,137 925 790 697 606

Discount rate (%) 11.0        
Terminal growth rate (%) — 
Terminal  value (Rs mn) 25,174    Terminal growth rate (%)

0 1            2         3            
Rs mn 10.00     1,963 2,033 2,121 2,234

Cumulative PV of FCF 16,882 WACC 11.00     1,740 1,791 1,853 1,931
PV of terminal value 6,117 % 12.00     1,553 1,591 1,636 1,691
Enterprise value 22,999 13.00     1,394 1,423 1,456 1,496
Less: Debt (2,997)
Add: Cash & marketable securities 889         
Equity value 20,890

Per share value (Rs) one year forward 1,740      

FY2020 onwards - normal 
profits

Investment phase FY2007-09
FY2010-19 : benefiting from carbon credits and fiscal 

incentives

Source: Kotak Institutional Equities estimates.
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Our projections build in the expansion of the company to a processing capacity of 2 mn
MT pa of paddy and corresponding by-products and cogeneration capacities. Our
projections can be broken into three distinct phases.

1. The initial investment phase till FY2009—when the cash flows are negative as the
company expands processing capacities and builds inventory.

2. The intermediate high-return phase – the company delivers high returns for 10 years
benefiting from waiver of market fees (4% of MSP for paddy), selling carbon credits
obtained on utilizing husk for generating power and tax exemption on profits from
power plant.

3. The normal profit stage—stable returns without any fiscal incentives or benefits from
carbon credits.

Terminal value constitutes 27% of our intrinsic value estimate and offers a reasonable
exit EV/EBITDA at 5.9X.

Global comparative help in exit valuation

The comparative valuation of US based commodity processors aid us in double-checking
our exit valuation (terminal value estimates) in our DCF model.

Exhibit 7: Valuation of commodity processors in US, December year-ends, 2005-2007E

Price Market cap ROE Div Yield
Companies Sep 12, 2006 (US$mn) 2005 2006E 2007E 2006E 2007E 2005 2006E 2007E 2005 2006E 2007E 2005 2005
Archer-Daniels-Midland Co US$38.3   25,134 2.0 2.5 3.0 25.2 18.1 19.1 15.2 12.9 11.9 9.5 7.7 14.4 0.9

Bunge Limited US$55.0   6,578 4.7 3.6 4.2 (23.7) 15.3 11.6 15.2 13.2 11.0 12.0 9.0 14.0 1.2

Tyson Foods Inc-Cl A US$15.0   5,312 1.1 (0.3) 0.8 14.3 (45.2) 18.8 6.6 14.2 7.1 7.9 1.1

Conagra Foods Inc US$23.5   11,993 1.0 1.1 1.2 10.6 7.5 22.8 20.6 19.2 12.9 10.5 10.2 11.2 4.4

General Mills Inc US$53.0   18,688 3.1 3.1 3.3 0.3 8.3 17.4 17.3 16.0 10.4 10.2 9.8 19.0 2.6

P/E (X)EPS (US$) EPS growth (%) EV/EBITDA (X)

Source: Bloomberg.

The other listed rice processing companies are essentially focusing on Basmati

Basmati is premium rice that accounts for little less than 2% of the 90 mn MT of annual
rice production in the country. About 60% of the production is consumed domestically
while the balance is exported. Basmati’s premium positioning allows it to command an
average price realization of 2-3X that of non-basmati rice.

REI Agro, Kohinoor Foods, KRBL and LT Overseas are all focused on basmati rice.
Some of these companies have opportunistically delved into non-basmati rice exports in
the past. However, none of them appear to have any strategic intent as of now to get into
integrated processing of non-basmati rice. We find the industry dynamics of basmati
business to be very different thus making it difficult to do a comparative valuation.

Exhibit 8: Valuation of rice processors in India, March year-ends, 2006-2008E

Price Market cap ROE Div Yield
Companies Sep 12, 2006 (US$mn) 2006 2007E 2008E 2007E 2008E 2006 2007E 2008E 2006 2007E 2008E 2006 2006
Rei Agro Ltd INR108.2   91 19.3 5.6 8.2 29.5 1.1

Kohinoor Foods Limited INR76.1   32 11.0 6.9 11.3 16.4 2.1

Krbl Ltd INR124.6   57 17.5 7.1 12.3 NA 4.8

Lakshmi Energy & Foods INR907.9   37.5 73.6 119.4 96.0 62.3 24.2 12.3 7.6 15.7 7.6 4.5 30.6 0.4

EPS (Rs) EPS growth (%) P/E (X) EV/EBITDA (X)

Source: Bloomberg, Kotak Institutional Equities.
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A modular approach to business valuation
Our analysis suggests that an integrated rice mill creates significant equity value
(DCF model suggests 3.1X on equity invested) and very predictable cash flows.
This is on account of (1) almost nil price risk on key product—rice (purchase and
sales price determined by govt. support price) and power generated (PPA
determined tariff) (2) ability to value add on by-products—husk to power, rice bran
to rice bran oil and DOC to animal feed (3) tax incentives provided by government
on cogeneration and (4) carbon credits.

Attractive DCF value—WACC: 11%, Ideal gearing; 100%, Cost of Equity:
15%

Value creation of 3.1X on equity invested in a 1-mn MT integrated rice mill.
We assume debt: equity financing of 1:1 for initial capital expenditure and 25% margin
money for working capital requirements. Free cash generation reduces in Year 11 as the
waiver of 4% market fees on paddy procurement comes to an end. Year 12 depicts the
long-term cash flow generation capability of the mill without (1) carbon credits (available
for 2nd to 11th year) and (2) tax benefits on the power plant. Exhibit 9 shows the
sensitivity of valuation to WACC and terminal growth assumptions.

Exhibit 9: Equity investment is worth 3.1X at WACC of 11%—assuming benefits of cogeneration
DCF analysis of a 1 mn MT integrated rice milling unit

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10 Year 11 Year 12
Paddy consumed (mn tonnes) 1.0        1.0           1.0           1.0           1.0           1.0           1.0           1.0           1.0           1.0           1.0           1.0           

Sales 9,744     9,828       9,828       9,828       9,828       9,828       9,828       9,828       9,828       9,828       9,828       9,744       
EBITDA 1,885     1,951       1,932       1,913       1,893       1,872       1,849       1,826       1,802       1,777       1,490       1,378       
EBITDA margin (%) — — — — — — — — — — — — 
Interest (432)      (397)         (362)         (327)         (292)         (257)         (257)         (257)         (257)         (257)         (257)         (257)         

Depreciation (140)      (140)         (140)         (140)         (140)         (140)         (140)         (140)         (140)         (140)         (140)         (140)         
PBT 1,312     1,414       1,430       1,446       1,460       1,474       1,452       1,429       1,405       1,379       1,093       981          
PAT 871        938          949          959          969          978          963          948          932          915          725          651          

Change in working capital — — — — — — — — — — — — 
Maintenance capex — (50)           (50)           (50)           (50)           (50)           (50)           (50)           (50)           (50)           (50)           (50)           
FCF 1,423     1,418       1,410       1,401       1,391       1,380       1,367       1,350       1,333       1,314       1,123       912          

Discount rate (%) 11.0 WACC calculations WACC (%)
Terminal growth rate (%) — Cost of Equity 15% 10.0         11.0         12.0         13.0         

Post-tax cost of debt 7% -           3.45         3.09         2.79         2.53         
Sum of FCF 9,762       Optimal Debt/Capital 50% Terminal growth 1.0           3.60         3.21         2.88         2.60         
PV of terminal value 2,629       WACC 11.0% (%) 2.0           3.79         3.34         2.98         2.67         

Total 12,392     3.0           4.03         3.51         3.10         2.77         
Less Debt (4,323)      4.0           4.35         3.73         3.26         2.88         
Equity value 8,069       
Equity investment 2,608       
P/B 3.09         

Source: Kotak Institutional Equities estimates.

Attractive RoE and RoCE under steady state conditions. Under steady state
conditions, we estimate the business to deliver healthy RoE of 32-34% and RoCE of
24-27%. Rice milling is a working capital intensive business, as rice mills in North India
have to procure paddy during October-December harvest period and store it for milling
operations through the year. Since the investments in fixed assets are not high, it should
be prudent to look at the RoE and RoCE under steady state conditions when the working
capital buildup has taken place.
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Exhibit 10:  Healthy return profile under steady state conditions
Financial profile of 1 mn MT module (Rs mn)

Capital employed Income statement
Gross block 3,500 Sales 9,828
Debt: Equity 1:1 EBITDA 1,951

Working capital requirement 3,430 PBT 1,414
as % of sales 35 PAT 938
Margin money (%) 25

RoE (%) 36.0 EBITDA margin (%) 19.9
RoCE (%) 27.4 Net margin (%) 9.5

Source: Company, Kotak Institutional Equities estimates.

Exhibit 11:  Working capital requirements are high due to seasonal procurement
Capital employed for a 1 mn MT module (Rs mn)

Gross block 3,500       Working capital requirements 3,430       
Land 250          Inventory
Rice mill 1,000       Paddy (5 months) 3,155       
Dryers and silos 250          Husk (6 months) 125          
Solvent extraction unit 100          Other products (0.5 months) 72            
Oil refinery 100          (Rice bran, nakku, starch, refined oil, cattle feed)
Cattle feed manufacturing unit 80            Receivables (0.5 months) 78            
Starch unit 25            (Power, starch, refined oil, cattle feed)
Power plant 1,110       
Godowns and other infrastructure 300          
Others / Contingencies 285          

Source: Company, Kotak Institutional Equities estimates.

Integrated mill advantage: value addition, yield, cogeneration and fiscal
incentives

Producing higher value from value enhancement of by-products. We estimate sales
revenues to increase by 13% and PBT to jump by a whopping 266% as the company
builds capacity for value enhancement of by-products. Exhibits 12 and 13 show that the
bulk of the value enhancement is attributed to the power plant and oil extraction.
Utilization of husk for power generation has fiscal incentives in the form of—(1) waiver
of 4% market fees and (2) accelerated depreciation on power cogeneration and waiver of
taxes on income from sale of power for 10 years under section 80IA of the Income Tax
act.
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Exhibit 12:  Processing of byproducts expands topline
by 13% to Rs9,827 per tonne of paddy processed
Incremental revenue contribution from processing of
byproducts (Rs per tonne of paddy processed)

Exhibit 13:  PBT increases by 266% to Rs1,396 per
tonne of paddy processed
Incremental PBT contribution from processing of byproducts
(Rs per tonne of paddy processed)
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Source: Company, Kotak Institutional Equities estimates. Source: Company, Kotak Institutional Equities estimates.

Walking through the steps for improvement in margins. Every addition of
incremental processing capability augments the profits and margins of the company.
We have analyzed the profitability of each business (process) and find that addition of an
oil extraction unit and a power plant can enable a rice mill to earn significantly higher
profits than a standalone rice mill. Exhibit 14 shows the conversion flow of materials in
rice processing. A conventional rice milling company sells four products—rice, small
broken rice (or nakku), rice bran and husk. However, an integrated mill with (1) power
plant—using husk as fuel; (2) starch processing unit—utilizing nakku; (3) oil processing
and refining unit—utilizing rice bran; and (4) cattle feed manufacturing unit—uses rice
bran de-oiled cake (DOC) derived from oil processing, has the flexibility of selling value
added products as well.
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Exhibit 14: Venturing beyond rice milling to create multiple sale points
Production flow diagram for LEFL

Milling Starch processing

Rice Starch

67 kg 1.4 kg

Small broken rice (nakku) Oil Extraction Oil Refining

2 kg

Rice Bran Oil Refined Rice Bran Oil

Paddy 1.5 kg 1.2 kg

100 kg

Rice bran Cattle feed manufacturing

9 kg

Rice Bran DOC Cattle feed

7.5 kg 9.75 kg

Power generation

Husk Power

20 kg 20 units

Source: Company.

Exhibit 15 shows that margins in the processing of by-products are high but is contingent
on the supply-demand dynamics and price realizations. Exhibit 16 tabulates our
assumptions for realization of different products for calculating the profitability of the
business.

Exhibit 15:  Margin expansion will depend on price assumptions for by-products as well
PBT margins (%) for different processes
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Integrated margins

Note: Additional contribution from Carbon credits and reversal of market fees not factored here.

Source: Company, Kotak Institutional Equities estimates.
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Exhibit 16:  Improvement in profitability from processing by-products is dependent on the price realizations
Comparison of standard assumptions against actual realizations (Rs/kg)

Actual realization Assumed
FY2005 FY2006 realization Comments

Rice 10.0 12.0 11.7

Broken rice 4.8 5.1 5.0

Rice Bran 4.4 5.0

Husk 1.0 1.25

Starch 8.57

Power (Rs/unit) 3.48

Rice Bran Oil 31.1 27.6 35.0 Assumed real. based on management guidance on current year prices

Refined rice bran oil 47.5

Rice bran DOC 1.7 3.3 3.3

Cattle feed 4.3 4.2 5.0 Assumed real. based on management guidance on current year prices

Carbon credit (Euro/CER) 10.0

Paddy 6.4 7.7 7.6 Paddy: actual purchase price in FY2006 includes cost of packaging

Assumed 
pricePurchase price

Rice: (1) actual realization in FY2006 includes cost of packaging (2) FY2005 
price realization adversely impacted by sale of lower priced brown rice

Source: Company, Kotak Institutional Equities estimates.

We note that since the MSP and procurement prices of FCI are regulated, the base
margins are not exposed to market fluctuations.

Core strengths in milling. While rice milling is an old, well-established process with
more than 139,000 rice mills operating in India (more than 6,800 in Punjab alone), the
critical aspect of rice milling is to ensure a lower proportion of nakku in the process.
Nakku fetches only 40-50% of the price of full grain rice and this can dramatically alter
the yield from milling. LEFL has advanced milling machines purchased from leading
manufacturers (Satake of Japan, Schmidt-Seeger and Bueller of Germany), which enable
it to achieve higher mill recovery rate (proportion of total milled rice obtained out of
paddy) as well as higher head rice recovery rate (proportion of head rice i.e. excluding
brokens obtained from paddy). During FY2006, LEFL produced 67% rice and 2% nakku,
compared to average 62-65% rice and 2-3% nakku obtained from processing of paddy at
the smaller rice mills.

Exhibit 17:  Rice milling is a fairly standardized process
Processes involved in rice milling

Stage Process details

Cleaning and drying paddy To remove impurities/foreign matter and moisture.

Dehusking
Paddy is passed through two stone disks or rubber rollers running against each other at different speed. Husk is 
rubbed out from paddy and separated using ventilation, leaving brown rice. Brown rice retains the bran layers that 
give it a characteristic tan colour.

Paddy separation
In order to lessen brokerage in dehusking process, husker is not hard pressed to rub away all husk, leaving some 
paddy mixed in brown rice. Paddy separator separates paddy from brown rice, using difference in gravity and 
surface friction and returns it for dehusking.

Milling/Polishing Bran is rubbed out from brown rice and sucked by air ventilation to produce white rice.

Destoning, sorting and grading Milled rice mixture is sorted and graded based on colour and size of grains.

Packaging and transportation

Source: Company.
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Leveraging scale for efficient utilization of by-products. The smallness of rice mills in
India does not permit them to efficiently utilize the by-products obtained from rice
milling. As against the smaller mills of 1-5 tph, LEFL has the benefit of size at 170 tph.
LEFL’s large size operation provides it enough by-products to sustain in-house
processing units without loss of efficiency. Product offtake is not a problem, as 75% rice
produced goes as rice levy to FCI leaving the company with flexibility to sell the balance
25% in open market or to FCI.
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Financials: Integration + scale delivers earnings growth

We estimate LEFL’s EPS growth at 96% and 62% during FY2007 and FY2008,
respectively, as the company ramps up production of rice as well as increases
processing of by-products. We estimate LEFL to process about 0.7 mn MT of paddy
in FY2007 and 1 mn MT in FY2008. While we estimate the steady state RoE to be
above 30%, the intermediate RoEs during the ramp up phase are likely to be lower
as the company invests in adding processing capacity and builds inventory.

Well-defined procurement and offtake costs define base margins. LEFL’s
procurement costs are correlated to Minimum Support Price (MSP) and its average
realizations are correlated to the purchase price of FCI, thereby defining the base margins
of the company (see Exhibit 18). LEFL procures paddy from the farmers at the
agriculture markets (mandis) spread all over Punjab by paying them MSP. Government
of India (GoI) announces the MSP for paddy for every season and with each
commensurate increase in MSP also hikes the rate at which rice is purchased by FCI from
rice mills.

Exhibit 18:  FCI increases its purchase price inline with increase in MSP for paddy after
factoring in the conversion rate and cost increases
MSP for Grade 'A' paddy and FCI purchase price for rice (Rs/kg)

5.0

7.0

9.0

11.0

13.0

15.0

2001 2002 2003 2004 2005 2006 2007

1.4

1.5

1.6Processing charges for a rice mill - RHS

MSP for Paddy

FCI purchase price for rice

Note: MSPs for Paddy (kharif crop) of 2007 are effective during the marketing period from Oct. 2006 to Sept. 2007
FCI purchase price for 2007 is an estimate

Source: Department of Agriculture and Cooperation, Ministry of Agriculture, Company.

The average procurement cost for LEFL is higher than MSP to account for 4% market
fees, 4% VAT, 2.5% commission paid to agents, 1% brokerage, 1% labor charges, 4%
freight cost and cost of gunny bags. The average realization deviates to the extent of
(1) rice sold in the open market (and not through FCI) and (2) sales of brown rice. During
FY2006, LEFL sold about 15% rice produced in the open market.
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Sales and profits from the power plant are also predetermined by the PPA binding the
tariff for sale of power. Punjab State Electricity Board (PSEB) purchases power from
cogeneration units at Rs3.48/unit as per the promotion policy of the Ministry of Non-
Conventional Energy Sources (MNES).

Value addition to by-products adds to profitability.

LEFL has the flexibility of further processing the by-products obtained from rice milling,
depending on the expected price realization on different products. For instance, rice bran,
rice bran oil and refined oil, all are saleable products and LEFL can vary the sales mix to
maximize returns.

We note that price realizations of some by-products have seen significant volatility in the
past. Exhibit 19 shows the high volatility in prices of rice bran oil. However, prices for
rice bran oil have a high correlation with crude palm oil, making it easier to track. Crude
palm oil prices have been trending upwards due to a rally in crude oil prices and are
trading 22% higher yoy in August. Exhibit 20 gives the trend in prices for rice bran over
the past few years. Price of rice bran during August 2006 is up 10% yoy.

Exhibit 19:  Large variation in Rice Bran oil prices as it
follows the Crude Palm Oil prices
Prices for Rice Bran Oil and Crude Palm Oil

Exhibit 20:  Increasing rice bran prices - trend of higher
MSP mixed with volatility
Prices for Rice Bran—raw (Rs/tonne)
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Exhibit 21 gives our assumptions for the price realizations of rice and the by-products of
rice milling process.
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Exhibit 21:  Favorable global prices may provide an upside
Average realization (Rs/tonne)

2005 2006 2007E 2008E 2009E
Rice 10,028     11,956     12,497     12,497     12,497     
Nakku 4,796       5,074       5,497       5,497       5,497       
Rice bran 4,386       — — — — 
Paddy husk 968          — 1,250       1,250       1,250       

Rice bran oil 31,138     27,597     35,048     35,048     35,048     
Refined rice bran oil — — 47,548     47,548     47,548     

Rice bran DOC 1,653       3,328       3,328       3,328       3,328       

Damaged wheat/wheat 4,874       4,451       8,351       10,021     10,021     
Wheat flour — — 10,351     12,021     12,021     
Cattle feed 4,314       4,228       4,989       4,989       4,989       
Starch — — 9,281       9,281       9,281       
Power (Rs/unit) — — 3.48         3.48         3.48         

Source: Company data, Kotak Institutional Equities estimates.

Rapid volumes growth
Rapid volumes growth in commodity processing adds to economies of scale and
improvement in profitability—(1) Use of modern equipment will enable the company to
achieve higher yield of rice as well as a higher proportion of long-grains. (2) Large scale
permits LEFL in owning and operating its own fleet of trucks for transporting paddy from
mandi and delivering rice to FCI designated godowns. (3) In-house by-products
processing capability saves on transportation and enables LEFL to absorb the normal
intermediary costs in its margins.

LEFL is scaling up capacities and is likely to procure and process 0.7 mn MT of
paddy during FY2007 and 1 mn MT in FY2008. LEFL’s expanded capacities to cater to
1 mn mtpa of paddy processing will get commissioned by October 2006, while the
processing capability to utilize the byproducts generated will be ready in 4QFY07.
Power plant (based on husk) of 30 MW is also likely to be commissioned during
4QFY07. While we expect a sharp growth in volumes, it still forms a small proportion of
the paddy procurement done by FCI in Punjab (see Exhibit 22).

Exhibit 22:  LEFL caters to less than 5% of FCI's rice
procurement from Punjab
LEFL's rice production as % of FCI's procurement of rice
from Punjab

Exhibit 23:  Increasing volumes of value-added
products at a hectic pace
Sales volumes (MT)
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Note: Rice production includes rice produced from brown rice purchased from
the open market.

2005 2006 2007E 2008E 2009E
Rice 256,002 402,045 576,009 774,400 1,028,500
Nakku 932 13,484 15,448 6,286 7,977
Rice bran 903 — — — — 
Paddy husk 29,797 — 94,136 — — 

Rice bran oil 2,127       10,884     13,378     875          777             
Refined rice bran oil — — — 12,000     19,000        

Rice bran DOC 25,888     47,486     62,273     5,577       3,616          

Damaged wheat/wheat 258,836 45,699     43,128     — — 
Wheat flour — — — 40,000 80,000
Cattle feed 1,725 4,626 6,000 100,000 155,000
Starch — — — 10,000 17,000
Power (mn units) — — — 200          284             

Source: FCI, Company data. Source: Company data, Kotak Institutional Equities estimates.



Lakshmi Energy & Foods Consumer

16 Kotak Institutional Equities Research

We expect LEFL’s rice mill at Moga to start operations in FY2009. LEFL is investing
Rs3.5 bn to set up a 1 mn MT integrated rice mill at Moga, similar to its existing setup in
Khamanon. We project paddy procurement of 0.55 mn MT for processing at the new
facility in FY2009 and 1 mn MT in FY2010.

Exhibit 24:  Lakshmi Energy & Foods—Profit model, March fiscal year-ends, 2004-2010E
(Rs mn)

2004 2005 2006 2007E 2008E 2009E 2010E
Net revenue 2,251        4,077       5,584       8,467       12,100     16,838     21,684     
Cost of goods sold (2,156)       (3,654)      (4,736)      (6,794)      (9,302)      (12,662)    (16,233)    
Gross profit 95             424          848          1,673       2,798       4,176       5,452       
Selling, general and admin. Exp. (32)            (95)           (106)         (127)         (169)         (202)         (239)         

EBITDA 63             329          743          1,546       2,629       3,974       5,213       
Depreciation & amortization (20)            (27.2)        (49)           (72)           (205)         (286)         (334)         
EBIT 43             302          694          1,474       2,423       3,688       4,879       
Interest (expense) (29)            (54)           (65)           (150)         (373)         (591)         (692)         
Other income/(expense) 87             42            8              9              14            19            28            
Pre-tax profit 101           290          636          1,334       2,064       3,117       4,215       

Income tax (9)              (88)           (145)         (200)         (330)         (777)         (1,069)      
Fringe benefit tax — — (2)             (2)             (2)             (2)             (2)             
Deferred tax (2)              (22)           (70)           (249)         (298)         (177)         (186)         

Profit after tax 90             180          420          883          1,433       2,161       2,958       
Extraordinary income/(expense) — — — — — — — 

Net profit 90             180          420          883          1,433       2,161       2,958       
Common dividend — (30)           (44)           (71)           (115)         (173)         (237)         
Dividend tax — — (6)             (10)           (16)           (24)           (33)           

Add to reserves 90             150          370          803          1,303       1,964       2,689       

EPS (Rs) 9.7            17.8         37.5         73.6         119.4       179.9       246.3       
Diluted EPS (Rs) 9.7            17.8         37.5         73.6         119.4       179.9       246.3       
CEPS (Rs) 11.9          20.5         41.9         79.5         136.5       203.8       274.2       

Dividend per share (Rs) — 2.9           4.0           5.9           9.5           14.4         19.7         

Weighted avg. share (mn) 9.3            10.1         11.2         12.0         12.0         12.0         12.0         
Diluted shares o/s (mn) 9.9            10.4         12.0         12.0         12.0         12.0         12.0         

Share outstanding (mn) 9.9            10.4         10.9         12.0         12.0         12.0         12.0         

Ratios (%)
Revenue growth 80.0          81.1         37.0         51.6         42.9         39.2         28.8         
Gross margin 4.2            10.4         15.2         19.8         23.1         24.8         25.1         
EBITDA margin 2.8            8.1           13.3         18.3         21.7         23.6         24.0         
EBITDA growth(%) 28.8          421.4       125.8       108.1       70.0         51.2         31.2         
Income tax rate 8.4            30.2         22.8         15.0         16.0         24.9         25.4         
Dividend payout ratio — 16.4         10.7         8.0           8.0           8.0           8.0           

PBT growth (%) 9,208        187.5       119.4       109.6       54.7         51.0         35.2         

EPS growth 12,197      82.9         110.7       96.0         62.3         50.7         36.9         

Source: Company data, Kotak Institutional Equities estimates.
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Exhibit 25:  Lakshmi Energy & Foods—Balance sheet, March fiscal year-ends, 2004-
2010E (Rs mn)

2004 2005 2006 2007E 2008E 2009E 2010E
Fixed assets - net 484          515          832          3,306       4,651       6,414       6,180       
Investments 1              2              5              5              5              5              5              

Current assets 913          1,562       2,631       3,714       6,210       9,431       13,130     
  Inventories 672          973          1,983       1,772       2,968       4,304       5,505       
  Sundry debtors 87            119          20            232          332          461          594          
   Cash 8              71            86            889          1,737       3,033       4,928       
   Loans and advances 146          400          542          821          1,174       1,633       2,103       
Current liabilities 127          375          745          677          917          1,761       2,350       
   Sundry creditors 118          2              2              2              3              5              6              
   Sundry creditors-for capital goods — 84            387          150          100          100          100          

    Other liabilities — 180.8       111          186          255          347          445          
    Provision for taxation — 96            243          335          554          1,303       1,792       
    Provision for dividend — 4              — — — — — 
    Other provisions 9              8              2              3              5              6              8              
Net current assets 785          1,187       1,886       3,037       5,293       7,670       10,779     

Employment of capital 1,270       1,705       2,723       6,347       9,948       14,089     16,964     
     - Secured loans 446          483          843          2,843       4,843       6,843       6,843       
     - Unsecured loans — 199          154          154          154          154          154          

Total debt 446          682          997          2,997       4,997       6,997       6,997       
Paid-up common stock 99            104          179          120          120          120          120          
Share premium 117          178          376          1,007       1,007       1,007       1,007       
Reserves and surplus 606          716          1,077       1,879       3,182       5,146       7,835       
Shareholders' funds 822          999          1,632       3,007       4,310       6,274       8,962       
Deferred tax liabilities 2              24            94            343          642          818          1,004       

Capital employed 1,270       1,705       2,723       6,347       9,949       14,089     16,964     
Ratios (%)
Net debt/ equity 53.4         61.1         55.8         70.1         75.6         63.2         23.1         
Pre-tax ROCE 9.9           23.1         31.7         32.7         29.9         30.8         31.6         
Return on equity 11.2         19.6         30.6         34.8         34.5         35.9         34.7         
Book value per share (Rs) 83.1         96.2         91.1         250.4       358.9       522.5       746.4       

Source: Company data, Kotak Institutional Equities estimates.

Exhibit 26:  Lakshmi Energy & Foods—Cash flow, March fiscal year-ends, 2005-2010E
(Rs mn)

2005 2006 2007E 2008E 2009E 2010E
Operational cashflows
Earnings before tax 290          636          1,334       2,064       3,117       4,215       
less taxes paid 9              2              (109)         (114)         (30)           (582)         
plus depreciation 27            49            72            205          286          334          
decrease / (increase) in working capital (439)         (826)         (440)         (1,627)      (1,830)      (1,703)      
Total operational cashflow (113)         (139)         856          529          1,542       2,264       

Investment cashflow
(Additions) / disposals of fixed assets (60)           (365)         (2,545)      (1,550)      (2,050)      (100)         

decr / (incr) in investments and advances (1)             (3)             — — — — 
Add others (40)           (38)           — — — — 
Total investment cashflow (100)         (406)         (2,545)      (1,550)      (2,050)      (100)         

Financing cashflow
incr / (decr) incommon shares 5              75            (59)           — — — 
incr / (decr) in share premium/Other reserves 62            198          631          — — — 
less dividends paid (26)           (48)           (81)           (130)         (197)         (269)         
incr / (decr) in debt 235          315          2,000       2,000       2,000       — 
Total financing cashflow 276          541          2,492       1,870       1,803       (269)         

Net cashflow 63            (5)             802          848          1,296       1,895       

Cash at beginning of year 8              71            86            889          1,737       3,033       
Cash at end of year 71            86            889          1,737       3,033       4,928       

Source: Company data, Kotak Institutional Equities estimates.
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Indian rice processing: Disaggregated industry

Until recently, a socialistic mindset largely prevented the government from
encouraging large corporate involvement in farming and food processing in the
past. This resulted in the creation of largely small units with uneconomical and
inefficient milling capacity in paddy/rice processing. The significant presence of
government agencies in rice procurement through price support and levy as well
as support in the form of priority sector funding has ensured the continued
existence of large number of mills, as the millers are not exposed to price risk.

A disaggregated industry-rice milling is a fragmented industry

According to Ministry of consumer affair, food and public distribution, there are more
than 139,000 rice-processing mills in India for processing about 134 mn MT of paddy.
Out of this a little over 35,000 are classified as modern/modernized rice mills. It is
estimated about 10% of paddy/rice is damaged and/or lost in processing, storage and
transport with the present methods and machinery.

Exhibit 27:  Number of rice mills and proportion of levy rice in major rice producing
states (%)

State Modern/modernised mills Other mills Quantum of levy (%)
West Bengal 926 9,629 50

Uttar Pradesh 1,415 6,419 60
Andhra Pradesh 12,995 8,749 75
Punjab 1,965 4,858 75

Orissa 552 6,812 75
Bihar 51 4,821 40
Haryana 990 807 75
Others 35,088 104,210

Source: Ministry of Consumer Affairs, Food and Public Distribution.

Procurement of rice under levy system

Rice is procured by the government through statutory levy on rice millers and rice
dealers. The percentage of levy rice is fixed by state governments with the approval of
central government taking into account requirements for the Central Pool, domestic
consumption and marketable surplus.  Prices of levy rice are fixed by the central
government.

Government is the largest procurer of paddy/rice—over 20% of production

The Central Government extends price support to paddy through its agency the Food
Corporation of India (FCI) and state agencies. All the paddy conforming to the prescribed
specifications offered for sale at specified centers are bought by the public procurement
agencies at the Minimum Support Price (MSP). The MSP is fixed every year by the
central government. The producers have the option to sell their produce to FCI/state
agencies at MSP or in the open market as is advantageous to them. Paddy procured by the
state governments and their agencies are ultimately taken over by the FCI for distribution
through out the country.
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Exhibit 28:  Procurement of paddy (rice and rice equivalent) by FCI and other
government agencies (mn MT)
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Punjab is the largest surplus producer of rice in the country

Exhibit 29:  Major rice producing states and their share of government procurement
Rice production, marketed surplus and procurement (2003)

Production (MT) 2003 2005
All India 88.3 73.6 22.9 27.6
West Bengal 14.7 61.5 1.7
Uttar Pradesh 13.0 79.2 2.5 3.2
Andhra Pradesh 9.0 80.3 4.8
Punjab 9.7 95.6 8.7 8.9
Orissa 6.8 61.5 1.7
Bihar 5.4 77.0 0.5
Haryana 2.8 89.8 1.3 2.0

Procurement (mn MT)Marketed surplus 
ratio (2002)

Source: FCI, Ministry of Agriculture.

Objectives of paddy/rice procurement by government agencies

• To ensure that farmers get remunerative prices for their produce and do not have to
resort to distress sale

• To service the targeted public distribution system (TPDS) and other welfare schemes
of the government so that subsidised foodgrains are supplied to the poor and needy

• To build up buffer stocks of foodgrains to ensure foodgrain security.
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Lakshmi Energy and Foods—Integrating and scaling up

Lakshmi Energy and Foods Limited’s focus on the non-basmati segment of rice
enabled it to gain scale at a fast pace. Large scale is enabling LEFL to set up
captive facilities for efficient processing of by-products and cogeneration. Modern
and efficient facilities enable LEFL to earn higher yields on the milling process and
earn better margins from by-products as well.  LEFL now plans to scale up by
setting similar integrated and efficient rice processing facilities at more locations in
Punjab.

Company background

Lakshmi Energy and Foods Limited (LEFL), earlier known as Lakshmi Overseas
Industries, is a leading manufacturer of non-basmati rice. Incorporated in July 1990, the
company currently has an integrated rice mill at Khamanon on the Chandigarh Ludhiana
national highway in Punjab. Promoted by Balbir Singh Uppal, the present Chairman and
Managing Director, the company is probably the largest private rice miller in the country
producing 0.42 mn MT of rice during FY2006. By FY2007 end, LEFL will have an
integrated set-up of processing 1 mn MT of paddy, 30 MW power plant and matching
facilities for manufacturing refined rice bran oil, cattle feed etc. LEFL is also setting up a
300 tpd wheat flour mill.

Volume-led growth strategy

After the scale up of production at the existing location, LEFL plans to set up another
integrated set-up of processing 1 mn MT of paddy at Moga in Punjab. We estimate
company's rice production to increase at a CAGR of 33% during FY2006-FY2010.

Exhibit 30:  Company's rice production is expected increase at a CAGR of 33% during
FY2006-FY2010
Rice production (mn MT)
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Commissioning of second 
facility at Moga in Punjab

Source: Company data, Kotak Institutional Equities estimates.
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Changing product profile to aid margins

From largely a rice miller, LEFL is transforming into an integrated processing company.
Processing of by-products of the milling process helps realize better margins.

Exhibit 31:  Integration provides alternate and attractive revenue streams
Comparison of revenue share (%)

FY2006

Broken rice 
(Nakku)

1%

Rice Bran Oil
6%

Rice bran 
DOC
3%

Rice
90%

    

FY2010E

Rice
82%

Cattle feed
4%

Refined rice 
bran oil

6%

Power
7%

Starch
1%

Source: Company, Kotak Institutional Equities estimates.

Shareholding pattern

We assume the promoters (majority shareholders) of the company to exercise the 0.575
mn outstanding warrants at Rs650 per share during FY2007. The promoters have earlier
during the year exercised conversion of 0.546 mn warrants at Rs600 per share. The stake
of Indian promoters is estimated to increase to 47% post these conversions.

Exhibit 32: Shareholding pattern as on March 31, 2006

Indian promoters
41.6%

FIIs
29.0%

Private Corporate 
Bodies
16.6%

Indian Public
12.7%

NRIs/others
0.2%

Source: BSE website.
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Organization structure

Exhibit 33:  Organization structure of LEFL

Board of Directors/ CMD

ED-Operations
ED-Strategy, B. Dev/ 

Finance
VP Engineering

GM-Operations VP-F&A
DGMs-Civil, 

Mechanical, Electrical

VP-Admn & HR

Managers- Admn and 
Mgr HR

VP-Power Plant

Engineers

Source: Company data.

 Promoter group companies

Ganeshay Overseas Industries Limited (Ganeshay) is an associate company with a paddy
processing capability of 25 tph. The company achieved a PAT of Rs21 mn on sales of
Rs371 mn in FY2006. Ganeshay is currently expanding its manufacturing facility to 50
tph. The facilities of Ganeshay are also located near Ludhiana, about 15 kms from LEFL.

LOIL Overseas Limited is a Delhi based associate company engaged in exports of agri-
commodities, hosiery products etc. During FY2006, the company achieved a PAT of Rs4
mn on sales of Rs213 mn.
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Annexure 1: Domestic rice economy

Domestic rice demand over the past 15-16 years is showing a low but steady
growth trend. Growth in rice production however is showing a slowing growth
trend. Domestic yield for rice production compares poorly to global levels
suggesting significant potential exists to increase production. A finely balanced
global demand/supply scenario has led to firm trend in prices. This in turn has
provided an opportunity for rice exports.

Demand dynamics

Domestic demand growth trend is largely steady since 1990

Available data on growth trend in domestic consumption (since 1990) does not mirror the
slowing down trend witnessed in global consumption. The significant variation in annual
growth trend (negative growth in certain years) is on account of weather related variation
of production and availability of rice.

Exhibit 34:  Growth in domestic rice utilization (%)
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Supply dynamics

Rice production is indicating a gradually slowing trend

Available data since 1962 does indicate a gradually slowing domestic supply
(production) trend. The trend in total area under rice cultivation suggests a flattening
trend thus indicating the need for productivity gains to meet growing demand.
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Exhibit 35:  Production of rice in India Exhibit 36:  Paddy yield (Kg/hectare)
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A comparative picture of paddy yields (see Exhibit 37) in major rice producing countries
suggests significant potential exists for raising domestic yield. Significant variance in
yield exists within different states (see Exhibit 38) and yields in Punjab and Andhra
Pradesh are 50% and 80% higher than domestic average.

Exhibit 37:  Paddy yields in different countries (MT/ha)
2004

Exhibit 38:  Paddy production & yields in different
states (MT/ha) 2003

Egypt 9.8 South Korea 4.1

Australia 8.4 Myanmar 4.0

United States of America 7.8 Bangladesh 3.6

Uruguay 6.8 Brazil 3.6

Japan 6.4 Philippines 3.5

China 6.3 India 3.0
Argentina 6.3 Pakistan 3.0

Viet Nam 4.8 Thailand 2.6

tion 
(MT)

Yield 
(Kg/ha)

Prod. 
(MT)

Yield 
(Kg/ha)

All India 131.8 3.1 Bihar 8.0 2.3

West Bengal 21.9 3.7 Orissa 10.2 2.3

Uttar Pradesh 19.4 3.3 Assam 5.8 2.3

Andhra Pradesh 13.4 4.5 Karnataka 3.8 3.3

Punjab 14.4 5.5 Haryana 4.2 4.2

Tamil Nadu 4.8 3.4 Maharashtra 4.2 4.2

Source: FAO. Source: Ministry of Agriculture.

Stocks and prices dynamics

Stock-to-use ratio at 13-year low

Significant increase in minimum support price (MSP) by the government led to the sharp
stock build up (with government procurement agencies) between 1998-2001. An eventual
easing of hike in MSP combined with subsidized exports helped ease stock levels.
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Exhibit 39:  Stocks-to-use ratio has followed the global
trend
Rice stocks (mn MT) and Stock-to-use ratio (%)

Exhibit 40:  Rural income in the 1990s primarily driven
by significant increase in support price of cereals
Increase in support prices (%)
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Draw-down of stocks and subsequent up tick in prices in tandem with global
markets

However, the extent of the price increase is significantly less than global trend but same
is the case with the downward drift in 2000. Moreover, we believe that as a domestic
wholesale price index is influenced primarily by the MSP, it does not quite capture the
full extent of the decline (and up trend) in open market prices.

Exhibit 41:  Recovery in prices after a gap of 3-4 years
Annual increase in monthly wholesale price index of rice
(%)

Exhibit 42:  Firm trend in domestic grain prices during
procurement period
Change (%) in average wholesale prices
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Source: Office of the Economic Advisor of the government of India.
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India is a major exporter of rice

India is likely to be the third-largest rice exporter in 2006 with an estimated 15% share of
the global market. The exports in 2002-04 were largely driven by subsidized rice
provided to exporters from the stocks with government agencies. However, over the past
two years the firm trend in global rice prices has enabled India to export rice without any
subsidy.

Exhibit 43:  Rice exports from India (mn MT)
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Annexure 2: Global rice economy is Asia centric

Diet diversification and existing high level of rice consumption in many countries is
slowing down demand growth. However, supply constrains are slowing down
production growth too. This has dragged down the stock to use ratio to a 25-year
low in 2005 and it currently continues to hover around that level.

Demand dynamics

Almost 90% of the rice is produced and consumed in Asia

Rice is the dominant staple food crop in developing countries, particularly for the humid
tropics across the globe. Rice production has increased faster than population over the
last three decades, despite being produced on small and marginal and tenant farms in
countries with extreme population pressure on limited land resources. Most of the growth
in production originated from technological progress in the irrigated and the favorable
rainfed ecosystems.

Exhibit 44:  Major rice economies 2006 (mn MT)
China and India account for about half of the rice produced and consumed

Production % share Consumption % share Exports % share Imports % share
China 128.3 30.2 China 124.1 29.7 Thailand 7.5 26.3 Nigeria 1.6 5.6
India 90.0 21.2 India 85.2 20.4 Vietnam 5.2 18.2 Philippines 1.6 5.6
Indonesia 34.2 8.1 Indonesia 35.6 8.5 India 4.4 15.4 Iran 1.4 4.9
Bangladesh 27.5 6.5 Bangladesh 27.3 6.5 USA 3.3 11.6 China 1.3 4.6
Vietnam 24.3 5.7 Vietnam 19.2 4.6 Pakistan 2.9 10.2 Iraq 1.2 4.2
Thailand 20.0 4.7 Mayanmar 14.9 3.6 China 1.3 4.6 Saudi Arabia 1.1 3.9
Mayanmar 15.6 3.7 Philippines 11.3 2.7 Egypt 0.9 3.2 Senegal 0.9 3.2
Philippines 10.0 2.4 Thailand 11.1 2.7 Uruguay 0.7 2.5 Cuba 0.8 2.8
Brazil 7.9 1.9 Japan 8.4 2.0 Australia 0.4 1.4 European Union 0.8 2.8
USA 6.5 1.5 Brazil 9.0 2.2 Argentina 0.4 1.4 South Africa 0.7 2.5
Total 364.3 85.9 Total 346.1 82.7 27.0 94.7 11.4 40.0

World 424.2 418.5 28.5 28.5
Developing countries406.6 95.9 399.6 95.5 24.3 85.3 24.3 85.3

Source: FAO.

Growth in rice consumption has started slowing down

This is on account of urbanization, increase in per capita income leading to
diversification of the diet, high levels of rice consumption already reached in many
countries and progress in reducing population growth.
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Exhibit 45:  Growth in world rice utilization (%)
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Perspective on long-term consumption trend: low single-digit annual growth likely

As income rises consumers go for a diversified diet away from rice

Growth in demand for a staple grain depends on:

• The level of per capita income

• The rate of growth of population

• The change in prices relative to those of substitute crops

At low levels of income, when meeting energy needs is a serious concern, rice is
considered a luxury commodity. With increases in income, people tend to substitute low-
cost sources of energy such as coarse grains, cassava, and sweet potato for rice. But, at
high levels of income, rice becomes an inferior good. As incomes rise further, consumers
go for a diversified diet and replace rice with high-cost quality food with more protein
and vitamins, such as vegetables, bread, fish, and meat. Growing urbanization, which
accompanies economic growth and industrialization, further dampens the demand for rice
with higher claims of non-food basic needs on the family budget.

Historical data on select Asian countries reflect the shift away from rice

The trend in per capita consumption of rice in selected Asian countries can be seen in
Exhibit 46. Rice consumption has been declining from a high level in the middle- and
high-income countries in Asia such as Japan, South Korea, China, Thailand, and
Malaysia. Except for Malaysia, population growth in these countries has also reached low
levels. Over the next three decades, their populations may grow at only about 1% pa.
These countries may therefore not experience any further upward pressure on demand for
rice.
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Exhibit 46:  Changes in rice consumption, selected Asian countries

Rice consumption
milled rice (MT)

1999-2001 1970-72 1989-91 1999-2001 1970-2000 2000-2030E
China 113.51 79 93 89 54 17
India 76.45 69 79 76 82 40
Indonesia 31.62 105 147 149 77 33
Bangladesh 21.37 150 153 155 94 43
Vietnam 13.03 157 154 167 82 41
Myanmar 9.71 160 209 203 78 31
Philippines 7.65 86 96 101 107 49
Japan 7.53 89 65 59 22 -5
Thailand 6.83 152 110 109 74 27
Korea, South 4.12 119 104 88 46 12
Nepal 2.27 82 106 99 94 81
Cambodia 2.03 163 158 155 89 82
Malaysia 1.96 123 81 88 105 48
Iran 1.89 25 31 27 144 49
Pakistan 1.78 29 14 13 128 93
Sri Lanka 1.77 95 93 94 54 21
Korea, North 1.73 82 73 78 55 19
Saudi Arabia 0.79 23 27 39 254 120

Country 

Per capita consumption
(kg/person/yr)

Change in
population 2000-30 (%)

Source: Proceedings of the FAO Rice Conference 2004 Rice in global markets, FAOSTAT database, FAO
2004.

For low-income Asian countries, such as Indonesia, the Philippines, India, Bangladesh,
Vietnam and Myanmar, per capita consumption has reached a high level and may not
grow further because of very low-income elasticity of demand and rapid urbanization.
An increase in consumption by low-income households with a reduction in poverty may
be compensated by the decline in consumption by middle- and upper-income groups.
Since the unit cost of producing rice is much higher than for maize, rice will unlikely be
used as livestock feed, whose demand has been growing very fast with increasing
incomes. With an annual population growth from 1-1.5% pa, these countries may face a
demand growth of 30-50% over the next three decades.

The major demand boost likely from West Asia and Sub-Saharan Africa,
and South America

In many countries, per capita consumption has been increasing rapidly with rural-urban
migration of the population that leads to a change in food habit from Maize or root crops
based diets to rice or wheat-based diets. With urbanization and women’s involvement in
economic activities the preference for rice as a staple food has been growing because it is
convenient to cook. Also the population continues to grow at a high rate (except in South
America). The population may double in many countries within the next three decades.
The demand for rice may increase at 3-4% per year in these regions. Pressure on the
world market in terms of increased demand may not be large, however, as these regions
account for only 6% of the global consumption of rice.
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Supply dynamics

Growth in rice supply has started slowing down too

This is on account of yield approaching economic optimum for irrigated ecosystems,
decline in relative profitability of rice cultivation, increasing concerns regarding
environmental protection and limited progress in developing improved technologies for
the unfavorable ecosystems.

Exhibit 47:  Growth in world rice production (%) Exhibit 48:  Paddy yield (Kg/hectare)
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Significant long term supply constraints exists

According to Mahabub Hossain, lead Economist, International Rice Research Institute
(IRRI), two developments may substantially affect the rice economy in the future.

1. The prosperous rice-growing countries may increasingly find it difficult to sustain
producers’ interest in rice farming. The move towards free trade in agricultural
production, begun with the Uruguay Round of GATT, will affect the sustainability of
rice farming in these countries. There will be economic incentives for the movement
of land, water and labor out of rice to other economic activities.

2. The potential for increased productivity for the irrigated ecosystem, created by the
dramatic technological breakthrough in genetic enhancement of seeds that initiated
the green revolution has almost been exploited while improved varieties for the
unfavorable ecosystems expected from the on-going gene revolution are still on the
horizon.

Stocks and prices dynamics

Declining rice stocks over the past few years led to stock to use ratio falling to a 25-year
low. This is primarily responsible for the firming up of rice prices too. China the largest
producer and consumer of rice has primarily driven down the global stock levels as
utilization overshot production. However incentives provided by the Chinese government
to boost rice production has helped in arresting the decline in the recent past.
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Exhibit 49:  Stock to use ratio has fallen to 25-year low
Rice stocks (mn MT) and Stock to use ratio (%)

Exhibit 50:  Global rice prices (US$/mt)
 White broken rice, Thai A1 Super, fob Bangkok
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“I, Sujay Mishra, hereby certify that all of the views expressed in this report accurately
reflect my personal views about the subject company or companies and its or their
securities. I also certify that no part of my compensation was, is or will be, directly or
indirectly, related to the specific recommendations or views expressed in this report.”



Lakshmi Energy & Foods Consumer

32 Kotak Institutional Equities Research



Consumer Lakshmi Energy & Foods

Kotak Institutional Equities Research 33

D
isclo

su
res



Lakshmi Energy & Foods Consumer

34 Kotak Institutional Equities Research



Consumer Lakshmi Energy & Foods

Kotak Institutional Equities Research 35
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Percentage of companies covered by Kotak Institutional Equities, 
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Analyst coverage
Companies that the analyst mentioned in this document follow

Covering Analyst: Sujay Mishra

Company name Ticker

Asian Paints ASPN.BO

CESC Limited CESC.BO

Colgate-Palmolive (India) COLG.BO

Glaxosmithkline Consumer GLSM.BO

Godrej Consumer Products GOCP.BO

GVK Power & Infrastructure GVKP.BO

Hindustan Lever HLL.BO

ITC ITC.BO

Jindal Steel and Power JNSP.BO

Lakshmi Energy & Foods LAKO.BO

National Thermal Power Corp. NTPC.BO

Nestle India NEST.BO

Reliance Energy RLEN.BO

Tata Power TTPW.BO

Tata Tea TTTE.BO

Source: Kotak Institutional Equities Research.
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Ratings and other definitions/identifiers

Current rating system

Definitions of ratings
OP = Outperform. We expect this stock to outperform the BSE Sensex over the next 12 months.
IL = In-Line. We expect this stock to perform in line with the BSE Sensex over the next 12 months.

U = Underperform. We expect this stock to underperform the BSE Sensex over the next 12 months.

Other definitions
Coverage view. The coverage view represents each analyst's overall fundamental outlook on the Sector.
The coverage view will consist of one of the following designations: Attractive (A), Neutral (N),
Cautious (C).

Other ratings/identifiers
NR = Not Rated. The investment rating and target price, if any, have been suspended temporarily. Such
suspension is in compliance with applicable regulation(s) and/or Kotak Securities policies in circumstances
when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or strategic transaction
involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.

NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and price
target, if any, for this stock, because there is not a sufficient fundamental basis for determining an
investment rating or target. The previous investment rating and price target, if any, are no longer in effect
for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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