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Margins to be under pressure 
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Financials  

  Balrampur Bajaj 

(Rs mn) FY07E FY08E FY07E FY08E

Sales 18061 23770 29014 40407

EBIDTA 4770 5434 6578 8239

EBIDTAM (%) 26.4 22.9 22.7 20.4

PAT 3070 3310 4226 4628

EPS (Rs) 12.4 13.3 27.7 30.3

ROCE (%) 25.1 24 22.2 18.2

RONW (%) 27.2 25.1 20.3 15.9
 

 Indian sugar industry to be in a surplus from SS06-07 
after three consecutive years of deficit*. 

 With supplies being re-stored, sugar prices are expected 
to remain under pressure. 

 The government is unlikely to lower SMP/SAP prices of 
cane (considering the compulsions of coalition politics). 

 Therefore, cane cost/sugar price ratio is expected to 
move up thereby pressurizing margins. 

 Further, macro-economic concerns such as inflation are 
likely to cap sugar prices.  

 Exports may no longer remain an attractive option with 
sharp correction in sugar prices off late on expectations 
of bumper sugar production In India, Brazil and Thailand. 

 Ethanol will continue to be treated as a by-product in 
India as direct conversion of cane to ethanol not a viable 
option. 

 The export ban too snatched an opportunity from the 
sugar industry to capitalize on rising global sugar prices. 

 With an uncertain outlook and concerns on sustainability 
of prices and margins, we believe the industry could 
have tested the top in the medium term.  

 The higher contribution from non-sugar businesses is 
unlikely to compensate for a margin dip in the sugar 
business 

 Exports are a ‘must’ to prevent sharp plunge in prices. 

 

Our View 
 Core business is at risk, by-products saving grace. 

 Therefore, we do not expect the sugar industry to enjoy 
valuations similar to those at the peak of the cycle due 
to lack of pricing power coupled with input cost 
pressures.  

 Our belief is that the sector should trade at 6-9x one-
year forward earnings. 

 We initiate coverage on the sector with a market 
performer rating. We also initiate coverage on Bajaj 
Hindusthan and Balrampur Chini with a market 
performer rating. 

 

*We have assumed a marginal deficit of  0.2mn MT in SS05-06. 

“(Please refer to disclaimer at the end of this report)”
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 Sugar prices to remain under pressure: Sugar prices saw a sharp run up in the last three years (from 
Rs12/kg in January 2003 to Rs22/kg in June 2005) due to a sharp fall in sugar production in SS03-04 and 
SS04-05. However, with a record 22.5mn MT output expected in SS06-07, Indian sugar industry is 
expected to see a surplus. We believe this would restore supplies and cap prices at Rs17-18/kg. 

 Margins unlikely to sustain at current levels: We believe ensuring availability of cane at reasonable 
prices would be crucial for determining profitability of the industry. We expect cane prices to increase 
due to huge capacity additions, especially in UP, and higher SAP/SMP – considering the government’s 
pro-agriculture stance. Hence, in a scenario of rising material costs and no control over sugar prices – we 
expect the cane cost/sugar price ratio to move above 70% in the coming years and thereby affecting 
margins of sugar companies.    

 Direct conversion of cane to ethanol not a viable option: We believe that it is not feasible to 
manufacture ethanol directly from cane at the current price of ethanol (Rs18.75/litre+MODVAT benefit). 
In addition, the recent notification by the government to make 5% ethanol blending mandatory from 
October 2006 is not likely to alter the demand-supply dynamics of sugar in India. Also, the ethanol 
program is likely to face problems at 10% blending as availability of molasses would become an issue. 
Therefore ethanol would continue to be sold as a by-product. Even if OMCs agree to purchase ethanol at 
higher prices from sugar companies, an improvement in margins from distillery business would not 
compensate for the dip in sugar business margin.     

 Exports may no longer remain an attractive option: The world export market (45mn MT in 2005-06) 
constitutes 30% of global sugar demand. Hence, any demand or supply disruption of even around 4-5mn 
MT can significantly impact world sugar prices. In anticipation of a bumper sugar cane crop from Brazil 
in 2006-07, sugar prices have begun correcting from US$440/MT in July 2006 to around US$400/MT, 
currently. With India too expected to turn into a net exporter of 3-4mn MT from SS07-08 (adequate 
supply to impact world export prices), export prices may further decline with exports no longer 
remaining an attractive option. 

 Government intervention remains a key obstacle: The government is unlikely to lower SMP/SAP 
prices of cane. Further, macro-economic concerns like inflation would likely cap sugar prices. The export 
ban in July 2006 too snatched an opportunity from the sugar industry to capitalize on rising global sugar 
prices. Further, capacity additions in UP have been initiated to avail incentives to the tune of Rs1-1.5/kg 
of sugar offered by the UP government. Therefore, any failure by the UP government to fulfill its 
obligation may adversely affect performance of sugar companies. 

 Core business is at risk while by-products would save face: We believe the core sugar business is 
vulnerable to uncertainties listed above. The sugar business would continue to contribute more than 70% 
to profit and drive overall profitability after capturing the value of by-products (by setting up distilleries 
and cogeneration plants).  

Our View 
 Industry may have already tested the top cycle in the medium term: Sugar prices are unlikely to 

move up significantly from current levels. Cane prices would continue to move up due to strong demand 
and government support. Hence, margin of the sugar business would continue to be under pressure. The 
contributions from the other non-sugar businesses would help the sector protect its margin to an extent. 
With an uncertain outlook and concerns on sustainability of prices and margins, we believe the industry 
could have tested the top in the medium term.  

 Profitability to be driven by volume growth: In the last one year the positive outlook in domestic and 
international market led to re-rating of sugar stocks. However, the sector witnessed a steep correction in 
the last three months due to concerns on sustainability of the up-trend in the sugar cycle. We believe 
these concerns are valid and profitability would be driven by volume growth and not by margin 
expansion. Hence, valuations will have to factor in this trend.  

Key risks to our view 
 De-regulation of the sugar sector: The industry remains highly regulated with cane prices determined 

by the government. Hence, any key developments such as removal of the SAP/SMP cane price regime or 
abolition of free and levy sale sugar quota system will act as a positive trigger.    

 Supply side disruptions: Any major disruptions on the supply side such as failure of sugarcane crop in 
India or in the international market may alter the world’s demand-supply dynamics. In such a scenario, 
sugar price may go up.    

 Higher crude prices: If crude price continue to rise, then diversion of sugarcane for ethanol may 
increase. In such a scenario, sugar production in Brazil may come down and affect world sugar exports. 
Consequently, global sugar prices would go up and domestic sugar producers would find it more 
lucrative to export. Hence, margins of sugar companies may not come under pressure.     

We do not expect sugar industry to enjoy valuations similar to those at the peak of the cycle due to 
lack of pricing power coupled with input cost pressures. Therefore, we believe the sugar sector 
should trade at 6-9x one year forward earnings. We are initiating coverage on the sector with 
market performer rating. We also initiate coverage on Bajaj Hindusthan and Balrampur Chini 
with the market performer rating. 
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DOMESTIC DEMAND SUPPLY OUTLOOK  

INDIAN SUGAR INDUSTRY TO SEE A SURPLUS FROM SS06-07  
Sugar production expected to be at record levels of 22.5mn MT in SS06-07 
Domestic sugar production for crushing season (SS06-07) is estimated to touch 22.5mn 
MT – the highest ever sugar production in India. The record production is expected to 
result in a net surplus situation after three consecutive years of net deficit. The Indian 
sugar industry turned net deficit in SS03-04 due to 33% yoy drop in output to 13.5mn MT. 
In SS04-05, output dropped a further 7.5% to 12.6mn MT. The sharp drop in production in 
SS03-04 and SS04-05 was due to drought and water scarcity in Maharashtra and southern 
regions, and lower sugarcane yields in Uttar Pradesh (UP). 
The increase in production is expected to accrue on the back of aggressive capacity 
expansion by several sugar producers such as Bajaj Hindusthan, Balrampur Chini, Triveni 
Engineering, and Dhampur Sugar. The total capacity addition expected over the next two 
years is 0.2mn TCD (current capacity is of 1.5mn TCD). The bulk of capacity expansion 
is expected in UP. Thus, sugar production is expected touch 22.5mn MT in SS06-07E and 
around 25mn MT in SS07-08E. 
Table 1: Demand-supply situation   

(mn tons) 2001-02 2002-03 2003-04 2004-05 2005-06E 2006-07F 
Production 18.5 20.1 13.5 12.6 19.0 22.5 
Local consumption 16.8 17.5 17.9 18.6 19.2 19.9 
Exports 1.1 1.5 0.2 0 0.9 1.5 
Imports 0 0 0.6 2 0.5 0 
Opening stock 10.7 11.3 12.5 8.5 4.5 3.9 
Closing stock 11.3 12.5 8.5 4.5 3.9 5.0 
Inventory as (%) of 
consumption 63.3 66 46.8 24.3 20.3 25.1 
Source: ISMA, CrisInfac, Alchemy InSite 
Note: (1) This is a forecast. 

SUGAR CONSUMPTION EXPECTED TO RECORD A 3% CAGR   
We expect domestic sugar consumption to continue to record 3% CAGR, in line with the 
historical average. The growth in consumption is expected to accrue on the back of 
increase in per capita consumption of sugar, which currently stands low at 17.6kg against 
world average of around 25kg, increase in population and higher demand from industry, 
especially confectioners and sweet-makers. We expect consumption to increase from 
19.2mn MT in SS05-06 to 19.9mn MT in SS06-07E and 20.6mn MT in SS06-07E. 
Chart 1: Per capita consumption 
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INVENTORY TO START BUILDING UP FROM SS06-07 
Inventory in India currently stands at around 4mn MT, equivalent to 2.5 months of 
consumption. Historically, the inventory level has been higher at around 8-10mn MT, 
constituting six-seven months of consumption. The decline in inventory resulted from a 
decline in production in the last two years. Going forward, we expect India to maintain an 
inventory of three months of consumption at 6mn MT, on expectations of a healthy supply 
scenario from coming crushing season. Hence, addition of 2mn MT to the inventory can 
be expected from fresh supplies in the current sugar season.  
Chart 2: Inventory as (%) of consumption 
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SUGAR PRICES TO BE UNDER PRESSURE 

SUPPLY SHORTAGE RESULTED IN A SHARP JUMP IN SUGAR PRICES IN 
THE LAST THREE YEARS… 
Sugar prices witnessed a sharp run up in the last three years, starting from June 2003, on 
account of a sharp fall in supplies in SS03-04 and SS04-05. Firm realizations were also 
aided by sharp increase in international prices in the last one year. Sugar prices increased 
from Rs12.5/kg in FY03 to Rs18.5-19/kg currently. Improvement in realizations helped 
the sector and the companies to significantly improve performance.  
Chart 3: India’s demand-supply dynamics 
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BUT WITH SUPPLIES RE-STORED, PRICES TO REMAIN UNDER PRESSURE 
As a result of significant capacity addition expected in current (SS06-07) and forthcoming 
(SS07-08) sugar crushing season, the supply will start exceeding demand beginning from 
SS06-07. Considering the current demand-supply dynamics, the excess supply is expected 
to be around 2-2.5mn MT in SS06-07E and around 4-4.5mn MT in SS07-08E. Hence by 
and large, the sugar prices are expected to remain under pressure in the coming periods 
and significant upsides from the current levels looks unlikely. 
Chart 4: Graph showing excess/deficit supply (DD-SS gap) 
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EXPORTS ARE A ‘MUST’ TO PREVENT SHARP PLUNGE IN PRICES 
Of around 2-2.5mn MT of excess supply expected in SS06-07, around 1mn MT would be 
utilized to rebuild inventory levels while remaining 1-1.5mn MT would be exported 
against the advance license scheme (assuming government removes export ban). However, 
bulk of the 4-4.5mn MT of excess supply would have to be exported to maintain 
equilibrium in the domestic market in SS07-08.  
Earlier, the government banned the export of sugar to control the rising sugar prices in 
July 2006. However in anticipation of bumper sugar production expected from the current 
crushing season, recently the government marginally relaxed the ban allowing export of 
sugar in transit. We believe the government will allow exports against advance license in 
the first stage and later, it would also allow free exports if the equilibrium in the country is 
to be maintained. In case the ban continues in SS07-08, it will put severe pressure on 
sugar prices in domestic market and would further impact the performance of the sector.  
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CANE AVAILABILITY/PRICING AN ISSUE  

CANE PRICES EXPECTED TO GO UP FURTHER (ESPECIALLY IN UP WITH 
ELECTIONS ROUND THE CORNER) 
The cane prices are expected to remain firm with strong expected demand on the back of 
significant capacity additions (especially in UP). UP accounted for 40% of India’s sugar 
production and 50% of cane production in 2004-05.  
Chart 5: UP’s share in India’s sugar and sugarcane production 
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Therefore any shortage of cane in UP can significantly alter demand-supply dynamics of 
the industry. Further in view of large capacity addition in UP, a number of sugar plants 
may crop up in close proximity (with due respect given to command area of around 15km) 
leading to a shortage of cane, thereby resulting into price war as witnessed in the previous 
year. Moreover, the farming community constitutes a huge vote bank for the government 
and hence has enjoyed the favor of the government in terms of rising cane prices on a 
consistent basis. Hence the concern would be more confound, especially with elections 
round the corner in the state of UP. 

HUGE CAPACITY ADDITIONS ESPECIALLY IN UP 
To capitalize on rising sugar prices, all major sugar producers in India had lined up 
aggressive capacity additions in the next two years. The total cane crushing capacity of the 
country is expected to increase from 1.5mn MT in SS04-05 to 1.75mn MT in SS07-08 – 
an addition of 16.7% within period of three years. The capacity in UP is expected to 
increase from 0.3mn MT in SS04-05 to 0.5mn MT in SS07-08, an addition of whopping 
66.6%   
Table 2: Major capacity expansions (TCD) announced in UP* 

Name of the company  2005-06 2006-07E 2007-08E Total 
Bajaj Hindusthan 56,000 44,000 35,000 135,000 
Balrampur Chini  47,500 7,000 16,000 70,500 
D C M Shriram 14,000 19,000 33,000 
Dhampur Sugar  25,000 9,000 34,000 
Dwarikesh Sugar 14,000 7,500 21,500 
Kesar Enterprises 6,500 3,500 10,000 
Simbhaoli Sugar  13,300 6,200 19,500 
Triveni Engineering  40,500 20,500 61,000 
Uttam Sugar 13,250 9,500 22,750 
Mawana Sugar 21,000 8,500 29,500 
Total 251,050 123,700 62,000 436,750 
(%) increase in capacity additions  49.3 16.5 74 

Source: CrisInfac, Company, *This is not an exhaustive list 
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…THEREBY CREATING A NEED FOR INCREASE IN AREA UNDER 
CULTIVATION 
The demand for cane would be acute in UP considering incremental capacity additions in 
UP. Hence, cane availability would be a major concern for the industry. Our back of the 
envelope calculations show that there would be a need to add 24% (Refer Table 3) to the 
current area under cane cultivation to serve up-coming units in UP.  
Chart 6: Higher cane cultivation needed in UP to sustain production 
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Source: CrisInfac, Alchemy InSite 

Table 3: Assumptions 

Additional  UP capacity (TCD) 178,700 Area under cultivation (Hectares) 1 

Additional cane crushed (MT) 28,592,000 Yield (%) 65 
Additional area required under cultivation 
(Hectares)  

488,752 Sugarcane output (MT) 65 

Current area under cultivation (Hectares) 2,030,000 Cane used for sugar (%) 90 

Additional area required (%) 24.1 Cane available for sugar (MT) 58.5 

   Recovery rate (%) 10 

   sugar output (MT) 5.85 

   Days of operations 160 

Source: Alchemy InSite, CrisInfac 

However, our interaction various industry sources indicated that the area under cultivation 
in UP is expected to be 2.3-2.5mn hectares for the current crushing season. If this is true 
then our concerns for cane availability may not hold for at least SS06-07. But going 
forward, we believe, the area under sugarcane cultivation has to increase by 16% in the 
country, pre-dominantly in UP, to match the incremental capacities – which seems 
unlikely from the graph below. 
Chart 7: Additional area required for cane cultivation in India  
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Table 4: Assumptions 

  SS05-06 SS06-07 SS07-08 
Area under cultivation (mn hectares) 4.2 4.7 5.0 
yoy (%)  11  7 
Yield (%) 62 64 65 
Sugarcane output (mn MT) 260.4 298.4 324.2 
Cane used for sugar (%) 70 74 76 
Cane available for sugar (MT) 182.3 220.8 246.4 
Recovery rate (%) 10 10.2 10.25 
Sugar output (mn MT) 18.2 22.5 25.3 

Source: Alchemy InSite 
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RISING CANE COSTS TO PRESSURIZE MARGIN 

AS CANE COST/SUGAR PRICE RATIO EXPECTED TO MOVE UP 
Historically, cane prices as a percent of sugar prices has ranged between 35-70%. But the 
last four year trend indicates that it was constantly above 60% with the mean at 65%. 
Going forward, this ratio is expected to go up further due to rising cane costs and weak 
sugar prices outlook in the domestic market. As a result, we expect the ratio to rise above 
70% in the coming years. 
Chart 8: Ratio of cane cost to sugar prices 
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…THEREBY PRESSURIZING MARGINS 
On account of rising cane cost/sugar price ratio, we expect margins from sugar business to 
come down. Though the contribution from non-sugar businesses will help to dilute the 
impact to some extent, the overall margins will continue to be under pressure in the 
coming years. In fact, the ratio significantly moved up in SS02 and SS03 to 58% and 70% 
respectively (Refer Chart 8). And this was reflected in form of dip in margins at 8.3% and 
10.3% in corresponding years, as evident from the following graph. 
Chart 9: Operating margins of the companies from 1999-00* 
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*Of September ending companies, since it covers an entire crushing season 
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ETHANOL BLENDING PROGRAM - NO MAJOR 
SUCCESS TILL NOW 

ETHANOL BLENDING PROGRAM – STILL AT A NASCENT STAGE 
The ethanol blending program, which started in October 2003 came to an halt in October 2004 
due to sharp drop in molasses and alcohol availability on account of a drop in sugarcane 
production. However, the program again took off in August, 2005, when the Government 
announced re-introduction of program in nine states and union territories and Indian Oil 
Corporation signed a pact with ISMA (Indian Sugar Mills Association) to purchase ethanol at 
Rs18.75/litre.Infact, the government has now made blending mandatory from October 2006 in 
all states except those in the North-East (NE) and depending upon the success, the blending ratio 
is expected to go up to 10% from October 2007. This is expected to result in a demand of around 
500mn litres at 5% blending and at around 1000mn litres at 10% blending Though a big potential 
area, the demand till now has not been too strong in the country as initially there were some 
issues on blending and currently the OMCs are not willing to pay the price demanded by the 
sugar companies. Hence a large will depend on the government policies in terms of fixing of a 
price for ethanol. 

AVAILABILITY OF ADEQUATE DISTILLERY CAPACITIES IN INDIA 
According to latest CRIS INFAC survey, there are adequate distillery capacities in India 
to take care of India’s ethanol demand at 5% blending. Total distillery capacity in India is 
around 3,000 million litres (industrial alcohol and ethanol), which is currently adequate to 
meet the requirements of 500mn litres at 5% blending and 1000mn litres at 10% blending. 
Also, there are additional capacities coming up in various parts of UP by leading sugar 
producers to the tune of 180mn litres.  
Table 5: Forecast for ethanol demand 

 Blended petrol demand Demand at 5% blending Demand at 10% blending
2005-06E 13975 489 978
2006-07E 15588 546 1091
2007-08E 17423 610 1220
2008-09E 19471 681 1363
2009-10E 21808 763 1527

Source: CrisInfac 
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HOWEVER AVAILABILITY OF MOLASSES IS AN ISSUE AT 10% BLENDING 
The current demand for alcohol/ethanol from chemical, liquor and other industries is around 
1500mn litres and likely to remain at more or less similar levels going forward. And if we add 
the requirement of another 1000mn litre of ethanol at 10% blending, the total demand comes 
close to 2500mn litre per annum. In such a scenario the availability of molasses becomes an 
issue as total requirement for molasses comes more than 15-mn MT as against projected 
availability of only 10.9mn MT. Hence we believe the implementation of 10% ethanol 
blending is unlikely to happen as molasses production would be barely sufficient to meet total 
alcohol demand at 5% blending. Also the feasibility of manufacturing ethanol at 5% blending 
may also come under severe pressure if molasses prices run up in anticipation of demand-
supply tight-lip. Going forward, the price realization and production economics of alternative 
products other than ethanol would determine availability of molasses for ethanol.  
Table 6: Forecasted demand for molasses 

2007-08 5% blending in 9 states 
& Union territories 

10% blending in 9 states 
& Union territories 

10% blending nation-
wide 

Ethanol needed (mn litres) 493 986 1741 
Total molasses needed (mn tons) 3.65 7.3 12.9 
Molasses estimated availability (mn 
tons) 10.9 10.9 10.9 

Source:CrisInfac 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Alchemy InSite  

14 

DIRECT CONVERSION OF CANE TO ETHANOL 
NOT A VIABLE OPTION… 
The option available with the sugar manufacturers is to either manufacture sugar as 
primary product and ethanol/alcohol and power as by-products or to manufacture ethanol 
as the primary product and power as by-product, depending on the sugar prices. The cost 
of producing Ethanol directly from cane works out to around Rs25-27/litre for an existing 
unit and around Rs28-30/litre for a new unit (As shown below). 
Table 7: Cost of production of ethanol for existing & new units 

Cane to Ethanol cost dynamics New unit Existing unit
Crushing capacity (TCD) 10000 10000
Days of operations 160 160
Cane crushed (MT) 1600000 1600000
Alcohol derived (mn Litres) 104 104
Alcohol/MT cane (Litres) 65 65
Loss due to fermentation and distillation (%) 10 10
Ethanol derived (mn Litre) 93.6 93.6
Cost of production 
Cane cost (Rs/MT) 1250 1250
Cane cost (Rs mn) 2000 2000
Sugarcane cost/Litre 21.4 21.4
Milling and other cost/Litre 2.0 2.0
Conversion cost/Litre 2.5 2.5
Interest/Litre 3.4 0.0
Depreciation/Litre 2.4 2.4
Production Cost/ Litre 30.6 27.2
Recoveries from Power & Press Mud/Litre 3.0 3.0
Net Production Cost/Litre 28.6 25.2
Current Ethanol Price/Litre 18.5 18.5

Source: Company, Alchemy InSite 

…AS PRICE REALIZATION IS LOWER THAN THE COST INVOLVED 
Currently the price offered by the Oil Marketing Companies for Ethanol is Rs18.75/litre. 
This coupled with the MODVAT benefit of around 16%, the net realizations for the 
Ethanol works out to around Rs21-21.5/litre. However, this is lower than the cost of 
production directly from cane. Hence for the operations to be viable, the realizations of 
Ethanol will have to move up. In the current pricing scenario, this option is not viable. 

ETHANOL TO BE TREATED AS BY-PRODUCT  
We believe in India, ethanol will continue to be treated as by-product for the reason 
discussed above. Tomorrow even if OMCs agree to pay higher price of Rs26-28/litre for 
ethanol, it would take at least 18-24 months to set up a new unit and 12 months to alter an 
existing unit to manufacture ethanol directly from cane. Currently, no sugar producer in 
India is equipped with this facility. Hence, the belief that companies can easily swing 
production to ethanol from sugar in case of a downturn in sugar prices does not hold true.  
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GOVERNMENT INTERVENTION – A KEY OBSTACLE 
TO GROWTH 

GOVERNMENT UNLIKELY TO LOWER CANE PRICES  
In order to protect the interest of the farming community, the central government sets a 
support price every year known as statutory minimum price (SMP). This is the minimum 
price (linked to a recovery rate of 8.5% with an escalation clause for higher recoveries) 
that has to be paid by sugar manufacturers for cane procured by them. In addition to this, 
some states fix a price (generally higher than the SMP) known as the state advised price 
(SAP) and the manufacturers operating in these states have to procure cane at SAP. Every 
year the government as a rule revises upwards the SMP/SAP to benefit the farming 
community, which generally forms a large vote bank, as evident from the following graph.  
Chart 10: Trend in SMP over 1999-2006 
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Source: CrisInfac 

CHANGES IN LEVY RATE/QUOTA OR BOTH 
The sector has witnessed de-control with the levy rate coming down over the period. 
Currently the levy percent stands at 10% and the rate is around Rs13.5 against the market 
price of around Rs18.5-19. However, changes in both the levy percent and rate can work 
against the industry in case the government desires to do so to control the prices. 

SUGAR INDUSTRY LOSES EXPORT OPPORTUNITY DUE TO THE BAN  
The government in July 2006 imposed a ban on exports of sugar to control rising sugar 
prices. The ban is supposed to be valid till March 2007, and it includes both free exports 
and exports against advance license (re-export obligation due to imports of raw sugar). 
When the ban was imposed international sugar prices were ruling higher than domestic 
sugar prices by around Rs2-3/kg. But industry failed to capitalize on it due to export ban. 
Now the international sugar prices have come to a level of those prevailing in domestic 
market and may further go down. So even if government removes export ban, exports may 
not look attractive. Further, this ban can work as a severe negative for the industry, as the 
excess supply would be significant in the coming years, which if not exported, would put 
significant pressure on the domestic prices. 
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Chart 11: International and domestic sugar prices 

200

250

300

350

400

450

500

550

Ju
l-0

5

Au
g-

05

Se
p-

05

O
ct

-0
5

N
ov

-0
5

D
ec

-0
5

Ja
n-

06

Fe
b-

06

M
ar

-0
6

Ap
r-

06

M
ay

-0
6

Ju
n-

06

Ju
l-0

6

Au
g-

06

U
S$

 M
T

NCDEX LIFFE

Failed to capitalise on rising global 
prices due to export ban
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IMPORTS MAY LOOK ATTRACTIVE AT LOWER PRICES  
In order to control the rising domestic prices, the government has currently removed the 
import duty on sugar, which earlier stood at 60%. The current rate is expected to be 
applicable till September. At the current international price levels, imports are not viable 
as the landed cost works out to be more than the domestic prices. Moreover, there are 
expectations that the rate will revert back to 60% from October as it was merely a measure 
to put pressure to control domestic prices. However, in case the zero duty rates continue 
for a longer period and international prices come down as expected, it can put pressure on 
domestic sugar prices. The following table gives the cost of refining sugar at various raw 
sugar prices. 
Table 8: Landed cost of sugar 

  Unit Case 1 Case 2 Case 3 Case 4 Case 5 
FoB price $ per tonne 175 200 225 250 300 
Freight $ per tonne 45 45 45 45 45 
C&F price $ per tonne 220 245 270 295 345 
Import duty  per cent - - - 0 0 
Cost with duty $ per tonne 220 245 270 295 345 
Port & other incidentals  $ per tonne 10 10 10 10 10 
Landed cost $ per tonne 230 255 280 305 355 
Exchange rate  Rs/US$ 46 46 46 46 45 
Countervailing duty Rs per tonne 910 910 910 910 910 
Landed cost  Rs per tonne 11490 12640 13790 14940 16885 
Cost of refining & other charges Rs per tonne 1500 1500 1500 1500 1500 
Cost after refining Rs per tonne 12990 14140 15290 16440 18385 

Source: CrisInfac 

The main competition for cane comes from crops like rice and wheat. Hence in case the 
government increases the support prices of these crops (as expected in case of wheat 
currently), it may induce the farmers to switch to that crop in case it is more profitable, 
which in turn will affect the cane availability in the country.  
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GOVERNMENT MAY INTERVENE AT HIGHER SUGAR PRICES DUE TO 
INFLATION 
The risk of government intervention in a high sugar prices scenario, as in July 2006 in 
form of ban on sugar exports, cannot be ruled out. Before the export ban was announced, 
retail sugar prices had gone up to Rs24/kg and wholesale prices to Rs22/kg. The decision 
to ban sugar exports was taken to artificially bring down the wholesale price index (WPI) 
rather than addressing any demand-supply mismatch.   
Under manufactured food products category in the WPI series, sugar has a weightage of 
3.6%. This financial year, wholesale prices of sugar shot up by about 8%. The worry that 
even a slight upward movement in prices can disturb the arithmetic of the average price 
inflation rate for essential commodities, the government banned sugar exports. Further, the 
government plans to restructure the WPI series with the new base year, 2000-01, in which 
the weightage given to sugar, gur and khandsari would be clubbed together and increased 
to over 5%, more than all other grain combined, though per capita expenditure on sugar is 
one-sixth of that on grain. With the annual consumption demand for sugar increasing at 
2.5-3%, the proposed increase in its weightage in the WPI series will be crucial while 
determining the average price inflation rate.  

WITHDRAWAL OF STATE GOVERNMENT INCENTIVES, ESPECIALLY IN UP 
One of the main reasons for capacity additions in UP is attractive state government 
incentives at Rs1-1.5/kg. The UP government offers several subsidies (capital and 
recurring) for setting up sugar plants in the state. They are in fixed and variable form.  
Table 9: UP government’s incentives 

Fixed concessions 
 

Concessions depending on production 
 

Capital subsidy @10% of capital investment 
 

Re-imbursement of cane transportation 
expenses 
 

Remission in stamp duty and registration 
charges on land purchase 

Re- imbursement of cane society commission 
 

 Exemption from cane purchase tax 
 

 Exemption of entry tax on sugar 
 

 Exemption of trade tax on molasses 
 

 Exemption of administrative charges on 
molasses 
 

Source: Company, Alchemy InSite 

ELIGIBILITY CRITERIA 
 Minimum capital investment of Rs3.5bn by 31st March, 2007 
 Commercial production to commence by 31st March, 2007 
 Direct employment of at least 1,000 persons 

The overall concession is limited to new investments and is available for 10 years in case 
of investments above Rs5bn and for five years if investments are over Rs3.5bn. However, 
any failure by the government to fulfill its obligation may adversely affect the 
performance of sugar companies.   
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GLOBAL DEMAND SUPPLY OUTLOOK 

EU SUBSIDY CUT AND AUSTRALIAN SHORTAGE SPIKED SUGAR PRICES  
Global sugar prices witnessed a sharp run up in the last 15 months as they increased from 
US$270/MT in June 2005 to US$480/MT in May 2006. In the last seven months alone, 
sugar prices jumped 50%. The increase in prices was on account of several factors.  
First, the phasing out of subsidies by EU, (earlier a major exporter in the world market 
with exports of 5.4mn MT in 2004-05) on account of WTO ruling which said that EU 
sugar subsidies were in contravention of its rules. Consequently, the European 
commission put forth proposals to introduce a new sugar regime in June 2005. Under this, 
EU intends to cut white sugar support prices by 39% over two years beginning 2006. 
Hence, around 5.4mn MT of sugar (of the total global export market of 45mn MT) is 
expected to reduce from the world sugar export market. This resulted in buoyant sugar 
prices since December 2005.  
The other key trigger was sugarcane crop failure in Australia due to a cyclone in March 
2006, which helped the firming of global sugar prices. Incidentally from the next year, 
Australia is expected to be second largest exporter of sugar in the world once EU 
implements its new sugar regime from 2006. 
Table 10: World’s major sugar exporting countries 

Exports 00-01 01-02 02-03 03-04 04-05 05-06P 
European Union (EU) 6.6 4.8 5.6 4.9 5.4 5.4 
Brazil 7.7 11.6 14.0 15.2 17.8 18.8 
Australia 3.1 3.6 4.1 4.1 4.2 4.3 
Thailand 3.4 4.2 5.3 4.9 3.6 2.9 
South Africa 1.6 1.2 1.3 1.0 1.2 1.2 
Cuba 3.0 3.0 1.8 1.9 0.7 1.0 
China  0.1 0.5 0.1 0.1 0.1 0.1 
US 0.1 0.1 0.1 0.3 0.2 0.2 
Russia 0.3 0.4 0.3 0.1 0.1 0.1 

Source: CrisInfac 
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SHARP CORRECTION IN PRICES OFF-LATE ON ANTICIPATED BUMPER 
PRODUCTION FROM BRAZIL 
Chart 12: International price trend 
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Sugar prices fell sharply in first week of August, 2006 from US$440/MT to US$380/MT 
as Brazil predicted a record sugar production of 29.8mn MT  Brazil raised its sugarcane 
harvest forecast for to 471.2mn MT of cane for the year ending April 2007, as against 
431.4mn tons last year. Further, a good monsoon in India in the current year also raised 
the sugar production forecast to record 22.5mn tonnes. Thus, concerns relating to over 
supply of sugar in the world market began reflecting in the form of weakening world sugar 
prices.     
Though the withdrawal of sugar exports from EU would result in a shortage in the global 
export markets in the short term – we believe, it would be made up by increased supplies 
from Brazil, India, and Thailand. On the back of bumper sugarcane production, Brazil is 
expected to record exports of 19mn MT of sugar this year against 16mn MT last year, which 
alone will suffice more than 50% of the drop in exports from the EU and Australia. In India 
too, exports are expected at 1.5mn MT in SS06-07 against the advance license scheme 
(commitment against imports of raw sugar). This is expected to go up to 3-4mn MT in 
SS07-08 due to increase in production and supply outstripping demand. Further, Thailand is 
expected to step up exports from 3mn MT last year to 4mn MT in the current year.  
The Australian supply which would be hit in the current year, is expected to be restored 
from the next. Hence, supply gap from Australia will be filled from the next year. 
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GLOBAL DEMAND–SUPPLY WELL BALANCED WITH SUFFICIENT 
INVENTORIES 
Currently the global demand and supply is well balanced at around 150mn MT. The world 
demand and supply has been growing 3%. By and large, the increasing demand is easily 
met by rising supplies and the inventory continues to be healthy at around 35mn MT – 
constituting 25% or three months of demand.  
Chart 13: Global demand-supply scenario 
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CHINESE DEMAND – NO VISIBILITY AS YET 
There were several expectations of a huge demand emerging from China due to its vast 
population and extremely low per capita consumption at 8kg against the world average of 
25kg. The reason for low consumption is usage of alternate sweeteners such as starch and 
saccharine which form 25% of China’s consumption. However, as saccharine is 
carcinogenic, it is expected that sugar would emerge as a preferred sweetener. This has 
resulted in expectations of higher sugar demand from China at 15mn MT. However, 
according to latest update of International Sugar Association (ISA), the growth in sugar 
consumption in China is unlikely to have any significant impact in world export market as 
most of the incremental demand is expected to be met by higher domestic sugar 
production. ISA expects China to import not more than 1-2mn MT of sugar every year. 
Moreover, high sugar prices act as a deterrent as consumers continue to prefer cheaper 
sweeteners.   

EXPORTS MAY NO LONGER REMAIN AN ATTRACTIVE OPTION  
The world export market at $45mn MT is 30% of world’s total sugar demand. Hence, any 
demand or supply disruption of 4-5mn MT in any country can significantly impact world 
sugar prices. In anticipation of the bumper sugar cane crop expected in Brazil in the 
upcoming crushing season, sugar prices have already begun correcting from US$440/MT 
in July to around US$400/MT, currently. Further, with India turning as a net exporter with 
estimated exports at 3-4mn MT from SS07-08, export prices may decline further and 
exports may no longer remain an attractive option. 
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CURRENT PRICES REFLECT THE ‘BEST CASE’ SCENARIO – WITH ANY 
FURTHER UPSIDE UNLIKELY 
Sugar prices are currently quoting at 10-year highs at US$400/MT. The average price for 
the decade has been US$260/MT. Hence, the current prices are 46% higher than the 
average prices during period of 1996-2006. Hence, prices are not expected to go up further 
with the rebuilding of sugar inventories in the next two years and higher supplies from 
Brazil, India and Australia. We believe the current prices have factored in all the positive 
developments over the last few months. We expect prices to stabilize at US$350-375/MT 
in the coming months. 
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INDUSTRY OUTLOOK  

BY-PRODUCTS - A SAVING GRACE AS CORE BUSINESS IS AT RISK 
The domestic sugar companies attempted to de-risk their business model by effectively 
utilizing sugar by-products, namely molasses and baggase. The companies began 
integrating their business model by setting up distilleries and cogeneration plants. This has 
enabled sugar companies to sell value added products such as ethanol and alcohol for 
higher realizations and to diversify revenue streams to secure a relatively steady source of 
income in a bid to reduce the vulnerability to sugar prices. The government initiatives 
such as 5% ethanol blending program, tax-free income power generation business too 
encouraged players to opt for an integrated business model. 
However, sugar business will continue to contribute more than 70% to revenues and 
would drive overall profitability of companies. Hence, considering the current demand-
supply dynamics in the domestic market – we believe that the core business is at risk and 
by- products are a saving grace.        

EARNINGS GROWTH TO BE VOLUME DRIVEN 
With margins expected to be under pressure, earnings for the sugar industry would be 
volume driven. As all companies are adding capacities, the industry will witness an 
increase in overall revenues and profit. However, the return ratios are expected to be under 
pressure due to large investments and margin compression could severely impact 
profitability. 

LACK OF EARNINGS VISIBILITY DUE TO SEVERAL FACTORS  
The sugar industry is dependent on several factors that include climatic conditions and 
government regulations. Hence, visibility for the sector is estimated to be poor and 
earnings would be uncertain beyond a sugar crushing season. 

HISTORICAL VALUATIONS 
Historically, the sugar sector attracted extremely low valuations due to its commoditized 
nature and the controlled regime till 1998. There were no major investments in the sector 
till 2002 due to lack of visibility. However, the sector was significantly re-rated in the last 
couple of years with the de-licensing, improvement in profitability and de-risking of 
business with revenue streams of by-products. 
Chart 14: Bajaj Hindusthan                                  Chart 15: Balrampur Chini 
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OUR VIEW 

INDUSTRY MAY HAVE TESTED THE TOP - AT BEST, MARKET PERFORMER 
To sum up, the sugar prices are unlikely to move up from the current levels. Cane prices 
would continue to move up marginally due to strong demand and government support. 
Hence, margins of the sugar business would continue to be under pressure. The 
contribution from other non-sugar businesses would help the sector to some extent to 
protect their margins. However, we believe that the best times for the sector may be over. 
With an uncertain outlook and concerns over prices and margin sustainability, we believe 
the industry could have tested the top in the medium term.  

PROFITABILITY TO BE DRIVEN BY VOLUME GROWTH NOT BY MARGIN 
EXPANSION   
Over the past one year, positive outlook for sugar industry in domestic as well as 
international market led to re-rating of sugar stocks on the bourses. However, the sector 
has witnessed a steep correction in the last three months owing to certain concerns relating 
to the sustainability of the current up-trend in the sugar cycle. We believe that these 
concerns are valid for the reasons discussed above. Going forward, we believe that the 
profitability of the companies will be driven by volume growth along with margin 
deterioration. Hence, the valuations will have to factor in this trend and has to adjust 
accordingly. Therefore, we do not expect sugar industry to enjoy same valuations as it 
used to get at the peak of the cycle. Our belief is that the sector should trade at 6-9x its one 
year forward earnings. We initiate coverage on the sugar sector with a market performer 
rating. We also initiate coverage on Bajaj Hindusthan and Balarmapur Chini with a market 
performer rating. 
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RISKS TO OUR VIEW 
De-regulation of the sugar sector: The sugar industry remains highly regulated with 
cane price determined by the government. Hence, any key development such as removal 
of SAP/SMP cane price regime or free sale and levy sale sugar quota system will act as a 
positive trigger for the sugar industry.    
Supply side disruptions in domestic and/or international market: Any major 
disruption from supply side such as sugarcane crop failure due to failure of monsoon or 
cyclone or any other natural calamities in India or Brazil may alter world’s demand-supply 
dynamics. In such a scenario, sugar price may go up and our concerns relating to sugar 
prices may not hold true.    
Higher crude prices: If crude prices continue to go up, then diversion of sugarcane to 
produce ethanol may go up. In that case sugar production in Brazil would come down 
affecting world sugar exports. Consequently, sugar prices in the world export market will 
go up and domestic sugar producers may find it more attractive to export rather than sell 
sugar in the domestic market. Hence, margins of sugar companies may not come under 
pressure.     
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Market Performer 
Rs99 

Balrampur Chini 
                                   A better bet 

  

Market Price 
(Rs) 

Target 
(Rs) 

Potential  
(%) 

Dividend 
(Rs) 

Div. Yield 
(%) 

Market Cap
 

52- Wk 
Range (Rs) 

BSE  
CODE 

REUTERS 
CODE 

BLOOMBER
G CODE 

99 112 13.3% 1.6 1.6% Rs24bn / 
US$525mn 205 – 79 500038 BACH.BO BRCM IN 

  

Year End 
September 

Sales 
(Rs mn) 

OPM 
(%) 

Net Profit
(Rs mn) 

EPS 
(Rs) 

EPS Growth
(%) 

PER 
(x) 

P/BV 
(x) 

ROE 
(%) 

EV/EBITDA
(x) 

FY04 6,932 17.8 601 3.2 105.0 30.7 6.8 22.0 24.2 

FY05 8,135 26.7 1,236 5.4 69.2 18.2 4.7 25.4 13.0 

FY06E# 17,945 25.8 2,930 7.9* 45.9 12.5 2.6 20.9 5.5 

FY07E 18,061 26.4 3,070 12.4 57.2 8.0 2.2 27.2 5.6 

FY08E 23,770 22.9 3,310 13.3 7.8 7.4 1.9 25.1 5.3 

# 18 months ended, * Annualised  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 

Share O/s (nos) 248.15mn 

Free Float (%) 68.18 

Avg. Daily Vol (6m) 3.09 mn 

Domestic Inst (%) 13.99 

FIIs (%) 21.51 

Others (%) 32.68 

EV/Sales FY2007E  1.5 

BV/Share FY2007E (Rs) 45.5 

Debt/Equity FY2007E (x) 0.5 

ROE FY2007E (%) 27.3 

Est. 2-Year EPS Growth (%) 30.2 

 

GDR (US$) 2.12 Premium -0.92

BSE  11919 Nifty 3471

Price Performance (%) 

 3m 6m 12m

Absolute -7.8 -39.2 15.5

Relative -28.1 -46.4 -22.0
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Investment Positives

 Significant capacity addition to drive revenue growth: Balrampur is currently 
expanding its capacities from 29,000tcd in FY05 to 47,500tcd in FY06E, to 
57,500tcd in FY07E and 73,500tcd in FY08E. On the back of a sharp increase in 
capacities, we expect revenues to record a CAGR of 43% in FY05-08E, from 
Rs8.13bn in FY05 to Rs23.77bn in FY08E.  

 Cane cost is one of the lowest: Balrampur has one of the lowest cane costs in 
the industry with average prices of Rs1220/MT (paid in the last crushing season) 
with its plants spread across eastern UP. The company is consciously keeping 
itself away from the high paying regions (particularly western UP) by setting up 
plants in eastern UP and central UP. Balrampur is better placed than competitors 
as far as cane procurement is concerned and also likely to be least affected in a 
scenario of price war for cane. 

 De-risked business model with increasing revenues from power and 
alcohol business: The company is expanding its distillery capacity from 
160KLPD in FY05 to 320 KLPD by FY08E and saleable power capacity from 
59MW in FY05 to 116.2MW in FY08E. Consequently, revenues from non-sugar 
business are expected to go up from Rs3.06bn in FY06E to Rs4.77bn in FY08E.  

Investment Concerns 
 Sugar prices to remain under pressure due to higher supply: Going forward, 

we believe sugar prices will be more influenced by supply dynamics rather than 
demand dynamics as in the past. Therefore, we expect sugar prices to go down 
from current levels and stabilize at Rs17-18/kg.  

 EBIDTA margin set to decline from 26.7% in FY05 to 22.9% in FY08E: We 
expect the EBIDTA margin to decline on account of - increasing proportion of 
revenues from the low margin sugar business and rising cane cost/sugar price 
ratio.  

Valuations 
We believe Balrampur is currently the best pick in the sugar sector as it is likely to be least 
affected in a possibly adverse scenario due to its integrated business model and locational 
advantages. We expect the stock to trade at 9x FY07E EPS (in line with sector valuations), at a 
target price of Rs112, – an upside of 13.3% from current levels. We initiate coverage on the 
stock with a Market Performer rating.   
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Assumptions  
  FY04 FY05 FY06E FY07E FY08E
Sugar 
Cane crushed (MT) 5597993 3863165 6887500 8447500 11280000
Cane price (Rs/MT) 965.5 1168.2 1220.0 1305.0 1370.0
Recovery rate (%) 9.71 10.11 10.25 10.25 10.25
Sugar sales volume (MT) 464397 412354 888761 865869 1156200
Sugar price (Rs/Kg) 13.5 16.6 17.8 17.6 17.4
 
Power 
Capacity (MW) 39.8 47.8 59.0 86.2 116.2
Units generated (Mn) 181.8 208.0 617.4 641.8 865.2
Rate per unit 2.2 2.3 2.5 2.9 2.9
 
Distillery 
Capacity (KLPD) 160 160 160 320 320
Volume (KL) 48600 53938 69760 81760 99280
Avg realisation (Rs per litre) 24.5 35.3 22.0 22.5 23.0

Source: Company, Alchemy InSite 

 

Sensitivity analysis 
  Change (%) 
  FY07 FY08 
Impact on EPS   
Rs1/Kg change in sugar realisation 19.9 24.7 
Rs1/litre in change in distillery realisation 1.9 2.1 
Both 21.8 26.9 
Rs10/MT change in cane cost 2.2 2.7 

Source: Alchemy InSite 
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 Significant capacity additions to drive revenue growth: Balrampur Chini Mills 
(Balrampur) is significantly ramping up capacities in the next two years. The company is 
expanding its capacities from 29,000tcd in FY05 to 47,500tcd in FY06, to 57,500tcd in 
FY07E, and 73,500tcd in FY08E. Hence, the company would be adding 44,500tcd of 
crushing capacity in a period of three years. The company plans to increase capacities to 
75,000tcd in the next couple of years. The sharp increase in capacities is expected to ensure 
healthy volume growth in the coming years. We estimate sugar sales volumes to move up 
from 4.12lakh MT in FY05 to 8.88lakh MT in FY06E (18-month period), to 8.65lakh MT 
in FY07E and to 11.56lakh MT in FY08E.  Consequently, we expect revenues to increase 
from Rs8.13bn in FY05 to Rs23.77bn in FY08E, a CAGR of 43% in FY05-08E. 

 Cane cost is one of the lowest in the industry: Balrampur has one of the lowest cane 
costs in the industry at an average price of Rs1,220/MT (paid in the last crushing season) as 
it is able to leverage on its locational advantage with plants spread across eastern UP 
(where there is not much competition to procure cane). The company is consciously 
keeping itself away from the high paying regions (particularly western UP) by setting up a 
plant in Mankapur, eastern UP and two more plants in central UP at Kumbhi and Guleria. 
Thus, Balrampur is better placed than competitors as far as cane procurement is concerned 
– considering its scale of operations and bargaining power. Therefore, it is likely to be least 
affected in a cane price war. 

 De-risked business model with higher revenues from power and alcohol businesses: 
Balrampur is simultaneously increasing its distillery and power capacities to utilize the 
potential of by-products in the sugar manufacturing process. The company is expanding its 
distillery capacity from 160KLPD in FY05 to 320 KLPD by FY08E and power capacity 
from 59MW in FY05 to 116.2MW in FY08E. Consequently, revenues from non-sugar 
business are expected to go up from Rs3.06bn in FY06E to Rs4.77bn in FY08E.  

Investment Concerns 

 Sugar prices to remain under pressure due to higher supply: In anticipation of bumper 
sugar production of 22.5mn MT in the current crushing season (SS06-07), we expect sugar 
prices to remain under pressure. We believe sugar prices to be more influenced by supply 
dynamics rather than demand dynamics as in the past. Therefore, we expect sugar prices to 
fall from current levels and stabilize at Rs17-18/kg, going forward. 

 EBIDTA margin to decline from 26.7% in FY05 to 22.9% in FY08E: We expect 
EBIDTA margin to decline on account of two factors – increasing proportion of revenues 
from low margin sugar business and rising cane cost/sugar price ratio. We expect the 
proportion of revenues from sugar business to grow from 74.2% in FY05 to 80.9% in 
FY08E on the back of aggressive capacity additions and rise in the cane cost/sugar price 
ratio from 70.2% in FY05 to 79.0% in FY08E. Consequently, we expect the EBIDTA 
margin to decline from 26.7% in FY05 to 22.9% in FY08E. 

Valuations 

We believe Balrampur is currently the best pick in the sugar sector as it is likely to be least 
affected in a possibly adverse operating scenario due to its integrated business model and 
locational advantages. We expect the stock to trade at 9x FY07E EPS, and thereby arrive at 
a target price of Rs112 – an upside of 13.3% from current levels. Any further upside from 
the target price should be viewed as a good opportunity to sell. On the downside, we do not 
expect the stock to trade less than 6x FY07E EPS – giving us a price of Rs75. 

All in all, we do not expect the company to deliver significant returns as in the past and 
expect the stock price to remain range bound in Rs75-112.  

We initiate coverage on the stock with a Market Performer rating and a target price 
of Rs112, an upside of 13.3% in the next 12 months. 
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CAPACITY EXPANSION TO DRIVE REVENUES  
Table 11: Balrampur’s capacity expansion plans 

Location FY05 FY06 FY07E FY08E 
Balrampur 11000 12000 12000 12000 
Babhnan 8000 9000 9000 9000 
Haidergarh 4000 5000 5000 5000 
Tulsipur 6000 7000 7000 7000 
Akbarpur 0 7000 7000 7000 
Mankapur 0 0 7000 7000 
Rauzagaon 0 7500 7500 7500 
Kumbhi 0 0 0 8000 
Gularia 0 0 0 8000 
Maizapur (Indo-Gulf Industries) 0 0 3000 3000 
Total 29000 47500 57500 73500 

Source: Alchemy InSite 

18,500TCD OF ADDITIONAL CAPACITY IN THE CURRENT YEAR  
Balrampur has operations spread across six locations in eastern UP with total cane 
crushing capacity of 47,500tcd. The company added 18,500tcd of additional cane crushing 
capacity in the current financial year (18 months ending September 2006) from 29,000tcd 
in FY05. The increased capacities were on account of a new unit in Akbarpur of 7,000tcd, 
acquisition of the Rauzagaon unit of 7,500tcd from Dhampur Sugar, and de-bottlenecking 
its existing plants which increased capacities by 4,000tcd.  

PLANNED ADDITION OF ANOTHER 26,000TCD IN THE NEXT TWO YEARS 
In FY07, Balrampur is commissioning a 7000tcd greenfield integrated facility at 
Mankapur in eastern UP. The company also acquired 27% stake in Indo-Gulf Industries, 
which has a 3000tcd facility in Maizapur, eastern UP. This facility is expected to begin 
operations from SS06-07E. Thus, its total crushing capacity will increase to 57500tcd in 
FY07.  
Balrampur has announced two new integrated sugar complexes of 8,000tcd each to be set 
up in Kumbhi and Gularia in the Lakhimpur Kheri district of central UP. Both these units 
are expected to be operational in SS07-08E. The planned expansions would enhance its 
crushing output to 73,500 TCD from 54500 TCD and establish Balrampur’s presence in 
central UP. Till date, all its facilities are located in eastern UP.  

BALRAMPUR TO EMERGE AS THE SECOND LARGEST PLAYER IN INDIA 
With planned expansions, Balrampur would be adding 44,500tcd of crushing capacity in 
three years, taking its total capacity to 73,500tcd. The company plans to expand to 
75,000tcd in capacities in the next couple of years. With this, Balrampur would emerge as 
the second largest sugar producer in India, next to Bajaj Hindusthan. 

SUGAR REVENUES TO RECORD A CAGR OF 43% IN FY05-08E 
Led by aggressive ramp up in capacities, we expect sugar sales volumes to increase from 
4.12lakh MT in FY05 to 11.56lakh MT in FY08E. Consequently, we expect revenues 
from the sugar business to increase from Rs6.86bn in FY05 to Rs20.06bn in FY08E, a 
CAGR of 43% in FY05-08E.   
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A DE-RISKED BUSINESS MODEL  
Balrampur is setting up integrated facilities to harness the potential of by-products in sugar 
manufacturing. The company is expanding capacities of distillery and power facilities to 
earn higher revenues from non-sugar businesses and reduce risks associated with volatility 
in sugar prices. This would dilute the impact of a decline in margin, to some extent.   

DISTILLERY BUSINESS 
Distillery capacity to increase from 160KLPD in FY05 to 320KLPD in FY08E 
The company currently has a distillery capacity of 160KLPD, with Balrampur unit of 
100KLPD capacity and the Babhnan unit of 60KLPD capacity. With a strategy to follow 
an integrated business model, the company is simultaneously expanding capacity from 
160KLPD, currently, to 320KLPD in FY07E. This includes increasing the Balrampur 
distillery capacity by 60KLPD to 160KLPD and setting up a new distillery of 100KLPD at 
Mankapur. Both these facilities are expected to commence operations in FY07E and 
would produce ethanol, industrial alcohol and extra neutral alcohol.          
Balrampur supplies ethanol to refining companies such as HPCL, BPCL, IOC and IBP. 
The company has stopped manufacturing potable alcohol from FY06 due to low prices. 
The mix of ethanol, ENA and RS would depend on their realizations.  
Revenues from distillery business to record 14% CAGR in FY06-FY08E 
We expect revenues from the distillery business to decline from R1.90bn in FY05 to 
Rs1.53bn in FY06E on account of lower volumes. However, we expect revenues to grow to 
Rs1.84bn in FY07E and Rs2.28bn in FY08E, implying a CAGR of 14% in FY05-FY08E. 
The growth in revenues is expected to accrue from increased volumes and improved 
realizations from Rs22/litre in FY06E, to Rs22.5/litre in FY07E, to Rs23/litre in FY08E.  
Chart 16:  Distillery and power capacities 
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POWER BUSINESS 
Net saleable power capacity to increase to 116MW in FY08E 
Balrampur plans to simultaneously increase its power capacity significantly in the next 
two years. The company currently has total saleable power capacity of 77.8MW with the 
addition of 18MW at Akbarpur and 12MW at Rauzagaon in the current year. Its power 
capacity was 47.8MW in FY05.  
The capacity is expected to increase by 24MW to 87.2MW in the next year with the 
Mankapur unit operational. Further, as part of integrated green-field complexes planned at 
Kumbhi and Guleria in FY08 – the net saleable power capacity is expected to increase by 
30MW to 117.2MW, with 20MW at Gularia and 10MW at Kumbhi.  

Revenues from power business to record 73.1% CAGR in FY05-FY08E 
Balrampur entered into a power purchase agreement (PPA) with UPSEB to supply power 
at Rs2.90 per KWH with an escalation clause of four paise per annum. As the company 
uses bagasse (a by-product of sugar) for power generation, the margin is expected to be 
high at 45-50%. Being a tax-free revenue stream, it is expected to contribute significantly 
to profitability in the coming years. 
Led by 69.7MW of additional power capacity in FY05-FY08E, revenues of the power 
business are expected to go up from Rs475mn in FY05 to Rs1.51bn in FY06E (18-
months), to Rs1.82bn in FY07E and Rs2.46bn in FY08E. This would help Balrampur 
protect its margin, to some extent. 
Chart 17: Proportion of revenues from non sugar business 
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ONE OF THE LOWEST CANE COSTS  
To be least affected in case of cane price war 
Balrampur has one of the lowest cane costs in sugar industry with an average price of 
Rs1,220/MT paid in last crushing season. The main reason has been the ability to leverage 
on its locational advantage (with all its plants spread across eastern UP where there is 
adequate cane and not much competition for procurement). Balrampur is consciously 
keeping itself away from the high paying regions (particularly western UP) by setting up a 
plant in Mankapur, again in eastern UP and two more plants in central UP at Kumbhi and 
Guleria. Thus, Balrampur is better placed than competitors as far as cane procurement is 
concerned – considering its scale of operations and bargaining power. It is likely to be 
least affected in a scenario of cane price war. 

However, cane price are expected to go up 
We expect cane prices to increase to an average of Rs130.5/quintal in FY07E and 
Rs137/quintal in FY08E.  Consequently, the cane cost/sugar price ratio is expected to go 
up from 68.7% in FY06E to 74.1% in FY07E, and 79% in FY08E. This is expected to put 
some pressure on sugar business margin.  
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FINANCIALS 
REVENUES TO GROW AT 43% CAGR DURING FY05-FY08E   
On the back of a aggressive capacity addition of 44500 TCD in sugar, 140KLPD in distillery 
and 69.7MW in power in FY05-FY08E, we expect Balrampur’s revenues to record a CAGR 
of 43% over three years (FY05-08E), increasing from Rs8.16bn in FY05 to Rs23.77bn in 
FY08E.  
We expect revenues from non-sugar business to record a CAGR of 25.6% from Rs24.1bn in 
FY05 to Rs47.7bn in FY08E. However, proportion of revenues from non-sugar businesses 
will decline from 25.8% in FY05 to 19.1% in FY08E due to aggressive capacity additions in 
the sugar business. 
Chart 18:  Growth in non-sugar revenues 
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Chart 19: Revenues from non-sugar business (Composition of revenues) 
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HOWEVER, EBIDTA MARGIN TO DECLINE FROM 26.7% TO 22.9%  
Balrampur’s margin has historically averaged around 17-18%, except in FY03 when it 
dipped to 12.4% due to weak sugar realisations. However, the margin witnessed a sharp 
improvement in FY05 to 26.7% due to a sharp increase in sugar prices.  
We expect EBIDTA margin to decline on account of two factors – Higher contribution of low 
margin sugar business to total revenues and rising cane cost/sugar price ratio. We expect the 
proportion of revenues from sugar business to grow from 74.2% in FY05 to 80.9% in FY08E, 
on the back of aggressive capacity additions. And we expect cane cost/sugar price ratio to 
move up from around 70% in FY05 to 79% in FY08E. Consequently, we expect the EBIDTA 
margin to decline from 26.7% in FY05 to 22.9% in FY08E.  
We expect EBITDA to report a CAGR of 35.8% over the next three years from Rs2.17bn in 
FY05 to Rs4.62bn in FY06E, to Rs4.77bn in FY07E, and to Rs5.43bn in FY08E. 
Chart 20: Cane cost/sugar price and EBIDTA margin 
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NO FURTHER DILUTION EXPECTED 

AN EXPECTED CAPEX OF RS12BN FOR THREE-YEARS 
Balrampur is expected to incur a capex of Rs12bn in FY06-08E to fund its expansion 
program. This includes a capex of Rs3.82bn in FY06 for the Akbarpur unit (Rs2bn) and 
the acquisition of the Rauzagaon unit (Rs1.82bn), Rs3bn in FY07E for the Mankapur unit 
and Rs5bn in FY08E for plants at Kumbhi and Gularia. In addition, a general capex of 
Rs500mn is expected to be incurred. Balrampur’s working capital requirements will also 
go up with a higher turnover. 

STAKE IN INDO-GULF UNLIKELY TO ADD VALUE IN THE NEAR TERM 
Balrampur recently acquired 27% stake in Indo-Gulf Industries for Rs16.15mn. 
Consequently, Balrampur made an open offer to acquire 38.83% equity in Indo-Gulf. Indo 
Gulf has a 3,000tcd sugar plant at Maizapur in Uttar Pradesh. The plant, located near the 
existing units of Balrampur Chini, was set up in 1994, and was closed since 2003. The 
company had also taken over Indo Gulf’s total liability of Rs500mn. For the proposed 
open offer, Balrampur would be spending Rs26mn, approximately. However, it is unlikely 
to add significantly to profitability in the near to medium term due to high debt and time-
lag to accrue efficiencies from the plant.     

RAISED US$50MN THROUGH GDR   
In January 2006, Balrampur raised US$50mn (Rs2.2bn) through 6.35mn global depository 
receipts (GDRs) issue at US$3.05 (Rs135) per GDR (each GDR representing one 
underlying share of the company). After the GDR issue, the company’s equity stands 
increased from Rs231.8mn to Rs248.2mn currently, a dilution of 7%. Earlier in March 
2005, the company had raised Rs1.11bn through a preferential issue of 19.3mn shares of 
Rs10 each at a price of Rs57.5 per share (including premium of Rs56.5). This included 
allotment of 17.1mn shares to Citicorp International Finance Corporation and 2.2mn 
shares to New Vernon Bharat Ltd. As a result, the company’s equity had gone up from 
Rs212.5mn to Rs231.8mn. The company had earlier raised Rs592mn in July 2004 through 
a rights issue of 2.28mn shares of Rs10each at a price of Rs250 per share (including a 
premium of Rs240) in the ratio of 12:100 (12 shares for every 100 shares held). The funds 
raised were utilized to meet the capex requirements in FY06 to set up Akbarpur and 
Mankapur units, acquire the Rauzagaon unit and meet the incremental working capital 
requirements.   

PLANS TO RAISE US$50MN THROUGH ECB  
Balrampur is planning to raise another US$50mn (Rs2.25bn) through ECB to fund its 
expansion plans worth Rs5bn at Kumbhi and Gularia. The rest of the capex, amounting to 
Rs2.75bn, will be funded through internal accruals as the company is expected to witness a 
healthy growth in cashflows. We expect cash flows from operations to increase from Rs1.38bn 
in FY05 to Rs6.36bn in FY06E (18-months), to Rs3.4bn in FY07E and to Rs4.24bn in FY08E. 
Hence, we do not expect any further dilution to sustain growth.   
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VALUATIONS 
NET PROFIT TO SEE A CAGR OF 38.9% IN THE NEXT THREE YEARS 
In FY05, the cane crushed by the company declined by 28% due to unavailability of 
sufficient cane. However, the sales volumes were lower by only 11% as the company had 
a inventory in FY04, a part of which was utilised in FY05. The net sales increased by 
17.4%, driven by higher sugar realisations of Rs3,177/MT and increase in alcohol 
revenues by 60%. With better realisations, the operating margin increased significantly 
from 17.8% in FY04 to 26.7% in FY05, resulting in net profit increasing by 107% to 
Rs1.25bn. The net profit is expected to record a CAGR of 38.9% in FY05-08E.  
We expect net profit to increase from Rs2.93bn in FY06E (18-month period) at an 
annualised growth of 58%, to Rs3.07n in FY07E (an annualised growth of 57.2%) and to 
Rs3.31bn in FY08E (growth of 7.7%). 

TARGET PRICE OF RS112 WITH AN UPSIDE OF 13.3% 
The stock currently trades at 12.6x FY06E with an EPS of Rs7.9 (annualised), 8.0x FY07E 
with an EPS of Rs12.4 and 7.4x FY08E with an EPS of Rs13.3. On EV/sales, it quotes at 
2.1x, 1.5x and 1.2x FY06E, FY07E and FY08E, respectively while on EV/EBITDA basis it 
quotes at 8.2x, 5.6x and 5.3x, respectively. 
Balrampur earlier used to get lower valuations due to the cyclical nature of the industry. The 
sector got re-rated in the last couple of years with better outlook for the industry with 
improving sugar realisations and improving product mix with increasing contribution from 
power and distillery businesses. However, the sector has witnessed a steep correction in the 
last three months owing to concerns relating to the sustainability of the current up-trend in 
the sugar cycle.  
Chart 21: P/E band 
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Source: Alchemy InSite 

Considering the current demand-supply dynamics of the industry, we believe Balrampur is 
the best pick among the sugar sector due to its integrated business model and locational 
advantage. We expect the stock to trade at 9x FY07E with an EPS of Rs7.9 (annualised), 
thereby arriving at a target price of Rs112, an upside of 13.3% from current levels. Any 
further upside from the target price should be viewed as a good opportunity to sell. On the 
downside, we do not expect the stock to trade less than 6x FY07E, giving us a price of Rs75. 
All in all, we do not expect the company to deliver significant returns as in the past and 
expect the stock price to remain range bound between Rs75-112.     
We initiate coverage on the stock with a Market Performer rating and a target price 
of Rs112, an upside of 13.3% in the next 12 months. 
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RISKS 
 A generic concern faced by sugar companies is of cane availability. Balrampur has been 

relatively insulated in terms of cane availability due to its locational advantage.  
However, in case several plants are set up in neighboring areas – it may lead to some 
pressure on the availability of cane. It may also lead to players shelling out higher prices 
to ascertain crop availability – impacting margin.  

 We have not factored in benefits from carbon credits in our assumptions as we are 
waiting for more clarity on the mechanism and quantum of benefits.  

 Balrampur is in a significant ramp up mode and hence any delay in execution could 
impact estimates. 
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Profit & Loss 

Year to September (Rs mn) FY04 FY05 FY06E* FY07E FY08E
Net sales 6,932 8,135 17,945 18,061 23,770
Raw materials 4,335 4,367 10,861 11,024 15,454
(%) Of net sales 62.5 53.7 60.5 61.0 65.0 
Power & fuel 38 36 60 50 60
(%) Of net sales 0.5 0.4 0.3 0.3 0.3 
Manufacturing expenses 679 630 1,251 1,259 1,624
(%) Of net sales 9.8 7.7 7.0 7.0 6.8 
Employee cost  351 350 630 546 682
(%) Of net sales 5.1 4.3 3.5 3.0 2.9 
Selling & administrative expenses 159 176 316 253 316
(%) Of net sales 2.3 2.2 1.8 1.4 1.3 
Other expenses 135 406 200 160 200 
Total expenditure 5,697 5,964 13,318 13,291 18,335
EBITDA 1,234 2,172 4,627 4,770 5,434
EBITDA margin (%) 17.8 26.7 25.8 26.4 22.9 
Other income 62 32 60 50 80
Interest 200 192 360 383 529
Depreciation 302 373 664 600 848
PBT 794 1,639 3,662 3,837 4,138
Current tax 61 215 732 767 828
Deferred tax 128 174 0 0 0
PAT 605 1,251 2,930 3,070 3,310
PAT margin (%) 8.7 15.4 16.3 17.0 13.9 
Exceptional items 4 14 0 0 0
Adjusted PAT 601 1,236 2,930 3,070 3,310
 
Balance Sheet 

Year to (Rs mn) FY04 FY05 FY06E* FY07E FY08E
Liabilities   
Equity capital 190 232 248 248 248
Reserves & surplus 2,566 4,688 9,101 11,039 12,935
Net worth 2,755 4,920 9,350 11,288 13,183
Secured loans 3,951 3,864 3,000 5,500 6,250
Unsecured loans 1,388 0 0 0 0
Total debt 5,338 3,864 3,000 5,500 6,250
Total 8,093 8,784 12,350 16,788 19,433
Gross block  7,443 7,746 12,066 15,566 21,066
Accumulated depreciation 2,003 2,370 3,034 3,635 4,482
Net block 5,440 5,376 9,032 11,932 16,584
Capital WIP 19 156 1,000 1,000 500
Total fixed assets 5,458 5,532 10,032 12,932 17,084
Investments 10 453 520 530 530
Current assets 5,158 6,268 5,830 8,345 8,054
Inventories 4,280 4,685 2,215 3,100 3,876
Debtors 219 305 493 744 980
Cash & bank 66 176 1,956 3,216 1,785
Other current assets 593 1,102 1,166 1,284 1,414
Current liabilities & provisions 1,689 2,467 3,015 4,001 5,218
Creditors 1,015 1,394 1,666 2,186 3,064
Other liabilities & provisions 675 1,073 1,349 1,816 2,154
Net deferred tax liability -844 -1,017 -1,017 -1,017 -1,017
Miscellaneous exp 1 15 0 0 0
Total 8,093 8,784 12,350 16,788 19,433
Source: Company, Alchemy InSite 
Note: (1) * 18 months ended September 2006 
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Cashflow Statement 

Year to September (Rs mn) FY04 FY05 FY06E* FY07E FY08E
Pre tax income from operations 732 1,607 3,602 3,787 4,058
Depreciation 302 373 664 600 848
Tax -189 -389 -732 -767 -828
Other income/prior period ad 58 18 60 50 80
Change in working capital -1,075 -223 2,766 -268 76
Cash flow from operations -172 1,386 6,360 3,402 4,234
Change in fixed assets -1,765 -446 -5,164 -3,500 -5,000
Change in investments 3 -443 -67 -10 0
Cash flow from investing activities -1,762 -889 -5,232 -3,510 -5,000
Change in debt 2,047 -1,474 -864 2,500 750
Dividend -214 -423 -707 -1,132 -1,415
Change in equity & share premium 1 1,708 2,222 0 0
Change in deferred tax liability 128 174 0 0 0
Other Adjustments 3 -371 0 0 0
Cash flow from financing activities 1,965 -387 651 1,368 -665
Net increase/decrease in cash & cash equivalents 32 110 1,780 1,260 -1,431
Cash & cash equivalents at beginning of the year 35 66 176 1,956 3,216
Cash & cash equivalents at end of the year 66 176 1,956 3,216 1,785

Ratios 

Year to September FY04 FY05 FY06E* FY07E FY08E
Asset based ratios (%)   
ROCE 12.3 20.8 21.7 25.1 24.0 
ROE 22.0 25.4 20.9 27.2 25.1 
Turnover ratios (days)   
Debtor days 10 12 8 13 13 
Inventory days 193 201 70 54 54 
Creditors days 52 54 31 39 40 
Working capital days 154 163 67 72 55 
Growth ratios (%)   
Net Sales 22.7 17.4 120.6 0.7 31.6 
EBITDA 76.6 76.0 113.1 3.1 13.9 
EPS 105.0 69.2 45.9 57.2 7.8 
CEPS 78.6 46.4 37.9 53.2 13.3 
Per share (Rs)   
EPS 3.2 5.4 7.9# 12.4 13.3 
CEPS 4.8 7.0 9.7 14.8 16.8 
BV 14.5 21.2 37.7 45.5 53.1 
DPS 1.0 1.6 2.5 4.0 5.0 
Margins (%)   
EBITDA 17.8 26.7 25.8 26.4 22.9 
PAT 8.7 15.4 16.3 17.0 13.9 
Tax rate 23.8 23.7 20.0 20.0 20.0 
Dividend payout ratio 31.4 29.7 31.8 32.3 37.5 
Valuations (x)   
P/E 30.7 18.2 12.5 7.9 7.3 
P/CEPS 20.5 14.0 10.2 6.6 5.8 
P/BV 6.7 4.6 2.6 2.2 1.8 
Yield (%) 1.0 1.6 2.6 4.1 5.1 
EV/EBITDA 24.0 12.9 5.5 5.6 5.3 
EV/sales 4.3 3.4 1.4 1.5 1.2 

Source: Company, Alchemy InSite  

Note: (1) * 18 months ended September 2006 
         (2) # Annualised 
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Market Performer 
Rs330 

Bajaj Hindusthan 
Profit at risk

  

Market Price 
(Rs) 

Target 
(Rs) 

Potential  
(%) 

Dividend 
(Rs) 

Div. Yield 
(%) 

Market Cap
 

52- Wk 
Range (Rs) 

BSE  
CODE 

REUTERS 
CODE 

BLOOMBER
G CODE 

330 332 0.7 0.5 0.2 Rs47bn / 
US$1.0bn 569 – 181 500032 BJHN.BO BJH IN 

  

Year End 
September 

Sales 
(Rs mn) 

OPM 
(%) 

Net Profit 
(Rs mn) 

EPS 
(Rs) 

EPS Growth
(%) 

PER 
(x) 

P/BV 
(x) 

ROE 
(%) 

EV/EBITDA
(x) 

FY04 4,975 18.7 608 7.0 – 47.1 20.8 44.3 33.1 

FY05 8,368 24.0 1,392 12.0 71.8 27.4 6.2 22.9 20.8 

FY06E 16,900 23.2 2,621 18.5 55.0 17.8 2.8 16.0 12.5 

FY07E 29,014 22.7 4,226 27.7 49.2 11.9 2.4 20.3 7.5 

FY08E 40,407 20.4 4,628 30.3 9.5 10.9 2.0 15.9 5.6 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 

 

Share O/s (nos) 141.41mn 

Free Float (%) 62.29 

Avg. Daily Vol (6m) 1.78 mn 

Domestic Inst (%) 10.07 

FIIs (%) 30.07 

Others (%) 22.15 

EV/Sales FY2007E  1.8 

BV/Share FY2007 E (Rs) 133 

Debt/Equity FY2007 E (x) 0.3 

ROE FY2007 E (%) 20.3 

Est. 3-Year EPS Growth (%) 36.3 

  

GDR(US$) 7.31 Premium 2.5

BSE  11919 Nifty 3471

Price Performance (%) 

 3m 6m 12m

Absolute 9.0 -22.0 54.1

Relative -15.0 -31.2 4.1
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Investment Positives
 Strong revenue growth through capacity expansions: Bajaj Hindusthan 

(Bajaj) is adding incremental capacities of 104,000tcd in FY05-08E in a bid to 
become one of the world’s top five sugar producers. Led by aggressive capacity 
expansion, net sales are expected to record 69% CAGR in FY05-08E to 
Rs40.4bn in FY08E. 

 Pratappur acquisition to help in eastern UP expansion: We believe the 
acquisition of PSIL would help Bajaj to de-risk its business model with operations 
across UP – thereby shielding the company’s profitability in regard to cane 
shortage, especially in western UP. It would also help Bajaj expand its sugar 
business without being a burden on the parent’s balance-sheet.  

 Significant ramp up in the non-sugar business to reduce cyclicality: The 
company is significantly ramping up its non-sugar business by increasing its 
distillery capacity from 160KLPD in FY05 to 960KLPD in FY08E and setting up a 
90MW cogen plant in FY07E. Consequently, we expect revenues from the non 
sugar business to record a 138.7% CAGR to Rs8.06n in FY08E.   

 To be biggest beneficiary of UP state government incentives: More than 
50% of the company’s incremental capacity is eligible for UP state government 
incentives. We expect incentives of around Rs3bn to flow in the form capital 
subsidy and recurring subsidy in FY06E-FY08E. Therefore, Bajaj, is relatively 
insulated from declines in sugar realizations. 

Investment Concerns 
 Sugar prices/realizations unlikely to go up from current levels: Though 

average sugar realizations of Bajaj are expected to be relatively higher than 
competitors for the reasons mentioned above, they unlikely to go up. Moreover, 
any failure by the government to fulfill its obligation may adversely affect 
realizations and impact profitability. 

 EBIDTA margin to decline from 24% to 20.4%: We believe, despite a 
significant ramp up in the higher margin non-sugar businesses of distillery and 
power, the company will not be able to sustain its current EBIDTA margin as 
more than 75% of revenues would be contributed by the sugar business.  

Valuations 
We believe Bajaj will continue to get premium valuations over the sector owing to its 
aggressive management, global scale of capacities, strong balance-sheet, and robust 
cash flows. With this, we expect the stock to trade at 12x FY07E – thereby arriving at a 
price of Rs332. We initiate coverage on the stock with a Market Performer rating 
and a target price of Rs332, a limited upside of 0.7%  in the next 12 months. 
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Assumptions  
  FY04 FY05 FY06E FY07E FY08E
Sugar  
Cane crushed (MT) 2549000 4302000 8480000 14260000 18775000
Cane price (Rs/MT) 1091 1170 1260 1347 1392
Recovery rate (%) 10.5 9.2 9.9 10.0 10.0
Sugar sales volume (MT) 319422 457988 839520 1426960 1877500
Sugar price (Rs/Kg) 15.0 17.5 18.8* 18.5* 18.2*
  
Power  
Capacity (MW) 0 0 0 90 90
Units generated (Mn) 0 0 0 324.0 345.6
Rate per unit 0 0 0 2.8 2.9
  
Distillery  
Capacity (KLPD) 160 160 320 800 960
Volume (KL) 21219 25939 57600 135000 169200
Average realisation (Rs per litre) 19.9 22.8 22.5 23.0 24.0
Source: Company, Alchemy InSite 
Note:  (1) * incorporates subsidy benefit 
 

Sensitivity analysis 
  Change (%) 
  FY07E FY08E 
Impact on EPS   
Rs1/Kg change in sugar realisation 23.6 28.4 
Rs1/litre in change in distillery realisation 2.2 2.6 
Both 25.8 31.0 
Rs10/MT change in cane cost 2.4 2.8 
Source: Alchemy InSite 
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Investment Positives 

 Strong revenue growth through capacity expansions: Bajaj Hindusthan (Bajaj) is 
adding incremental capacities of 104,000tcd in FY05-08E to become one of the world’s 
top five sugar producers. Led by aggressive capacity expansion, we expect sugar 
volumes to surge from 4.57lakhMT in FY05 to 18.77lakh MT in FY08E. Consequently, 
we expect revenues to record 69% CAGR in FY05-08E to Rs40.4bn in FY08E. 

 Pratappur acquisition to help in expanding footprint across the eastern UP: We 
believe the acquisition of PSIL would help Bajaj de-risk its business model with 
operations spread across UP –shielding the company’s profitability in regard to cane 
shortages, especially in western UP. It would also help Bajaj to expand its sugar business 
without taking a significant burden on the parent’s balance-sheet.  

 Significant ramp up in non-sugar business to reduce cyclicality: To diversify revenue 
streams and de-risk its business model, the company is significantly ramping up its non-
sugar business by increasing its distillery capacity from 160KLPD in FY05 to 960KLPD 
in FY08E and setting up a 90MW cogen plant in FY07E. Consequently, we expect 
revenues from the non sugar business to record a 138.7% CAGR to Rs8.06bn in FY08E.   

 To be biggest beneficiary of UP state government incentives: More than 50% of the 
company’s incremental capacity is eligible for UP state government incentives. We 
expect incentives of around Rs3bn to flow in the form capital subsidy, and recurring 
subsidy in FY06E-FY08E. Therefore, Bajaj, is relatively insulated from declines in sugar 
realizations.  

Investment Concerns 

 Sugar prices/realizations unlikely to go up from current levels: Though the average 
sugar realizations of Bajaj are expected to be relatively higher than competitors for 
reasons mentioned above, they unlikely to go up. Moreover, any failure by the 
government to fulfill its obligation may adversely affect realizations, impacting 
profitability. 

 EBIDTA margins to decline from 24% to 20.4%: We believe despite a significant 
ramp up in the higher margin non-sugar businesses of distillery and power, the company 
will not be able to sustain its current EBIDTA margin as more than 75% of revenues 
would be contributed by the sugar business. And margins from sugar business are 
expected come under pressure on account of rising cane/cost sugar price ratio. We expect 
the ratio to move up from 66.8% in FY05 to 76.5% in FY08E. 

Valuations 

 Bajaj has historically traded in line with the sector P/E. However, Bajaj fetched premium 
valuations in the past year on the back of relatively better ability to capitalise on the 
upturn in sugar cycle by rapidly ramping up capacities. We believe Bajaj should continue 
to get premium valuations over the sector owing to its aggressive management, global 
scale of capacities, strong balance-sheet, and robust cash flows. With this, we expect the 
stock to trade at 12x FY07E EPS) – arriving at a price of Rs332.  

 On the downside, we do not expect the stock to trade less than 9x FY07E (plus cash and 
cash equivalents of Rs30/share), giving us a price of Rs280. To sum up, we do not expect 
the company to deliver hefty returns as in the past and upside too looks limited.    

We initiate coverage on the stock with a Market Performer rating and a target price of 
Rs332, a limited upside of 0.7% in the next 12 months. 
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GROWTH THROUGH HIGHER CAPACITIES  
INDIA’S LARGEST SUGAR PRODUCER WITH A CRUSHING CAPACITY 
OF 56,200TCD  
Table 12: Capacity expansion plans 

Location FY05 FY06 FY07E FY08E
Gola Gokarnnath (Central) 13000 13000 13000 13000
Palia Kalan (Central) 11000 11000 11000 11000
Kinauni (West)) 7000 8000 12000 12000
Thanabhawan (West) 0 7000 10000 10000
Budhana (West) 0 7000 12000 12000
Bilai (West) 0 7000 10000 10000
Saharanpur (West) 0 0 10000 10000
Pilibhit (Central) 0 0 10000 10000
Lakhimpur (Central) 0 0 7000 7000
Pratappur acquisition 0 3200 6000 40000
Total 31000 56200 101000 135000

Source: Alchemy InSite 

TO ADD INCREMENTAL CAPACITIES OF 104,000TCD IN FY05-08E 
Bajaj currently has seven plants in UP – two in central UP, four in western UP and one 
in eastern UP (PSIL) with total cane crushing capacity of 56,200tcd. The company has 
added 25,200tcd of cane crushing capacity in the current financial year from 31,000tcd 
in FY05. The increase in capacities is on account of three new units in Western UP 
(Thanabhawan, Budhana and Bilai) of 7,000tcd each, acquisition of 3,200tcd facility of 
PSIL and de-bottlenecking at one of its existing units (Kinauni), resulting in increase in 
capacities by 1,000tcd.  
For the coming crushing season (SS06-07), Bajaj is in the process of commissioning 
44,800tcd of additional crushing capacities. Of this, 27000tcd is through greenfield 
expansion, 14000tcd is through brownfield expansion and 2800tcd from PSIL. In FY08E, 
Bajaj has announced aggressive expansion for PSIL. The company plans to increase PSIL 
capacities to 40000tcd in FY08E by adding 34000tcd in incremental capacity in a single 
year. 

REVENUES FROM SUGAR BUSINESS TO RECORD A CAGR OF 62.1% 
IN FY05-08E 
Led by aggressive ramp up in capacities, we expect sugar sales volumes to increase from 
4.57lakhMT in FY05 to 8.39lakh MT in FY06E, to 14.26lakh MT in FY07E, and to 
18.77lakh MT in FY08E. Consequently we expect revenues from sugar business to grow 
from Rs8.02bn in FY05 to Rs15.74bn in FY06E, to Rs26.45bn in FY07E and to 
Rs34.14bn in FY08E, a CAGR of 62.1% over FY05-08E. 
Pratappur to aid eastern up expansion  
Bajaj acquired 59% stake in Pratappur Sugar and Industries Ltd (PSIL) for Rs120mn in 
2005. PSIL has 3200tcd operational plant in eastern UP. The acquisition of PSIL will help 
Bajaj expand its footprint in eastern UP. Bajaj has lined up aggressive capex plans of 
Rs8.5bn for PSIL over the next two years. The company intends to increase its crushing 
capacity from 3200tcd, currently, to 6000tcd in FY07E and to 40000tcd in FY08E by 
setting up three new sugar plants in eastern UP. It also is planning to set up 160KLPD 
distillery expected to be operational from FY08E.  
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Chart 22: Capex details 
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Source: Alchemy InSite 

To fund capex, PSIL has raised Rs1.9bn by issuing an aggregate of 3.8mn warrants to Bajaj 
in August 2006. These warrants carry a right to subscribe for one equity share of Rs10 face 
value at a price of Rs500 each (including premium of Rs490). The right is exercisable within 
18 months from the date of allotment. After the conversion, the promoter holding is 
expected to go up to 70% from 59.6%, currently. The company has also passed an enabling 
resolution to issue shares/convertible securities/GDRs/ADRs/FCCBs in Indian or 
international markets up to maximum of Rs5bn. 
We believe PSIL would help the company de-risk its business model by spreading its 
operations across UP, thereby shielding the company’s profitability from cane shortages in 
western UP. The acquisition would also enable the company to leverage its managerial 
expertise in sugar business without being a burden on its parent’s balance sheet. With a 
capacity of 40,000 TCD, PSIL is expected to report revenues of Rs9.6bn and operating 
profit of Rs1.5bn in FY08E. 
PSIL has returned to the black in the first quarter of 2006-07. Against a net loss of 
Rs20.2mn reported in April-June 2005, the company registered a net profit of Rs1.5mn in 
the last quarter. Net sales increased to Rs210.7mn from Rs174.1mn. The company also 
decided to change its financial year from April-March to October-September. So it would be 
closing its accounts for a six-month period ending September 30. It is also implementing a 
stock split in the ratio of 10:1.  
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RAMP UP IN NON-SUGAR BUSINESS TO 
REDUCE CYCLICALITY  
DISTILLERY CAPACITY TO INCREASE FROM 160KLPD IN FY05 TO 
960KLPD IN FY08E 
The company currently has a distillery capacity of 320KLPD, with the Gola Gokarnath 
unit of 100KLPD, the Palia unit of 60KLPD, and Kinauni unit having capacity of 
160KLPD. As a part of the company’s strategy to follow an integrated business model, the 
company is simultaneously increasing distillery capacities to 800KLPD in FY07. This 
includes setting up of three new distilleries of 160KLPD each at Sahranpur, Pilibhit and 
Lakhmipur. In FY08E, the company plans to set up one more distillery of 160KLPD under 
PSIL – taking its total distillery capacity to 960KLPD by FY08E. In three years (FY05-
FY08E), the company is adding 800KLPD of incremental capacity, equivalent to six times 
FY05 distillery capacity. Consequently, alcohol/ethanol volumes are expected to surge 
from 25,939KL in FY05 to 57,600KL in FY06E, to 135,000KL in FY07E, to 169,200KL 
in FY08E.   
Chart 23: Revenues from distillery business 
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Source: Alchemy InSite 

DISTILLERY REVENUES TO RECORD A CAGR OF 89.9% IN FY05-
FY08E 
We expect revenues from the distillery business to grow from Rs592.4mn in FY05 to 
Rs1.29bn in FY06E, Rs3.1bn in FY07E and Rs4.06bn in FY08E, implying a CAGR of 
89.9% in FY05-FY08E. The growth in revenues is expected to accrue from 86.5% CAGR 
in sales volumes and improved realizations of Rs22.5/litre in FY06E, to Rs23/litre in 
FY07E to Rs24/litre in FY08E.  

NET SALEABLE POWER CAPACITY OF 90MW FROM FY07E 
To utilize the surplus baggase generated from manufacturing, the company is setting up a 
90MW cogen plant expected to be operational from FY07E. The company intends to run 
this power plant only in the crushing season. The company has already entered into power 
purchase agreement (PPA) with the UPSEB to supply power at a rate of Rs2.90 per KWH. 
We expect revenues of Rs967.8mn in FY07E and Rs1bn in FY08E from the cogen 
business. Income from cogen business would help the company enjoy a high margin of 
35-40% as it is tax free.  
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FORAY INTO MDF, PB TO UTILIZE SURPLUS BAGGASE 
Bajaj recently announced plans to set up a 100% subsidiary to implement a project to produce 
medium density fibre board (MDF) and particle board (PB) from excess bagasse generated 
from its sugar mills. The cost of the project is estimated to be Rs2.4bn and is expected to be 
completed by November 2007. Bajaj plans to finance the project through Rs1.4bn of debt and 
Rs1bn of equity. The company proposes to set up three plants, one each in western, central and 
eastern U.P with a total capacity to manufacture 50,000m3 of particle board and 160,000m3 of 
medium density fibre board. We expect the company to generate revenues of Rs3bn and an 
EBITDA of Rs900mn from this business in FY08E.  
Chart 24: Growth in non-sugar revenues 
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Chart 25: Composition of non-sugar revenues 
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INORGANIC GROWTH TRIGGERS MAY 
PROVIDE FURTHER UPSIDE 
PLANNING A US$500MN BRAZILIAN FORAY 
Bajaj has earmarked US$500mn for investments in Brazil to tap the growing market for 
alternative fuels. In fact, the company has been aggressive looking at entering Brazil for 
the last six months but nothing has materialized as of now. We gathered from our 
interaction with the management that it was looking at acquisitions and not at setting up a 
new facility, as it would take at least two crushing season for a new plant to be 
operational.  
We believe the main reason for entering the Brazilian market is the availability of cane and 
low cost of production. A presence in the Brazilian market would enable the company to 
capitalize on the growing ethanol market in Brazil as well as reduce dependence on the sugar 
cycle. This venture, if it materializes, would help the company attain a global footprint. 
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BIGGEST BENEFICIARY OF UP 
GOVERNMENT’S INCENTIVES 
HIGHLY LEVERAGED TO SUGAR PRICES BUT INCENTIVES TO DILUTE 
THE IMPACT  
With more than 80% of revenues accruing from the sugar business, the company is highly 
leveraged to sugar prices. According to our estimates, every rupee change in sugar 
realizations impacts profitability by 23.6%. However, more than 50% of the company’s 
incremental capacity is eligible for UP state government incentives which are in the range 
of Rs1-1.5/kg for 5-10 years. In fact, apart from its Gola and Palia units, all others are 
eligible for state incentives. We expect incentives of around Rs3bn to flow in the form of 
capital and recurring subsidy in FY06E-FY08E, which is equivalent around 42% profit 
generated in FY06E-FY08E. Therefore, Bajaj, would be relatively unaffected by a dip in 
sugar realizations.  

HOWEVER, CANE COST/SUGAR PRICE RATIO EXPECTED TO MOVE UP  
Cane prices have increased steadily following higher SAP by the government. Going 
forward, we expect the trend to continue with cane prices moving up on the back of strong 
demand. In fact, cane prices in western UP in the last crushing season were 10-15% higher 
than those in eastern and central UP. Moreover, with five new sugar capacities coming up 
in western UP, cane price may go up further and Bajaj is more vulnerable to cane 
“availability cum pricing” than competitors. We expect cane prices to average 
Rs126/quintal in FY06E, Rs135/quintal in FY07E and Rs139/quintal in FY08E. However, 
sugar prices are unlikely to go up from current levels. Hence the cost of cane as a 
percentage of sugar prices is expected to witness a rising trend. Consequently, we expect 
the ratio to go up from 67.2% in FY06E, to 72.7% in FY07E, and 76.5% in FY08E. This 
is expected put significant pressure on the overall margin.  
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STRONG CASH FLOWS TO FUND CAPEX  
RECENT GDR AND FCCB ISSUES TO FUND CAPEX  
In May 2005, the company raised US$110mn by issuing foreign currency convertible 
bonds (FCCBs) and global depository receipts (GDRs) to fund incremental capital 
expenditure, repayment of outstanding bank loans and working capital requirements. It 
raised US$60mn by issuing 20.8 million GDRs at a price of US$2.88 each (equivalent to 
Rs125 per share) and US$50mn by issuing zero coupon FCCBs which are due for 
conversion in 2010 convertible at Rs147.5 per share. 
In February 2006, Bajaj raised another US$270mn through FCCB and GDRs.  It raised 
US$150mn through a second GDR issue by allotting 18.5 million GDRs at US$8.12 each 
(equivalent to Rs358 per share). Simultaneously, it also issued zero coupon FCCBs due 
2011 amounting to US$120mn, convertible an initial price of Rs465.4 per share.  
After these two rounds of equity dilution, the equity is expected to move up from 
Rs87.3mn in FY04 to Rs152.7mn in FY08E, resulting in a whopping 75% dilution. 
However, going forward, we do not expect any further equity dilution in the medium term, 
considering the strong cash flows from operations.  

HEALTHY CASH FLOWS FROM OPERATIONS TO HELP MEET CAPEX 
REQUIREMENTS 
Bajaj is expected to witness healthy growth in profitability on the back of aggressive 
capacity additions. This in turn will lead to healthy cash flows. Cash flows from 
operations (excluding PSIL) are expected to increase from Rs1.71bn in FY05 to Rs2.61bn 
in FY06E, to Rs4.39bn in FY07E, and to Rs4.4bn in FY08E. This will help the company 
to meet its capex requirements in coming years. Further, the debt-equity ratio of 0.4 in 
FY06E on its stand-alone balance-sheet provides adequate flexibility to raise additional 
debt, if required.   
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FINANCIALS 
REVENUES TO RECORD A CAGR OF 69%  
On the back of aggressive capacity addition of 104,000 TCD in sugar, 800KLPD in 
distillery and 90MW in power in FY05-FY08E, we expect the company’s revenues to record 
a CAGR of 69% over the three-year period (FY05-08E), increasing from Rs8.36bn in FY05 
to Rs40.4bn in FY08E.  
We expect revenues from the non-sugar business to record a CAGR of 138.7% from 
Rs592.4mn in FY05 to Rs8.06bn in FY08E. Consequently, the proportion of revenues from 
non-sugar business is expected to go up from 8.1% in FY05 to 19.1% in FY08E due to 
aggressive capacity addition in the distillery business. 
Chart 26: Composition of revenues 
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EBIDTA MARGIN TO DECLINE FROM 24% TO 20.4% 
We believe the company will not be able to sustain its current EBIDTA margin as more than 
75% of its revenues are estimated to be contributed by the sugar business.  
We expect cane cost/sugar price ratio to move up from 66.8% in FY05 to 76.5% in FY08E. 
Consequently, we expect the EBIDTA margin to decline from 24% in FY05 to 20.4% in 
FY08E.   
We expect the EBITDA to report a CAGR of 60.2% in the next three years from Rs2bn in 
FY05 to Rs3.92bn in FY06E, Rs6.57bn in FY07E and Rs8.24bn in FY08E. 
Chart 27: Trend in OPM 
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VALUATIONS 
NET PROFIT TO RECORD A CAGR OF 49.3% IN THE NEXT THREE 
YEARS 
Led by 69% CAGR in revenues and 60.2% CAGR in EBIDTA, net profit is expected to 
record a CAGR of 49.3% over the next three years (FY05-08E).  
We expect net profit to grow from Rs1.39bn in FY05 to Rs2.62bn in FY06E, to Rs4.22bn in 
FY07E, and to Rs4.63bn in FY08E. 

TARGET PRICE OF RS332- AN UPSIDE OF 0.7% 
Bajaj earlier used to trade in P/E band of 5-10x its one year forward earnings, in line with 
the sector multiple. However, over the last one year, apart from sector re-rating, Bajaj started 
getting premium valuations over the sector multiple. This was mainly on account of two 
reasons. Positive outlook for the industry in domestic as well as international markets and 
the ability of the company to capitalise on the upturn in sugar cycle by rapidly ramping up 
capacities.  
Chart 28: P/E band 
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Source: Alchemy InSite 
We believe Bajaj should continue to get premium valuations over the sector owing to its 
aggressive management, global scale of capacities, strong balance-sheet, and robust cash 
flows. With this, we expect the stock to trade at 12x FY07E EPS –arriving at a price of 
Rs332.  
On the downside, we do not expect the stock to trade less than 9x FY07E (plus cash and 
cash equivalents of Rs30/share), giving us a price of Rs280. To sum up, we do not expect 
the company to deliver hefty returns as in the past and upside too looks limited.    
We initiate coverage on the stock with a Market Performer rating and a target price of Rs332 
– limited upside of 0.7% in the next 12 months. 
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RISKS 
 Bajaj is currently sitting on huge cash surplus of Rs4.5bn and is expected to generate 

more than Rs10bn of cash in FY08E. Thus the company has sufficient cash for 
acquisitions in India and abroad.  

 Any failure on the part of UP state government to fulfill its obligations can adversely 
affect realizations of the company. 

 Bajaj is in a significant ramp up mode and hence any delay in execution could impact 
estimates. 
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Profit & Loss 

Year to September (Rs mn) FY04 FY05 FY06E FY07E FY08E
Net sales 4,975 8,368 16,900 29,014 40,407
Raw materials 3,268 5,316 10,987 19,213 26,135
(%) of net sales 65.7 63.5 65.0 66.2 64.7 
Power & Fuel 51 58 114 189 196
(%) of net sales 1.0 0.7 0.7 0.7 0.5 
Manufacturing expenses  334 432 850 1,409 1,459
(%) of net sales 6.7 5.2 5.0 4.9 3.6 
Employee costs  220 280 550 850 1,067
(%) of net sales 4.4 3.3 3.3 2.9 2.6 
Selling & administrative expenses 71 186 344 572 987
(%) of net sales 1.4 2.2 2.0 2.0 2.4 
Other expenses 102 91 136 204 225
Total expenditure 4,046 6,362 12,980 22,437 32,168
EBITDA 928 2,005 3,920 6,578 8,239
EBITDA margin (%) 18.7 24.0 23.2 22.7 20.4 
Other income 182 202 455 621 909
Interest 141 152 132 44 218
Depreciation 191 351 740 1,059 1,959
PBT 778 1,704 3,503 6,096 6,971
Current tax 29 267 874 1,829 2,124
Deferred tax 140 29 0 0 0
PAT 610 1,407 2,629 4,267 4,847
PAT margin (%) 12.3 16.8 15.6 14.7 12.0 
Exceptional items 2 16 0 0 0 
Minority interest 0 0 8 41 219
Adjusted PAT 608 1,392 2,621 4,226 4,628

Balance Sheet 

Year to September (Rs mn) FY04 FY05 FY06E FY07E FY08E
Liabilities   
Equity capital 87 116 141 153 153
Reserves & surplus 1,290 6,025 16,114 20,158 23,895
Net worth 1,377 6,141 16,255 20,311 24,048
Secured loans 3,202 3,818 500 650 750
Unsecured loans 19 1,283 6,075 5,775 5,475
Total debt 3,222 5,100 6,575 6,425 6,225
Total liabilities 4,599 11,242 22,830 26,736 30,272
   
Assets   
Gross block 4,083 6,552 14,052 19,552 22,052
Accumulated depreciation 1,637 1,989 2,715 3,716 4,842
Net block 2,447 4,563 11,337 15,836 17,210
Capital wip 1,786 6,235 4,000 1,500 100
Total fixed assets 4,233 10,797 15,337 17,336 17,310
Investments 1 51 2,071 4,071 4,071
Current assets 1,496 1,823 8,481 8,692 12,653
Inventories 774 556 1,994 2,233 2,582
Debtors 278 179 721 920 1,119
Cash & bank 40 58 4,366 3,539 6,553
Other current assets 404 1,031 1,400 2,000 2,400
Current liabilities & provisions 706 975 2,608 2,913 3,312
Creditors 619 514 1,849 1,724 2,113
Other liabilities & provisions 88 461 760 1,188 1,198
Net deferred tax liability -424 -453 -450 -450 -450
Miscellaneous exp 0 0 0 0 0
Total assets 4,599 11,243 22,830 26,736 30,272
Source: Company, Alchemy InSite 
Note: These numbers are standalone  
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Cashflow Statement 

Year to September (Rs mn) FY04 FY05 FY06E FY07E FY08E
Pre tax income from operations 596 1,502 3,018 5,300 4,669
Depreciation 191 351 726 1,001 1,126
Tax -168 -297 -867 -1,770 -1,641
Other income/prior period ad 182 202 450 600 800
Change in working capital 522 -39 -716 -734 -548
Cash flow from operations 1,323 1,719 2,611 4,397 4,406
Change in fixed assets -2,531 -6,916 -5,266 -3,000 -1,100
Change in investments 13 -50 -2,020 -2,000 0
Cash flow from investing activities -2,519 -6,966 -7,286 -5,000 -1,100
Change in debt 1,423 1,879 1,474 -150 -200
Dividend -35 -60 -73 -85 -92
Change in equity & share premium 0 3,429 7,586 11 0
Change in deferred tax liability 140 29 -3 0 0
Capital subsidy transferred to P&L -417 -12 0 0 0
Cash flow from financing activities 1,111 5,265 8,983 -224 -292
Net increase / decrease in cash & cash equivalents -84 18 4,309 -827 3,014
Cash & cash equivalents at beginning of the year 123 40 58 4,366 3,539
Cash & cash equivalents at end of the year 39 58 4,367 3,539 6,553
 
Ratios 

Year to September  FY04 FY05 FY06E FY07E FY08E
Asset based ratios (%)   
ROCE 20.0 16.5 15.8 22.2 18.2 
ROE 44.3 22.9 16.0 20.3 15.9 
Turnover ratios (days)        
Debtor days 18 10 10 11 13 
Inventory days 75 29 28 28 31 
Creditors days 31 25 26 24 25 
Working capital days 80 36 74 78 98 
Growth ratios (%)        
Net Sales – 68.2 102.0 71.7 39.3 
EBITDA – 116.0 95.5 67.8 25.3 
EPS – 73.1 52.1 47.0 (7.3)
EPS (Consolidated) – 71.8 55.0 49.2 9.5 
Per share (Rs)        
EPS 7.0 12.1 18.4 27.0 25.1 
EPS (Consolidated) 7.0 12.0 18.5 27.7 30.3 
BV 15.8 52.8 115.0 133.0 157.5 
DPS 0.4 0.5 0.5 0.6 0.6 
Margins (%)        
EBITDA 18.7 24.0 23.2 22.7 20.4 
PAT 12.3 16.8 15.6 14.7 12.0 
Tax rate 21.6 17.4 24.9 30.0 30.5 
Dividend payout ratio 5.7 4.2 2.8 2.1 2.4 
Valuations (x)        
P/E 47.2 27.3 17.9 12.2 13.2 
P/E (Consolidated) 47.4 27.6 17.8 11.9 10.9 
P/BV 20.9 6.2 2.9 2.5 2.1 
Yield (%) 0.1 0.2 0.2 0.2 0.2 
EV/EBITDA 33.1 20.8 12.5 7.5 5.6 
EV/sales 5.9 4.7 2.9 1.7 1.1 

Source: Company, Alchemy InSite 

 

 
 
 
 
 
 
 
 



Alchemy InSite  

54 

Sugar Industry 
Charts 

Chart 1: Per capita consumption ....................................................................................................... 4 

Chart 2: Inventory as (%) of consumption ......................................................................................... 5 

Chart 3: India’s demand-supply dynamics......................................................................................... 6 

Chart 4: Excess/deficit supply (DD-SS gap)...................................................................................... 6 

Chart 5: UP’s share in India’s sugar and sugarcane production........................................................ 8 

Chart 6: Higher cane cultivation needed in UP to sustain production................................................ 9 

Chart 7: Additional area for cane cultivation in India ......................................................................... 9 

Chart 8: Ratio of cane cost to sugar prices ..................................................................................... 11 

Chart 9: Operating margins of the companies from 1999-00* ......................................................... 11 

Chart 10: Trend in SMP over 1999-2006......................................................................................... 15 

Chart 11: International and domestic sugar prices .......................................................................... 16 

Chart 12: International price trend................................................................................................... 19 

Chart 13: Global demand-supply scenario ...................................................................................... 20 

Chart 14: Bajaj Hindusthan ............................................................................................................ 22                               

Chart 15: Balrampur Chini............................................................................................................... 22 

Tables 

Table 1: Demand-supply situation..................................................................................................... 4   

Table 2: Major capacity expansions (TCD) announced in UP ........................................................... 8 

Table 3: Assumptions........................................................................................................................ 9 

Table 4: Assumptions........................................................................................................................ 9 

Table 5: Forecasted ethanol demand.............................................................................................. 12 

Table 6: Forecasted demand for molasses ..................................................................................... 13 

Table 7: Cost of production of Ethanol – Existing unit & new unit ................................................... 14 

Table 8: Landed cost of sugar......................................................................................................... 16 

Table 9: UP government’s incentives .............................................................................................. 17 

Table 10: World’s major sugar exporting countries ......................................................................... 18  

APPENDIX III



Sugar Industry 

 55 

Balrampur Chini 
Charts 

Chart 16:  Distillery and power capacities ...............................................................................................................................29 

Chart 17: Proportion of revenues from non sugar businesses ................................................................................................30 

Chart 18:  Growth in non-sugar revenues ...............................................................................................................................32 

Chart 19: Revenues from non-sugar businesses (Composition of revenues) .........................................................................32 

Chart 20: Cane cost/sugar price and EBIDTA margin.............................................................................................................33 

Chart 21: P/E band .................................................................................................................................................................35 

Tables 

Table 11: Balrampur’s capacity expansion plans....................................................................................................................28 

 

Bajaj Hindusthan 
Charts 

Chart 22: Capex details ..........................................................................................................................................................43 

Chart 23: Revenues from distillery business...........................................................................................................................44 

Chart 24: Growth in non-sugar revenues ................................................................................................................................45 

Chart 25: Composition of non-sugar revenues .......................................................................................................................45 

Chart 26: Composition of revenues.........................................................................................................................................49 

Chart 27: Trends in OPM ........................................................................................................................................................49 

Chart 28: P/E band .................................................................................................................................................................50 

Tables 

Table 12: Capacity expansion plans .......................................................................................................................................42 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Alchemy InSite  

56 

InSite Equity Investment Advisers 
Anindya Chatterjee a.chatterjee@insiteequity.com +16462480525 
Norman D’Costa norman.dcosta@insiteequity.com +4420 7664 4111 
Sanjeev Mohta sanjeev.mohta@insiteequity.com +65 6327 4690 
Sudhir Padiyar sudhir.padiyar@alchemyonline.com 91-22-6639 9128 

Equity Research 
Analyst   Sector coverage     Email   Telephone  
R. Muralikrishnan Head - Institutional Equity muralikrishnan@alchemyonline.com 91-22-6639 9146 
Kunal Shah Banks & Financial Services kunal.shah@alchemyonline.com 91-22-6639 9143 
Nirmal Shah Mid-Cap nirmal.shah@alchemyonline.com 91-22-6639 9145 
Rohita Sharma  Pharmaceuticals  rohita.sharma@alchemyonline.com 91-22-6639 9177 
Yasmin Shah FMCG/Textiles yasmin.shah@alchemyonline.com 91-22-6639 9175 
Nitesh Momaya FMCG/Textiles nitesh.momaya@alchemyonline.com 91-22-6639 9181 
Ballabh Modani Oil & Gas ballabh.modani@alchemyonline.com 91-22-6639 9140 
Sameer Goyal Software and Hotels sameer.goyal@alchemyonline.com 91-22-6639 9149 
Urmik Chhaya Infrastructure urmik.chhaya@alchemyonline.com 91-22-6639 9176 
Nirav Parikh Infrastructure nirav.parikh@alchemyonline.com 91-22-6639 9147 
Ram Modi Steel ram.modi@alchemyonline.com 91-22-6639 9123 
Praveen Kotian  Databases  praveen.kotian@alchemyonline.com 91-22-6639 9142 
Rupali Nambiar Editor rupali.nambiar@alchemyonline.com 91-22-6639 9195 
Sushama Patil  Research Production  sushama.patil@alchemyonline.com  91-22-6639 9129 
 

Sales / Dealing 
Arun Singh  arun@alchemyonline.com 91-22-6639 9125 
Simraan Teckchandani simraan@alchemyonline.com 91-22-6639 9126 
Chetan Chitroda  chetan@alchemyonline.com 91-22-6639 9134 
Mayur Shah  mayur.shah@alchemyonline.com 91-22-6639 9121 
Dipesh Patel  dipesh.patel@alchemyonline.com 91-22-6639 9135 
Amit Sampat amit.sampat@alchemyonline.com 91-22-6639 9188 
    

Disclosure of interest statement* 
  Balrampur Chini Bajaj Hindusthan  
 Analyst holding of the stock NO NO  
 Firm holding of the stock NO NO  
 Owners holding of the stock YES NO  
 * Dated 7 September, 2006   
    

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. 

 

ALCHEMY SHARE & STOCK BROKERS PVT. LTD. 
Navsari Building, 4th Floor, 240 Dr D. N. Road, Fort, Mumbai: 400 001. India 

(Tel): 91-22-6639 9100                   (Fax): 91-22-2203 3575 

 


	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


