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CARE expects pressure on profitability margins of Sugar mills in SS 2011-12
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Sugar output in the current sugar season (SS 2011-12)
is estimated to be about 26 million MT on account of
higher sugar cane production on the back of higher cane
acreage. With an opening stock of 5.6 million MT and
an estimated annual domestic consumption of 22
million MT, the industry is expected to have a surplus
of 9.6 million MT at the end of SS 2011-12. It will
create an oversupply situation leading to moderation in
sugar prices. Increase in SAP of sugarcane from Rs.205
per quintal to Rs.240 per quintal in U.P., the largest
sugarcane producing state in the country, has further put
pressure on the cost structure of the sugar mills,
particularly the UP based mills. This coupled with high
interest rates and thereby high inventory carrying cost is
likely to put pressure on debt servicing capability of
non-integrated sugar mills. For integrated players the
situation is expected to be relatively better with
realisations from ethanol and co-generation offsetting

losses from sale of sugar.
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On the global front, the situation is likely to remain flat with closing stock expected to
remain at the same level as that of last season. Surplus production in Australia and
India are likely to offset lower supply from Brazil. Despite higher output, Government
of India has so far allowed export of only one million tonne of sugar. Further
allowance of export by the government by two to three million tonne may ease the
excess inventory situation resulting in improvement in the domestic sugar prices.

Higher carry over inventory, high sugarcane prices and unattractive sugar prices is
currently acting as a dampener to the industry. Thus, timely allowance of exports is

critical to the performance of the sugar mills.
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Disclaimer

“CARE Ratings proposes, subject to receipt of requisite approvals, market conditions and other considerations, to make an
initial public offer of its equity shares through an offer for sale and has filed a draft red herring prospectus (“DRHP”) with
the Securities and Exchange Board of India (“SEBI”). The DRHP is available on the website of SEBI at www.sebi.gov.in as
well as on the websites of the Book Running Lead Managers at www.investmentbank.kotak.com, www.dspml.com,
www.edelweissfin.com, www.icicisecurities.com, www.idbicapital.com, and www.sbicaps.com. Investors should note that
investment in equity shares involves a high degree of risk and for details relating to the same, see the section titled “Risk
Factors” of the DRHP. This press release is not for publication or distribution to persons in the United States, and is not an
offer for sale within the United States of any equity shares or any other security of CARE Ratings. Securities of CARE
Ratings, may not be offered or sold in the United States absent registration under U.S. Securities Act of 1933, as amended,
unless exempt from registration under such act.”
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