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Event

The government restricted the use of sugarcane juice and sugar syrup for ethanol production in ethanol supply year
(ESY) 2023-24 (November 2023 to October 2024) on December 71, 2023, with immediate effect. However, supply
of ethanol from existing offers received by oil marketing companies from B heavy molasses, C heavy molasses and
grains will continue.

Background

Production of sugarcane and sugar is projected to decline ~9% and ~3%, respectively due to scanty rainfall seen in
key sugarcane producing states of Maharashtra and Karnataka.

At the end of SS 2023 (in September 2023) closing inventories of sugar were adequate to meet just 2 months’
consumption as against the past 5-year average of 4 months’ consumption. In light of diminished sugarcane
production and sugar supplies, the government implemented several measures.

In October 2023, it extended restrictions on sugar exports beyond October 2024. In July, the Food Corporation of
India stopped supplying rice for ethanol production amid supply concerns.

Impact on sugar mills in SS 2023-24

e Sugar production to decrease at a slower pace of 3-4%, against the earlier estimated 10-11%

e Ethanol production to fall 20%, which could bring ethanol blending rate to less than 10% in ESY 2023-24,
against 12% in 2022-23

Prioritising sugar over ethanol amid scarce cane supply

India experienced in scanty rainfall in key sugarcane-producing states such as Maharashtra and Karnataka that
received 3% and 18% lower rainfall on-year. Insufficient water availability led to lower yields. As a result, sugarcane
production is expected to decrease ~9% in SS 2023-24 (October 2023 to September 2024)

Given sugarcane is a key raw material for production of both sugar and ethanol, dwindling supply is compelling
producers to choose between the two.

Against the backdrop of price volatility in staples like rice, wheat, onion, tomato, and the upcoming national
elections, the government has taken measures to control domestic sugar prices.

It has banned production of ethanol directly from sugarcane juice with immediate effect. However, production of
ethanol from B heavy molasses and C heavy molasses is still permitted. Of the total ethanol produced in the
country, ethanol from cane juice accounted for 25-30% while that from B heavy molasses accounted for over about
60-65%. Ethanol from C heavy molasses and grains accounted for the rest.

Sugar mills will now divert more sugarcane towards production of B heavy and C heavy molasses, originally
intended for ethanol production from sugarcane juice. This is expected to boost sugar production by ~2.5 million
tonne for SS 2023-24
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Sugar production to be lower than SS 2022-23 level in SS 2023-24
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Sugar prices set to ease because of improved availability

Sugar prices surged 7% and 5% in SS 2021-22 and SS 2022-23, respectively. By the end of SS 2022-23, sugar
prices had crossed Rs 40 per kg in northern India, due to lower sugarcane availability and its increased diversion
towards ethanol. Closing inventory stood at 2 months’ consumption in SS 2022-23, versus an average of 4 months
in the last 5 years.

Going forward, with sugar supply expected to rise by 2-2.5 million tonnes, prices are expected to rise a moderate 3-
4% in SS 2023-24 on-year. The closing inventory would surpass 3 months’ consumption, ensuring adequate supply
for the country.

Sugar prices continue rising, albeit at a slower pace, in SS 2023-24
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Ebitda margin of integrated mills to dip as they cease ethanol production from sugarcane
juice
The cessation of a substantial portion of ethanol production is expected to result in reduced Ebitda (earnings

before interest, taxes, depreciation, and amortisation) margins in the distillery segment of integrated sugar
mills.

Consequently, overall Ebitda margins of integrated sugar mills are projected to decline by about 100 basis
points in SS 2023-24. A further fall in margins would be arrested by higher sugar prices that would lead to
better profitability from the sugar segment.

Ebitda margins of integrated sugar mills
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Note: Companies considered in the sample set collectively account for 30-35% of the market size:

North-based mills — Bajaj Hindusthan Ltd, Balrampur Chini Mills Ltd, Dhampur Sugar Mills Ltd, Oudh Sugar Mills Ltd, Rana Sugars Ltd, Simbhaoli
Sugars Ltd, Triveni Engineering & Industries Ltd, Upper Ganges Sugar & Industries Ltd, Uttam Sugar Mills Ltd, and Dalmia Bharat Sugar &
Industries Ltd

South-based mills — Bannari Amman Sugars Ltd, Dharani Sugars & Chemicals Ltd, K C P Sugar & Industries Corporation Ltd, Kothari Sugars &
Chemicals Ltd, Ponni Sugars (Erode) Ltd, Rajshree Sugars & Chemicals Ltd, Sakthi Sugars Ltd, Thiru Arooran Sugars Ltd, Ugar Sugar Works
Ltd, and Andhra Sugars Ltd

Source: Industry, CRISIL MI&A Research
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Ethanol production to decline ~20% in SS 2023-24
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Petrol-ethanol blending rate to drop in SS 2023-24
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SS 2023-24 (revised

® C heavy molasses

The government’s ambitious target of attaining 20% ethanol-blended petrol by EY 2024-25 and 30% by EY 2029-30

is likely to face setbacks due to the halt of ethanol production from sugarcane juice in EY 2023-24.

In EY 2022-23, a blending rate of 12% was achieved, and the industry had anticipated a rate of 13-15% in EY
2023-24. However, the new regulation is expected to keep the blending rate below 10% in EY 2023-24, with

ethanol production projected to fall 20% and petrol consumption expected to increase 5%.



About CRISIL Market Intelligence & Analytics

CRISIL Market Intelligence & Analytics, a division of CRISIL, provides independent research, consulting, risk solutions, and data &
analytics. Our informed insights and opinions on the economy, industry, capital markets and companies drive impactful decisions for
clients across diverse sectors and geographies.

Our strong benchmarking capabilities, granular grasp of sectors, proprietary analytical frameworks and risk management solutions
backed by deep understanding of technology integration, make us the partner of choice for public & private organisations, multi-lateral
agencies, investors, and governments for over three decades.

About CRISIL Limited

CRISIL is a leading, agile, and innovative global analytics company driven by its mission of making markets function better.

Itis India's foremost provider of ratings, data, research, analytics, and solutions with a strong track record of growth, culture of innovation,
and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers through businesses that
operate from India, the US, the UK, Argentina, Poland, China, Hong Kong, UAE, and Singapore.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics and data to the
capital and commodity markets worldwide.

For more information, visit www.crisil.com

Connect with us: LINKEDIN | TWITTER | YOUTUBE | FACEBOOK | INSTAGRAM

CRISIL Privacy Notice

CRISIL respects your privacy. We may use your personal information, such as your name, location, contact number and email id to fulfil
your request, service your account and to provide you with additional information from CRISIL. For further information on CRISIL’s privacy
policy please visit www.crisil.com/privacy.

Argentina | Australia | China | Hong Kong | India | Japan | Poland | Singapore | Switzerland | UAE | UK | USA C R I S I L

CRISIL Limited: CRISIL House, Central Avenue, Hiranandani Business Park, Powai, Mumbai — 400076. India

Phone: + 91 22 3342 3000 | Fax: + 91 22 3342 3001 | www.crisil.com

. An S&P Global Company
IN /company/crisil t@CRISILLimited f /CRISILLimited i /user/CRISILLimited (Q)/lifeatcrisil


http://www.crisil.com/
https://www.linkedin.com/company/crisil/?viewAsMember=true
https://www.linkedin.com/company/crisil/?viewAsMember=true
https://www.linkedin.com/company/crisil/?viewAsMember=true
https://www.linkedin.com/company/crisil/?viewAsMember=true
https://twitter.com/CRISILLimited
https://twitter.com/CRISILLimited
https://www.facebook.com/CRISILLimited
https://www.facebook.com/CRISILLimited
https://www.facebook.com/CRISILLimited
https://www.facebook.com/CRISILLimited
https://www.youtube.com/channel/UCsb_-2P8NUnQ36cTmGYoBVA?reload=9
https://www.youtube.com/channel/UCsb_-2P8NUnQ36cTmGYoBVA?reload=9
https://www.youtube.com/channel/UCsb_-2P8NUnQ36cTmGYoBVA?reload=9
https://www.youtube.com/channel/UCsb_-2P8NUnQ36cTmGYoBVA?reload=9
https://www.instagram.com/lifeatcrisil/
https://www.instagram.com/lifeatcrisil/
https://www.instagram.com/lifeatcrisil/
https://www.instagram.com/lifeatcrisil/

