Sugar stocks: Price surge and ethanol boost fuel interest

Diptisharma
diptisharrma@livermintoom

he goods and services tax
(GST) on molasses has

plummeted from 28% to
just 5%, Molasses isa byproduct
of sugar production. For listed
sugar companies though, it
wionild notmove theneedle, “GST
cut onmolasseswill have littleto
noimpact onsugar conipanies as
there is limited third party pur-
chases of molasses. Most of the
molassesused forethanol mamr-
facturing issourced internally,”
said Prashant Biyani, vice presi
dent - institutional equity, Elara
Capital. Thus, the impact on
sugar companies would vary

based onasugarmanufacturer's
reliance on external purchases.

Nevertheless, sugar stocks
have seen adecent rally lately.
Shares of Shree Renulka Sugars
Ltd, Balrampur Chini Mills Ltd
and Triveni Engineering &
Inclustries Ltd have increased by
arcund 25%, 1L4% and 39%,
respectively, in the past three
months,

Higher sugar prices account
for a good part of the optimism
here, Sugar prices in India have
remained elevated amid low
inventory levelsand heightened
demand. Elara Capital notesthat
domesticsugarpriceshave risen
5-8% to 150 per kg in the past
three months, Owutlook on prices

Upward trajectory
Over the past decade, the ethanol blending programme has seen
good progress.
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appears upbeat. DAM Capital
Advisorswarn ofpotential sugar
shortagesifsugarcane crushing is
delayed past 15 November, lead-

ing to expectations of sustained
higher prices. Meanwhile, wor-
ries about the country'sexpected
output and the possibility af low

or nilexports have driven global
sugarpricestoamulti-year hich.
Indiaisone oftheworld's leading
sugar exporters. Given this,
investors should watch out for
news flowon sugar exports. “Ttis
unlikely that India shall export
anvsugarinthe nextseason,” said
Ravi Gupta, executive director,
Shree Renuka Sugars, Mean-
while,overthe medium term, the
ethanol blending policvisantici-
pated toprovide asignificant [l
lip to the sugar sector. “Ethanol
blendingpolicy hasusedsurplus
sugaras a boon. This has helped
sugarindustry in making sustain

able margin for the benefit of
farmersalongwith reducing car-
bonemissions,” said Gupta. The

blending of ethanol with petrol
hasrisen toIL8%in2022-23 from
4.2% in 2017-18. “This has led to
about 4.0 mit equivalent sugar
diversion towards ethanol, The
government intends to achieve
ethanol blending target of 20%
by 2025-26, which is likely to
result in about 7-8 mt sugar
diversion towards ethanol,”
according to DAM Capital.
Asaresult ofthis policy, “More
than revenue, profit contribution
isrisingsignificantly forthesugar
mills,” said Achal Lohade,
research analyst, JM Financial
Institutional Securities. Going
ahead, expanding into grain-
based ethanol isseen as the next
erowth lever for sugar firms.



