AL 3 { x ) o 8% v o A
O e ; P ¥ .‘, : «.;u’- :,._/,” , R 2o ’: y - r : Z -
Dhampur Sugar Mllls erlted v R e S
Annual Report 2018 1900 Lo LT e e gy et
> ’ \ Ve P i : 4 ." : < 5
N 3

 $ e 3 5
IRl A : Hovv Dhampur Sugar has created a ground shlft m Its
B e A e busmess strategy to enhance stakeholder value %7
LR PN KT Ly B % % ; ;
‘ | Sy 3 A SH O g S : AL R ot
5 \ o 4 . 2 ¥ .
AR : ST g : \ By ; ;‘:v b
323 2 b P o AR N Lot - - 7 . :




Contents

Corporate snapshot

Our milestones

Our performance over the years
Managing Director’s review
Operational review

Our strategic vision

Our cane development activities
Our integrated value-creation report
Business segment review
Management discussion and analysis
Board report

Report on Corporate Governance

Consolidated financial statements

Forward-looking statement

In this Annual Report, we have disclosed forward-looking information to enable investors to
comprehend our prospects and take informed investment decisions. This report and other
statements — written and oral — that we periodically, ‘projects, ‘intends, ‘plans, ‘believes’and
words of similar substance in connection with any discussion of future performance. We cannot
guarantee that these forward-looking statements will be realised, although we make, contain
forward-looking statements that set out anticipated results based on the management’s plans
and assumptions. We have tried wherever possible to identify such statements by using words
such as‘anticipates, ‘estimates, ‘expects' believe we have been prudent in our assumptions. The
achievement of results is subject to risks, uncertainties and even inaccurate assumptions. Should
known or unknown risks or uncertainties materialise, or should underlying assumptions prove
inaccurate, actual results could vary materially from those anticipated, estimated or projected.
Readers should bear this in mind. We undertake no obligation to publicly update any forward-
looking statements, whether as a result of new information, future events or otherwise.



DIL MEIN MITHAAS!

There are two big messages that we wish
to communicate about our performance
in 2018-19.

Two, the performance
came in the backdrop of
the government’s landmark

One, the Company
built on a cash profit of
3215.76 crore in

Biofuel Policy that promises
to transform destinies
for integrated sugar
manufacturers.

2017-18 with a cash
profit of ¥324.63 crore
in 2018-19.

The result is that the performance of the
Company during the year under review
represents the bottom-end of a long
J-curve that is expected to transform the
Company’s performance.



0 Our vision

Innovate and Optimise for the benefit of all stakeholders.

Our mission
Making a positive contribution to the environment we operate in.

Professionalism

Integrity: Trusted partnership
Commitment: Be Responsive
Accountability: Take ownership

Passion to excel

Determination: Lead change and walk the extra mile

Value Adding Team Work: Build strength through a shared vision
Learning & Innovation: Innovate through learning

Respect

Diversity & Inclusiveness: Provide equal opportunity
Value time: Punctuality in all areas

Humanity: Be sensitive and generate energy

Act responsibly

Business Ethics: Apply ethical principles

Corporate Citizenship: Fulfil social, economic & legal Responsibilities
Corporate Governance: Drive fairness, accountability, responsibility and
transparency
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things you need
to know about the
exciting world of
Dhampur Sugar
Mills Limited

9 Legacy

Dhampur Sugar is one of the most
prominent players in India’s organized
sugar business. The Company was founded
by Lala Ram Narain in 1933 with a cane
crushing capacity of 300 tonnes per day.
Today the Company is one of the nation’s
oldest integrated sugar companies
comprising power generation and also
ethanol manufacturing capacities. The
Company has five manufacturing facilities
in Uttar Pradesh in Dhampur, Asmoli,
Meerganj, Rajpura and Mansurpur.

9 Diversified

Dhampur Sugar is one of the largest
integrated sugar mills in the country.
Besides sugar, which is the Company’s

key product, it is also engaged in the
manufacture of ethanol and power
generation using by-products. This diverse
basket of products helps the Company
de-risk from business cyclicality while
maximising returns.



e Scale 9 Product portfolio

are quU|pped with a cane crushing Refined sugar Power generation Ethanol Bio-compost
capacity of 45,500 tonnes per day.

Dhampur Sugar’s distillery segment
possesses a capacity of 400 Kilo Retail sugar Extra neutral alcohol Bio-fertilisers
litres per day and the power co-

White sugar Ethyl acetate Liquid

Raw sugar Other allied products
generation segment has a capacity
of 220.50 megawatts. The ratio of
power generation and ethanol
manufacturing vis-a-vis sugar capacity 9 Capacities
Sugar crushing 45,500 15,000 9,000 8,500 8,000 5,000
Focus (TCD)
= Maintaining core competence Sugar refinery 1,700 900 300
in sugar manufacture in the most (TPD)
efficient way and the manufacture of Renewable 220.5 (surplus: =65 « Bio mass 48 33 19
allied products through the optimum energy ~125 MW) . 8MW — 40
utilization of by-products. (including (slop -Biogas -4
biogas-based bailler
= Recruiting and retaining skilled and power, MW) b:;:; o 3~f9|'MW (slop
experienced human capital powe) k;glNeer;)based
m Building our business around sound Liquid bio 1 1
governance fertiliser (KLPD)
= Building the community in the areas Distillery (KLPD) 400 250 150 Molasses supplied to Dhampur and

Asmoli distilleries
of our presence.

Organic 20,000 15,000 5,000
. manure-‘Power
e Ratlngs Booster’
The Company’s long-term and (tonnes/year)
medium-term ratings stands at A(-)
with outlook stable as assigned by
CARE @ Segmental share
e Listing Revenue (% crore)* EBIT (% crore)
The Company’s shares are listed .
and actively traded on the BSE and N & 3 N + B 3
e 2 o) < <9 N 2
NSE. The market capitalisation of the N = o o | =
Company was %1,547.16 crore on ) o
BSE and %1,546.50 crore on NSE as on .
March 31, 2019. ~ N~
\e) o
R 8
Sugar Power Distillery/ Sugar Power Distillery/
Chemicals Chemicals

*External revenues

2017-18 ™ 2018-19
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Our milestones

2008

= Expanded sugar
crushing capacities

- Dhampur to 15,000
TCD, Asmoli to 9,000
TCD and Mansurpur to
8,000 TCD

2007

= |nstalled multi-fuel high
pressure boilers (105kg/
cm?and 170 tonnes/hour) at
Dhampur and Asmoli

= New sugar refinery at
Asmoli (900 TCD))

® Increased Dhampur

1933 o .
distillery capacity to

m Sugar mill established 170 KLPD
at Dhampur m Greenfield sugar unit at
Rajpura (7,500 TCD)
1987 = Installed co-generation plants

- Dhampur (65 MW), Asmoli (40
MW), Mansurpur (28 MW) and
Rajpura (12 MW)

m | eased a sick sugar unit at
Mansurpur (1,800 TCD)

2006

m Raised USS$53.7million
through GDR

1995 m Distillery in Asmoli (100 KLPD)

m Distillery in Dhampur
with 100 KLPD

2004

m Expanded Mansurpur sugar
crushing capacity to 6,000
TCD

= |ncreased Dhampur distillery
capacity to 140 KLPD

04 | Dhampur Sugar Mills Limited



2018

® Commissioned incinerator
slop boiler with 11.5 MW
turbines (zero liquid discharge
compliant distilleries)

2019

m Distillery capacity
expanded by 100 KLPD

2011

m |ncreased co-
generation capacity at
Mansurpur to 33 MW

2012

= |nstalled bagasse
dryers at Dhampur

2015

= Commissioned spent
wash fire boilers

2013

= Merged JK Sugar Mills (now
called Meerganj unit) with
5,000 TCD sugar and 19 MW
power capacities

2014

® Expanded Rajpura sugar crushing
capacity to 8,500 TCD

= Co-generation plant at Rajpura
(48 MW) and methane-based
power generation at Asmoli (4 MW)

m |ncreased Dhampur distillery
capacity to 200 KLPD

Annual Report 2018-19 | 05



Our performance over the years
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Definition Definition Definition

Revenue is the income generated
by a business from its main
operations before the deduction
of costs and expenses.

Why is this measured?

Itis an index that showcases a
company’s ability to maximise
revenues, providing an effective
base for expense amortisation.

What does it mean?

Aggregate sales moderated by
13.16% t0 ¥2972.49 crore in 2018-
19 due to lower sugar sales and
realisations.

Value impact

This resulted in profit contribution
from the Company’s largest
revenue engine being lower than
usual.

Earnings before the deduction
of interest, depreciation,
extraordinary items and tax.

Why is this measured?

Itis an index that showcases the
Company’s ability to optimise
business operating costs and
provides a base for comparison
with sectoral peers.

What does it mean?
Provides a robust platform for the
Company to build on.

Value impact

The Company reported a 26%
increase in its EBITDA in 2018~
19 —an outcome of painstaking
efforts of its team in improving
operational efficiency.

Profit earned during the year
after deducting all expenses and
provisions.

Why is this measured?

It highlights the strength of the
business model in generating
value for shareholders.

What does it mean?

Ensures that adequate cash is

available for reinvestment and
allows the Company's growth

engine to sustain momentum.

Value impact

The Company reported a 66%
increase in its net profitin 2018-19,
reflecting the robustness and
resilience of the business model in
growing shareholder value despite
external challenges.



EBIDTA margin RoCE Gearing Interest cover
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Definition Definition Definition Definition

EBITDA margin is a profitability
ratio used to measure a company’s
pricing strategy and operating
efficiency.

Why is this measured?

The EBIDTA margin provides an
idea of how much a company
earns (before accounting for
interest and taxes) on each rupee
of sales.

What does it mean?
Demonstrates buffer in the
business which, when multiplied
by scale, enhances surpluses.

Value impact

The Company reported a 500 bps
increase in EBIDTA margin during
2018-19.

Itis a financial ratio that measures
a company's profitability and the

efficiency with which its capital is
employed in the business.

Why is this measured?

RoCE is a useful metric for
comparing profitability across
companies based on the amount
of capital they use — especially in
capital-intensive sectors.

What does it mean?
Enhanced RoCE can potentially
drive valuations and perception.

Value impact

The Company reported a 50 bps
increase in RoCE during
2018-19.

This is derived through the ratio of
debt to net worth.

Why is this measured?
This is one of the defining
measures of a company’s solvency.

What does it mean?

Adds value in the hands of

the shareholders by keeping

the equity side constant and
boosts flexibility by progressively
moderating debt costs.

Value impact

The Company's gearing stood at
1.491in 2018-19 compared to 1.45
in 2017-18.This ratio should ideally
be read in conjunction with net
debt/operating profit.

This is derived through the division
of EBIT by interest outflow.

Why is this measured?
Interest cover indicates the
Company’s comfort in servicing
interest — the higher the better.

What does it mean?

A company’s ability to meet its
interest obligation, an aspect of
its solvency, is one of the most
important factors guaranteeing
returns to shareholders.

Value impact

The Company strengthened its
interest cover from 2.67 in 2017-18
t04.501in 2018-19.
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Our performance indicators

Key financial ratios

FY2014-15 FY2015-16 FY2016-17 FY2017-18 FY2018-19

Overheads/Total turnover (%)

Interest/Total turnover (%)

PBDT/Total turnover

Cash profit/Total turnover

Balance Sheet ratios

FY2014-15 FY2015-16 FY2016-17 FY2017-18 FY2018-19

Debt-equity ratio

Current ratio

Asset turnover [Total revenues/Total assets]

Growth

Fv2014-15 | FY2015-16 | Fv201617 | Fv2017-18 |  Fy2018-19

Growth in PBDIT (%)

Growth in cash profit (%) 16,426

08| Dhampur Sugar Mills Limited



Production growth

Sugar cane crushed
(lakh tonnes)

4831
54.19
66.20
69.42

FY16  FY17 FY18 FY19

Sugar produced
(lakh tonnes)
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Sugar recovery
(%)

Power generated
(crore units)

10.53
10.94
11.30
11.51

FY16  FY17 FY18 FY19

66.02
64.25
7346
76.70
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Ethanol/RS/RNA
produced (lakh BL)
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MANAGING DIRECTORS" REVIEW

The present reality
represents the start of
Dhampur Sugar’s multi-year
growth journey towards
enhanced profitability and
business sustainability.

Dear shareholders,

| have no hesitation in
stating that a moment like
the one we experienced
in India’s sugar industry
comes but oncein

decades.

10| Dhampur Sugar Mills Limited

Overview

The story that we wish to communicate is
not as much about the Company as much
it is about the industry. The story is not as
much about our record performance as it
is about a sectoral ground-shift that could
transform prospects for integrated sugar
companies across the foreseeable future.

This ground shift could translate into a
completely new picture for the industry. If |
had to concise the trickle-down impact of
policy decisions taken by the government
on companies like ours into a single
sentence that would provide a picture of
where we are going, then the sentence
would be:'We also make sugar’.

Three game-changers

For long, the sugar industry was dismissed
as cyclical for good reasons. The industry
passed through periods of growth

and under-performance and, on most
occasions, these reasons were influenced
not as much by the climate, soil and crop
quality as they were by human-induced
political decisions.

I am pleased to report that we may

be seeing the first signs of arbitrary
intervention and decision-making coming
to an end. During the last financial year,
the government made three decisive
interventions.

One, the government announced a
Biofuel Policy recognising the long-

term benefits of connecting farm
productivity to industrial productisation
and countering vehicle pollution. The
government empowered integrated sugar
manufacturers to manufacture ethanol
from molasses through the B-Heavy
route, coupled with higher realisations on
buyback. Besides, the government made
it possible for ethanol to be manufactured
directly from cane juice without the need
to manufacture sugar at all.



Our principal strategy will be to increase
the number of crushing days in a
season to at least 200, generate a large
quantum of molasses to be processed
into downstream products (B-Heavy or
C-Heavy) and increase the quantum of

co—generated power.

Two, the government announced a
minimum selling price for sugar, which
immediately transformed the trading
sentiment for the commodity.

Three, the government introduced an
export policy for sugar.

Freedom to be what we want
to be

The game-changer is the decision of the
government to permit the manufacture
of ethanol from molasses through the
B-Heavy route, widening flexibility for
sugar companies, helping increase
realisations and providing larger quantities
for buyback (through nationalised oil
marketing companies).

This is a decisive game-changer because
for the first ever time sugar companies
have the option to reduce the quantum
of sugar output during a glut and shift

to the manufacture of an alternative
product, fetching attractive realisations
and strengthening the Company’s overall
€Cconomics.

In the past, sugar companies were
compelled to ride through a downturn.

THREE
GAME-CHANGERS

The Biofuel Policy
The government empowered
integrated sugar manufacturers to

manufacture ethanol from molasses

through the B-Heavy route

Minimum selling price

The government announced a
minimum retail selling price for
sugar, strengthening realisations

Export policy for sugar

The government announced an
export policy for sugar with the
objective to reduce the national
sugar inventory

From this point onwards, sugar companies
will retain the option of transforming

their fundamental character — the sugar
company of the past that remained strictly
a sugar company during a downturn
could now be empowered to transform
into a distillery company (principally)
during a sugar trough, riding the upside of
alternative product realisations.

This escape route represents a swing
capacity that will make it possible for

a company to be principally a sugar
company during good sugar markets

or largely a distillery company during
favourable ethanol markets. This freedom
or'license’represents possibly the biggest
reform in the Indian sugar industry in
recent memory.

Smoothening the curves

The biggest challenge for the sugar sector
was the sharp profitability curve that
defined its personality. When years were
good, profits were unusually high; when
the tide turned, virtually every company
reported sharp losses. The result was

that the sector evoked little confidence
and negligible investments went into it
across the last decade. Most companies
are still working with capacities that were
commissioned a decade ago and the only
decisive investment that most companies
were courageous enough to make were
either in a defensive segment like co-
generation or cane development.

I would be forthright enough to state that
perhaps those days appear to have come
to an end, especially for well-managed
integrated sugar companies. These
companies will be empowered to shift
from one product to another based on
their respective ground realities so that the
overarching corporate profitability remains
protected (or enhanced)

As an extension, | am confident enough
to state that the business of companies
like these (Dhampur Sugar one of them)
would now become more sustainable. The
curves would smoothen; scale economies

Annual Report 2018-19 | 11
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would enhance; Balance Sheets would
become smaller; credit-rating would
improve; investor confidence would return;
enhanced value would be created.

Record numbers

The favourable outlook that one is referring
to is not something that could happen in
the distant future; it has already begun to
transpire.

During the year under review, Dhampur
Sugar reported profitable growth: even

as revenues declined 13%, profit after tax
strengthened 66%. The Company reported
a cash profit of ¥324.63 crore, which was
50.56% higher than the previous high in
the Company’s existence.

Some of the numbers below the surface
indicate that a churn has already begun:
sugar contributed only 6.69% of the
Company’s profit after tax during the
year under review; the distillery business
emerged as the principal profit driver,
accounting for 40.54% of the Company’s
bottom line.

It would be facile to believe that this
pattern will repeat year-on-year and herein
lies the efficacy of the government’s
policy. There will be periods when sugar
realisations are strong, incentivising a shift
away from ethanol (B-Heavy) towards
increased sugar manufacture. During
these years, the proportion of profits
generated by the sugar business could

be considerably higher than the distillery
operations.

Our strategic approach

At Dhampur Sugar, it would be tempting
to immediately commission a new plant
or add fresh capacity to our existing units,
now that the overall sugar business has
become viable.

We intend to do no such thing.

Our principal strategy will be to increase
the number of crushing days in a season
from 180 to at least 200, generate a large
quantum of molasses to be processed

into downstream products (B-Heavy or
C-Heavy) and increase the quantum of co-
generated power.

We believe that the additional crushing
days will make it possible for us to reduce
our break-even point in the business

by the virtue of being able to amortise
our fixed costs more effectively. We

also believe that a larger sugar base will
help generate a sizeable throughput of
by-products that will make it possible for
us to produce more ethanol and co-
generate more power, unless we select to
consciously manufacture less sugar and
more ethanol — or vice versa — based on
market realisations.

Conclusion

The combination of positive economics
across all the three businesses —an unusual
occurrence in the country’s sugar sector
represents the start of a multi-year growth
journey towards enhanced profitability
and business sustainability.

Gaurav and Gautam Goel
Managing Directors
Dhampur Sugar Mills Limited



Our performance ambition

At Dhampur Sugar, our performance ambition is to create a multi-product agri-driven
enterprise respected for its pioneering capability.

Overall goal Our five-pronged strategy

The Company intends to significantly
grow each of its businesses from this
point onwards — through the quality of
business and the quantum of business
generated.

Probable goal contributors

FMCG-isation: The Company intends
to progressively FMCG-ise its sugar
business by maximizing the proportion
of packaged and refined sugar,
generating superior realisations. The
Company is already present in this
segment and will scale this business

to the maximum extent of its sugar
output with a corresponding decline in
its exposure to the commodity end of
the business.

Speciality end: The Company intends
to explore and grow its rich experience
in the chemicals business derived out
of its distillery to graduate to speciality
chemicals. These speciality chemicals
will address specific downstream
applications in relatively under-
crowded spaces and enjoy realisations
higher than chemicals.

Non-cyclical: The Company intends to
make progressive investments in co-
generation, which will provide steady
annuity revenues based on power

Measuring our performance ambition

Consistent value

Profitable growth

purchase agreements with the Uttar
Pradesh state government.

Intended investments

Infrastructure: The Company will

not be required to make substantial
investments in its cane crushing
infrastructure. The Company’s 45,500
TCD capacity is considered adequate.
The focus will lie in enhancing its
utilisation through maximized crushing
per day and crushing across at least
200 days in a sugar season when
recoveries remain attractive enough for
sugar operations to be viable.

Integration: The Company will
continue to balance its various
integrated capacities — cane crushing,
distillery and co-generation — in line
with the increased inflow of cane
from command areas. The balancing
will result in the increased utilization
of byproducts generated for the

next round of operations, enhancing
organizational value.

Innovation: The Company will
continue to make investments in new
products that can be derived from
available resources, strengthening
the product mix and overall value
generated from each stick of cane.

Financial mechanics

= Total income: De-grew creation = Free cash: Grew

13% in 2018-19 = Return on average 50.46% to 3324.63 crore

= EBIDTA: Grew 26% in invested capital: Grew to in 2018-19

2018-19 22.20%in 2018-19 = Average cost of debt:
= Market capitalisation: 5%, 2018-19

Grew from %214.50 crore
as on March 31, 2015

= Debt-equity ratio: 0.55
as on March 31,2019

to ¥1,546.50 crore as on
March 31,2019

@ Cane development: The
Company is one of the leading
integrated sugar companies in India.
To continue to lead from the front, it
will continue to educate farmers on
best farming practices, high-yielding
seeds, responsible pesticide use

etc. The Company’s philosophy of
making timely payment to farmers
and incentivising them to increase the
area under sugarcane will enhance
raw material availability. The Company
will continue promoting the early
maturing variety, strengthening
recovery, output and cost efficiency.

@ Innovation: The Company targets
zero waste discharge by employing
the latest technologies. Dhampur
Sugar will sustain product and process
innovation and enhance revenues
from its distillery business (superior
margins for sustained business
development).

© Sweating assets: The Company
operated its capacity at optimal
utilization levels across its sugar and
distillery segments. Dhampur Sugar’s
mid-term focus shall be on increasing
capacity utilization to capitalize on
prospective demand growth.

@ Prudent financial management:
The Company repaid long-term debt
of ¥121.37 crore during the year
under review. It expects to reduce
leverage through prudent financial
management and utilize prospective
cash flows for debt moderation and
improving shareholder value.

© Agility with product mix: The
Company expects to be agile in its
responsiveness to evolving industry
trends related to demand/costs
through flexible manufacturing
processes.

Annual Report 2018-19 | 13



Operational review

41%

Distillery segment
contribution in EBIT,
2018-19
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Q: Were you pleased with the
Company’s working during the
year under review?

A: The Company reported its best-ever
numbers, higher than what it had reported
at the crest of the previous sectoral
rebound a few years ago. The fact that

this record performance was achieved
with ¥3.07 per kg increase in average
sugar realisations, indicates the extent

of value latent within the Company, the
robustness of the business pyramid, the
complementary product mix and effective
de-risking. We are optimistic that this
significant improvement was achieved

at the early end of the business cycle,
indicating considerably better days ahead.

The Company capitalised on four months
of additional capacity allocated to
ethanol (B-Heavy). Besides, the sizable
ethanol capacity translated into increased
realisations and surplus. The result: distillery
operations accounted for 13.11% of the
Company’s revenues but 41% of the EBIT;
sugar accounted for 63% of revenues

but 7% of EBIT; co-generation revenues
accounted for 16% of revenues but 53%
of EBIT. This clearly indicates that the
Company’s ethanol operations proved to
be the game-changer.

Q: What other reasons
contributed to the
turnaround?

A One of the things that may go
unnoticed is the quiet work that we
invested behind the scenes when the
sugar industry passed through a trough.
This quiet work largely revolved around
painstaking cane development in our
command areas. This engagement
required us to work extensively with
thousands of farmers — showcasing to
them the established success of new cane
varieties (CO 238), checking each of their
fields for soil characteristics, providing

them the right seeds, hand-holding them
through the process of planting and
nurturing a new cane variety right to the
time of harvest.

These initiatives generated a handsome
upside as soon as sugar realisations
rebounded.

The cane yields in our command areas
increased from 400-500 quintals per
hectare to 800-1000 quintals per hectare,
an increase that promises us with bountiful
cane across the foreseeable future that
could keep our plants running for at least
200 days a season from this point onwards.
Besides, our recovery of 11.30% in 2017-

18 strengthened to 11.51% in 2018-19,
generating an incremental output of 1.46
lakh quintals during the year under review.
We believe that the patient work that we
did during the challenging downtrend has
now provided us with a robust foundation
to build our next round of growth.

Q: What were the reasons for
the sharpness of this rebound?

A The rebound was generated through a
combination of aggressive and defensive
strategies implemented across the years.
Our aggressive strategy comprised
proactive investments in debottlenecking
sugar and expanding distillery capacity;
our defensive approach was encapsulated
in investments in increased co-generation
capacity.

The result is a mix of revenue types — our
sugar business generates cyclical revenues
with sharp variations based on market
cycles; our distillery will generate growing
revenues with attractive margins; our
co-generation business will generate
reasonable annuity revenues. We believe
that this complement will generate sizable
revenues and profits for our company
across the foreseeable future.



The ground shift

Q: What ground-shift is
likely to sustain the sector’s
prospects?

A: The turnaround of our distillery
business has proved to be the effective
game-changer. Until the announcement
of the Biofuel Policy in 2018, each of our
businesses — sugar, distillery and co-
generation — operated virtually as silos
except for the fact that the byproduct of
one business represented the raw material
of the other. Following the announcement
of the policy, we are now at an inflection
point: whenever we are faced with a large
sugar output and consequent decline in
realisations, we will be able to moderate
the quantum of sugar produced and
increase the production of remunerative
ethanol through the B-Heavy route. For
decades, we were compelled to live

with low realisations during periods

of over-production with no escape

route. Following the introduction of this
far-achieving policy, we will be able to
respond with speed to market dynamics,
change our product mix and protect our
corporate profitability — a game-changer.

Q: What will this flexibility
achieve for the Company?

A: This flexibility will transform our
business model.

One, the manufacture and supply of
ethanol (B-Heavy) addresses a demand
that is considerably larger than supply,
resulting in the possibility of zero inventory
on the one hand and attractive realisations
on the other, strengthening our cash flows.

Two, we believe that this one decision
will alter the entire ecosystem of sugar
companies, resulting in increased surplus
and cash flows that make it possible to
liquidate cane arrears, strengthen cane
access and grow scale.

Three, the government incentivised the
production of ethanol (C-Heavy and
B-Heavy) through higher realisations that
widened the delta for manufacturers. The
government went one step further by
providing ethanol (B-Heavy) manufacturers
additional sugar sales quota for that
month, strengthening cash flows further.

Four, ethanol (B-Heavy) manufacturers
strengthened their cash flows from the
distillery and sugar businesses, helping
them right-size their Balance Sheets.

Q: How is the Company taking
its distillery business ahead?

A One of the things that we wish to
impress upon our shareholders is that
Dhampur Sugar was possibly the first sugar
company in Uttar Pradesh to capitalise

on the Biofuel Policy and embark on the
manufacture of ethanol through the
B-Heavy route. This responsiveness has
provided us flexibility: if sugar realisations
decline, we would be in a position to
move with speed to the manufacture of
ethanol, attracting better remuneration; if
sugar realisations strengthen and the delta
exceeds that of ethanol, we would focus
on the manufacture of sugar.

We believe that this flexibility will make

it possible for us to circumvent the
challenges of an evolving marketplace
and shift from one product to another,
protecting our desired overall profitability.
Until 2017-18, ethanol (C-Heavy)
accounted for majority of our distillery
product mix; during 2018-19, the B-Heavy
variety accounted for 23% of our product
mix, which is expected to increase further.

Besides, we increased distillery capacity

from 300 KLPD to 400 KLPD in 2018-19; we
took licenses and clearances to raise this
capacity whenever opportunities arise.

Q: How was this expansion
financed?

A: The %62 crore expansion was funded
through a subsidised loan that is to be
repaid across five years, by which time we
believe that we would have recovered our
investment.
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The government’s role

Q: What is creditable about the
government’s commitment to
the sugar industry?

A: The most remarkable feature of the
State government’s various interventions
to support the country’s sugar ecosystem
was its decision to not announce increased
cane prices for the 2018-19 sugar season.
This decision must be appraised in the
context of the 2019 elections when it
would have been politically expedient to
announce an increase, but economically
disastrous. We believe that any increase in
cane prices would have increased planting,
depressed sugar realisations, threatened
mill profitability and, in turn, affected the
capability of mills to remunerate farmers
for cane purchases. The government
recognised that the entire ecosystem
needed to be strengthened as opposed

to the conventional practice of merely
increasing cane prices.

Q: One would have presumed
that the decision to not
increase cane prices would
have reduced planting.

A: That did not transpire for some good
reasons. Over the last decade, thanks to

a combination of increased cane prices
paid to farmers and substantially increased
cane yields, cane has emerged as possibly
the most remunerative cash crop in the
Indian agricultural ecosystem. During the
year under review, even as cane prices
were not raised, cane yields increased,

so most farmers earned higher incomes
than before. Normally, the decision to

not increase cane prices would have
affected cane acreage and output in the
subsequent season. The reverse transpired;
cane acreage and output are expected to
increase in the 2019-20 sugar season as
well.
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Q: Normally an increase in
cane acreage and output
would have depressed sugar
realisations and threatened
mill profitability.

A: We are seeing the convergence of
some unusual realities: no increase in
cane prices and yet no decline in output;
projected increase in cane/sugar