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D I S C LA I M E R  

Disc la imer :  This  report  has  been  prepared  by  

Abbas i  Secur i t ies  and  i s  prov ided  fo r  

in format ion  purposes  only .  Under  no  

c i rcumstances  th i s  i s  to  be  used  or  cons idered  

as  an  of fer  to  se l l  or  so l ic i tat ion  of  any  of fer  to  

buy .  Whi le  reasonable  care  has  been  taken  to  

ensure  that  the  in format ion  conta ined  there in  

i s  not  untrue  or  mis leading  at  the  t ime  of  

publ icat ion ,  we  make  no  representat ion  as  to  

i t s  accuracy  or  completeness  and  i t  should  

not  be  re l ied  upon  as  such .  From  t ime  to  t ime ,  

Abbas i  Secur i t ies  and /or  any  of  i t s  of f icers  or  

di rectors  may ,  as  permit ted  by  appl icable  

l aws ,  have  a  pos i t ion ,  or  otherwise  be  

in terested  in  any  t ransact ion ,  in  any  secur i t ies  

di rect ly  or  ind i rect ly  subject  of  th i s  report .  

This  report  i s  prov ided  only  fo r  the  

in format ion  of  profess iona l  adv isers  who  are  

expected  to  make  the i r  own  investment  

decis ions  without  undue  re l iance  on  th i s  

report .  Investments  in  capi ta l  markets  are  

subject  to  market  r i sk  and  Abbas i  Secur i t ies  

accepts  no  respons ib i l i t y  whatsoever  fo r  any  

di rect  or  ind i rect  consequent ia l  loss  ar i s ing  

f rom  any  use  of  th i s  report  or  i t s  contents .  In  

part icu lar ,  the  report  takes  no  account  of  the  

investment  object ives ,  f inanc ia l  s i tuat ion  and  

part icu lar  needs  of  investors ,  who  should  seek  

fu r ther  profess iona l  adv ice  or  re ly  upon  the i r  

own  judgment  and  acumen  before  making  any  

investment .  Al l  r ights  reserved  by  Abbas i  

Secur i t ies .  This  report  or  any  port ion  hereof  

may  not  be  reproduced ,  dis t r ibuted  or  

publ i shed  by  any  person  fo r  any  purpose  

whatsoever .  Nor  can  i t  be  sent  to  a  th i rd  party  

without  pr ior  consent  of  Abbas i  Secur i t ies .  

Act ion  could  be  taken  fo r  unauthor ized  

reproduct ion ,  dis t r ibut ion  or  publ icat ion .  
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In Pakistan agriculture plays a crucial role in the 

overall economic development as the sector 

contributes around 20% to the GDP and employs 

around half of the employed labor force. The sector 

also contributes heavily in terms of generating 

foreign exchange earnings for the country as most 

of the major crops i.e. wheat, sugar, cotton, corn 

and rice are produced in exportable surplus 

quantities. This makes effective management of 

the sector both in terms of government policies 

and private sector input extremely important to 

not just maintain (if possible enhance) its share in 
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the GDP but also in terms of national food security. However, the reality is very different from 

what should be the case – the contribution of agriculture in the country’s GDP has been 

consistently declining; due to lack of investment in agro-research and inefficient use of water 

Pakistan has one of the lowest crop yields (productivity) in the region. The Economist 

Intelligence Unit (EIU) currently ranks Pakistan at 77 (out of 109 countries) in terms of food 

security and going forward the challenges will only exacerbate due to a growing population, 

climate changes and rising water scarcity.

Pakistan is the 6th largest producer of Sugarcane in the world with an area under cultivation in 

excess of 1 mn hectares. Sugarcane yield in Pakistan has consistently been lower than the 

world average of 70 t/h and currently stands at around 62 t/h. Sugarcane in Pakistan is 

categorized as a major Kharif crop where cultivation starts from Feb and extends till April and 

harvesting is done between October and December. Most of the area under cultivation is in 

Punjab (65%) followed by Sindh (25%) and KPK (10%). Sugarcane farming is still an extremely 

labor intensive process in Pakistan as modern farming techniques are yet to be adopted. 

Sugarcane is primarily used for the production of sugar, other uses such as Gur production also 

occupies a healthy share. Pakistan is the 9th largest producer of sugar with much of the 

production done through sugarcane while a small amount less than 1% is also produced from 

beet. There are currently around 89 mills producing sugar with an average crushing capacity of 

less than 6,000 TCD. Average sugar recovery in Pakistan is still lower than 10% with Sindh 

offering better recovery rates than other provinces. 

Sugarcane and Sugar

Source: SBP
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Domestic Dynamics - Demand-supply, Pricing and Inventory

Sugarcane cultivation and sugar production in the past few years has been on a constant 

ascent as better indicative pricing on sugarcane by the government lead farmers to plant 

more of sugarcane resulting in more sugarcane being crushed and more sugar being 

produced. In MY17, a record production of 73.6 Mn tons of sugarcane and 7 Mn tons of sugar 

was witnessed. Domestic consumption has been growing modestly and currently stands at 

around 5.5 Mn tons. Sugarcane pricing in Pakistan is a provincial subject and the provincial 

governments are responsible for setting the procurement price of cane from growers for the 

mills, while sugar pricing is based on market dynamics which are broadly dependent on 

international prices. Due to consistent surplus globally and locally sugar prices have been on a 

consistent decline while sugarcane procurement cost has been kept constant. This one-sided 

policy has been detrimental for the industry as sugarcane constitutes around 90% of the cost 

of producing sugar and in some instances, the cost of sugar production went higher than the 

domestic selling price. This, in turn, led to a lot of quandary between sugarcane growers and 

sugar millers and payment delays were witnessed as millers challenged the legality of higher 

fixed sugarcane pricing.

Government controls domestic 

availability of sugar and sets 

export quotas for export of any 

surplus. In the past 2 years 

government's dealing with 

sugar surplus resulting from 

bumper crops can only be 

described as a failed attempt. 

Against a record production of 

7 Mn tons and surplus of around 2 Mn tons less than 0.5 Mn tons could be exported in MY17 

as the time delay between request-approval, phased approval without any understanding of 

international outlook and dynamics lead to lower exports. The timeline below depicts how 

the policy failed surplus management and lead to a hit on national exchequer both in terms 

of loss of precious foreign exchange and footing a heavy subsidy to exporters as by the time 

bulk quantities were approved international prices had already come off substantially and 

exports without a subsidy were not viable.

Source: PSMA, SBP, PBS and Individual Company Financials

Source: PSMA, SBP, PBS and Individual Company Financials
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However, with subsidies in place in 

MY18 a record quantity of around 1.5 

Mn tons was exported leaving the 

ending surplus stock as of September 

2018 to around 1.9 Mn tons. 

Sugar Outlook

Payment scuffle between growers- 

millers in the previous year has lead to 

lower area under cultivation for the 

produce of MY19. As per USDA review 

sugarcane cultivation area has 

declined by around 10% as farmers 

have moved towards other crops. This 

along with export of existing surplus 

will ease off surplus pressure on sugar 

pricing going forward. Globally the 

situation is similar as output from big 

producers such as Brazil, India and 

Thailand is also expected to decline 

(see our section on global dynamics 

and outlook), which is expected to 

lower global surplus stocks in MY19 

while in MY20 a deficit of  around 2 

Mn tons is expected. These factors 

bode well for the sugar pricing 

outlook as at current exchange rates 

Pakistan's cost of production is 

around 0.15-0.16 ct/lb while top 

producer's cost is around 0.10-0.11 

cts/lb.  

 

The ECC in its recent decision after 

keeping a domestic strategic stock of 

around 0.8 Mn tons have allowed 

export of 1.1 Mn tons without any 

subsidy support with the rationale 

that due to more than 20% 

devaluation in rupee no such subsidy 

is required.  The math however, does 

not support that as at $338/ton per kg 

international price is $0.34/kg which 

at exchange rate of around 139 works 

out to be Rs 46.98/kg which is below 

ex-mill price of Rs 50-52 based on our 

channel checks.   

Source: PSMA, SBP, PBS, Individual Company Financials and 
Media reports
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Economics of sugar production is quite 

simple as sugar being a commodity is 

always subject to price risk and most of the 

bigger producers globally have ventured 

into more efficient utilization of byproducts 

to diversify their earnings risk. Sugar 

byproducts i.e. molasses, bagasse and press 

mud have their use in multiple industries 

such as power, chemicals, food, fibre 

board etc. to the extent that sugar 

byproducts are now termed as co-products. 

Pakistan has done quite well in the usage of 

molasses for ethanol production. Due to  

 

Ethanol - the real value driver

Our Investment Hypothesis and Top Picks
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Ethanol Exports - Pakistan /ltrs

low domestic use most of the ethanol is exported out of the country. Pakistan's export of ethanol has 

increased from around 100 mn ltrs in 2009 to over 300 mn ltrs in 2018, although there is a lot more 

potential as based on molasses production, Pakistan can produce around 800 Mn ltrs of ethanol. For 

sugar producers, ethanol is the saviour as a) it is a dollar-based export-oriented higher margin 

product and b) they do not have to get export quotas from the government for export of ethanol. 

Our Investment hypothesis for the sugar industry is broadly based on the following two factors: 

Our top picks from the listed part of the sector is given below:

Better sugar prices outlook and stagnant prices of sugarcane can turn sugar earnings 

in miller's favour

Export-based earnings from ethanol will continue to enhance margins

*9M18 Recovery rate

Source: PSMA
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Bagasse is produced at the cane 
milling/crushing stage, primarily used as a 
fuel source for power generation for sugar 
mills, additional major use is by the pulp 
and paper industry.

Sugar press Mud (SPM) is created at the 
filtration of cane juice stage and is used in 
multiple areas like fertilizer, animal feed 
and industrial use

Molasses is a viscous liquid separated 
from masecuite during centrifuging 
process, it can fermented in a distillery to 
form ethyl alcohol (ethanol). 

BYPRODUCTS
Sugarcane is a C4 plant with efficient photosynthesizing 
characteristics as it can convert up to 1% of incident solar 
energy into biomass.It is a rich source of food, fibre, 
fodder, fuel and chemical. A mature sugar cane stalk 
comprises of 11-16% fiber, 12-16% soluble sugars, 2-3% 
non-sugars and 63-73% water. The main byproducts of 
high economic value are bagasse, molasses and press 
mud. Other byproducts are of less commercial value such 
as green leaves and tops, trash, boiler ash and effluent. 
Many economies have diversified their earnings from 
sugar by setting up industries based on by-products. 
Every ton of sugarcane crushed produces around 250-280 
kg of bagasse, 23 Ltrs of molasses and 7-9% of press mud 
(carbonation) and 3-5% of press mud (sulphitation). 

9
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PAKISTAN

27.5kg

PER CAPITA 

CONSUMPTION AREA UNDER CULTIVATION

1.3 Mn 
Hectares 6.6

Mn Tons
SUGAR PRODUCTION IN

FY18

SUGARCANE PRODUCTION FY18

82 Mn T 
ons AVERAGE RECOVERY OF SUGAR

FY18

8.1%

10
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S U GAR  CAN E

Sugarcane is the world’s largest crop by 

production quantity as it is produced in over 

100 countries. It is considered one of the 

best converters of solar energy into biomass. 

It requires plenty of sunshine and water 

typically for a continuous period of 6-7 

months. The life of the crop ranges from 10 

months to 2 years globally but on average 5- 

6 months is sufficient as the sucrose content 

reaches its highest level. Sugarcane is 

primarily harvested for its sucrose content 

for sugar production but over time its 

byproducts such as bagasse and molasses 

are being used as fuel source and production 

of ethanol among other uses. 

 

Sugarcane is a high-value cash crop of 

Pakistan. Its cultivation has grown 

significantly over the years from under 1 Mn 

hectares of area under cultivation in 2008-09 

to over 1.3 Mn hectares in 2017-2018. In terms 

of production, a record 82 Mn tons was 

produced in 2017-2018 against 50 Mn tons 

produced in 2008-09. The change can be 

primarily attributed to higher indicative 

sugarcane procurement price set by the 

government to support the farmer. However, 

sugarcane yield has been consistently lower 

than other agriculturally developed 

countries. Pakistan’s sugarcane yield was 

around 62 t/h which is much lower than 

average of 70t/h of other top producers. 

 

Among the provinces, Punjab holds a lion’s 

share of around 65%, while Sindh and 

Khyber Pakhtunkhwua accounts for 25% and 

10% respectively in the overall area under 

cultivation. Sugarcane in Pakistan is 

categorized as a major Kharif crop where 

cultivation starts from Feb and extends till 

April, harvesting is done between October- 

December.  

11
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Source: PSMA, SBP and PBS

Source: PSMA, SBP and PBS



INDUSTRY  REPORT  -  SUGAR  

SUGAR  CANE  -  CHALLENGES

JANUARY  2019

S U GAR  CAN E  -  C HAL L E N G E S
Major challenges facing the sugarcane farmers can be classified as 

economic and technical: 

Economic
Due to inequitable distribution of agricultural land in Pakistan, a majority of the 

farmers have smaller land holdings (average farm size of around 5 acres) and thus 

do not make enough money to invest in proper farming. They generally depend 

on a middleman for money and inputs, who exploit them by charging higher 

markups and more price on inputs. On the sales side, farmers face problems in 

getting the minimum support price prescribed by the government as mill 

owners discount their produce based on quality and other factors and bargain 

30-40% than the support price. A lot of farmers end up selling their produce to a 

middleman at a much lower rate to avoid transportation charges and price 

negotiation with mills directly.

Sugarcane cultivation is labor intensive and each process i.e. planting, weeding, 

earthing up, fertilizer application and harvesting requires high man-hours. In 

agriculturally developed countries much of this process is mechanized through 

modern farming techniques which not only reduces human input requirement 

but also ensures better care for the produce which has led to higher yields. In 

Pakistan, the process is still by and large traditionally done which in large part is 

because of farmers limited financial capability of investing in modern technology. 

In addition, the lack of research organizations spreading awareness is also seen as 

a limiting factor. In a country where water scarcity is an imminent threat, the 

drip-irrigation system which reduces water requirement by almost 40% and 

increases yield per acre is still not widely known and applied. High yielding 

varieties of sugarcane are another area which needs massive work as farmers 

who are only concerned with getting the set price against the weight of their 

produce are quite oblivious to how shifting to another variety can enhance their 

yields per acre. 

Technical

12
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SUGAR

S U GAR
Pakis tan  i s  the  9th  l a rgest  sugar  producer  in  the  wor ld .  Major i ty  of  the  

sugar  in  Pakis tan  i s  produced  through  sugarcane  and  only  a  smal l  

percentage  i .e .  less  than  1% i s  produced  through  beetroot .  Sugar  beet  

indust ry  in  Pakis tan  i s  very  smal l  and  present  only  in  KPK .  In  tandem  with  

r i s ing  cul t i vat ion  area  of  sugarcane ,  sugar  product ion  has  a lso  surpassed  

record  leve l s  in  recent  years .  In  FY17 ,  Pakis tan  achieved  the  highest  ever  

sugar  product ion  of  7  Mn  tons  which  i s  a lmost  double  of  what  we  

produced  2009 -2010 .  This  t ra jectory  has  however  margina l l y  decl ined  in  

FY18  as  tota l  sugar  product ion  was  only  around  6 .5  Mn  tons .  

 

There  are  89  sugar  mil l s  operat ing  in  the  country  with  major i ty  i .e .  50%+ 

s i tuated  in  Punjab  and  around  26  of  these  are  l i s ted  (act ive ly )  on  the  

Pakis tan  Stock  Exchange .    

 

In  te rms  of  consumpt ion ,  Pakis tan  i s  the  8th  l a rgest  consumer  with  per  

capi ta  consumpt ion  of  around  25 .7kg  which  i s  highest  in  the  reg ion .  

Annual  loca l  demand  s tands  between  5 -6  Mn  tons .  Barr ing  in i t ia l  two  

years  in  the  l as t  decade ,  Pakis tan  has  been  se l f -suf f ic ient  in  sugar  as  

domest ic  product ion  i s  exceeding  domest ic  consumpt ion .    

JANUARY  2019 13
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Other uses of sugarcane

Sugar Production from beet

In  Pakis tan ,  sugar  product ion  over  the  years  has  a lso  been  af fected  by  

lower  ut i l i zat ion  leve l s  of  sugarcane  due  to  the  product ion  of  gur  and  

usage  as  sugarcane  seeds .  Gur  has  been  part icu lar l y  popular  as  i t  i s  

one  of  the  key  diet  elements  fo r  Afghans  and  due  to  a  l a rge  in f lux  of  

Afghan  re fugees  in  Pakis tan  a  lo t  of  demand  fo r  gur  in  the  loca l  market  

ex is ts .  I t  i s  even  sent  to  Afghanis tan  through  proper  and  improper  

channels .  Gur  has  a  higher  recovery  rate  than  sugar  of  around  13%- 14%.  

In  FY17 ,  fo r  the  f i r s t  t ime  in  a  decade  ut i l i zat ion  leve l  fo r  sugar  

product ion  was  over  90% which  generated  a  s ign i f icant  exportable  

surp lus .    

Sugar  product ion  f rom  beetroot  has  been  cons i s tent ly  under  1% in  

Pakis tan  and  res t r ic ted  to  only  KPK .  This  has  been  despi te  the  fact  that  

not  only  sugar  beet  i s  a  shorter  durat ion  crop  (4 -5  months ) ,  but  

requi res  30 -40% less  water  than  sugarcane  and  the  recovery  rates  f rom  

beet  are  at  least  1 .5% better  than  f rom  sugarcane .  In  FY17  sugar  

product ion  f rom  beet  s tood  at  a  meagre  42 ,000  Tons  compared  to  over  

7  Mn  tons  produced  f rom  sugarcane .  Many  reasons  are  c i ted  fo r  th i s  

low  acceptabi l i t y ,  a )  Power  requi rement  in  case  of  sugarbeet  cannot  be  

met  through  by -product  as  bagasse  i s  not  produced  b )  ex is t ing  sugar  

mil l s  wi l l  have  to  invest  capi ta l  to  add  beet  s l ic ing  and  other  processes  

requi red  fo r  sugar  beet  product ion  and  c )  as  beet  rots  ear ly ,  the  

prox imity  of  sugar  mil l s  near  the  growing  areas  i s  essent ia l .  

14
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MILLS

S U GAR
Mills
Sugar  Indust ry  in  Pakis tan  has  been  a  v ict im  of  unchecked  growth  

without  any  cons iderat ion  of  actua l  v iab i l i t y  and  ava i lab i l i t y  of  raw  

mater ia l  (sugar  cane ) .  Most  of  the  uni ts  operat ing  have  a  crush ing  

capac i ty  of  less  than  6 ,000  TCD  which  are  below  the  global  feas ib le  

capac i ty  of  10 ,000  TCD .  Upon  Independence  in  1947 ,  the  country  only  

got  two  sugar  mil l s  in  i t s  share  with  a  tota l  crush ing  capac i ty  of  1 ,800  

TCD  and  10 ,000  tons  of  sugar  per  annum .  Since  the  1970s  there  has  

been  a  huge  r i se  in  the  number  of  new  sugar  mil l s  reaching  a  tota l  of  

73  mil l s  in  less  than  3  decades .  Current ly ,  there  are  89  mil l s  operat ing  

in  the  country ,  most ly  owned  by  pr ivate  players  f rom  in f luent ia l  

fami l ies .  However ,  Sugar  mil l s  have  been  a  major  dr iver  of  economic  

deve lopment  of  rura l  areas  in  Pakis tan  as  the i r  presence  has  opened  

access  to  improved  fac i l i t ies  such  as  roads ,  ut i l i t ies  and  t ransport .  Out  

of  the  89  mil l s  funct ion ing ,  45  are  in  Punjab ,  38  in  Sindh  and  6  in  KPK  

and  26  mil l s  out  of  the  tota l  are  l i s ted (act ive ly )  on  the  Pakis tan  Stock  

Exchange  (PSX ) .  

JANUARY  2019 15

Source: PSMA, SBP and PBS
Source: PSMA, SBP and PBS

Source: PSMA, SBP and PBS



INDUSTRY  REPORT  -  SUGAR  

MILLS

S U GAR

JANUARY  2019

Mills
Tota l  cane  crushed  in  MY17  was  around  71  Mn  Tons  which  i s  a  record  

and  a lmost  double  f rom  a   few  years  ago .  In  te rms  of  recovery  rates ,  as  

the  ecolog ica l  makeup  i s  more  su i table  fo r  sugarcane  cul t i vat ion  in  

Sindh ,  the  recovery  rate  of  sugar  i s  better  than  that  of  in  Punjab  and  

KPK .     

An  increased  area  under  cul t i vat ion  of  sugarcane  due  to  higher  

ind icat i ve  pr ic ing ,  a  modest  increase  in  domest ic  consumpt ion  and  ad  

hoc  export  quota  re lated  pol ic ies  of  the  government  has  resu l ted  in  

sugar  mil le rs  car ry ing  higher  inventor ies .  Internat iona l  pr ices  have  not  

shown  a  pos i t i ve  t rend  as  wel l  and  have  been  cont inuous ly  fa l l ing  

making  exports  not  feas ib le  without  hefty  subs id ies .  As  of  Sep  2018 ,  a  

 surp lus  s tock  of  around  1 .9  Mn  tons  of  sugar  i s  reported  to  be  

ava i lab le  with  the  mil l s  out  of  which  1 . 1  Mn  tons  of  exports  were  

a l lowed  in  the  cur rent  market ing  year  by  the  ECC .  

16
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Export - Import

Depending  on  the  product ion  and  requi rement  fo r  domest ic  

consumpt ion  the  government  of  Pakis tan  decides  on  the  import -  

export  of  sugar .  Since  FY12 ,  Pakis tan  has  been  se l f -suf f ic ient  in  sugar  

and  in  fact  been  producing  an  exportable  surp lus .  The  loca l  indust ry  i s  

a lso  protected  by  40% import  ta r i f f .  In  the  past  few  years  due  to  r i s ing  

sugarcane  product ion ,  high  ut i l i zat ion  leve l s  and  lower  domest ic  

demand  a  bui ldup  of  sugar  inventory  lead  to  a  record  export  of  around  

1 .5  Mn  tons  in  FY18 .  Major  export  markets  are  Afghanis tan ,  Afr ican  

countr ies  and  the  Middle  East .  However ,  th i s  record  export  was  heav i l y  

subs id ized  by  the  government  by  around  Rs  30  Bn ,  as  sugar  product ion  

cost  in  Pakis tan  has  been  higher  than  other  sugar  producing  countr ies  

due  to  low  sucrose  recovery  rates  and  hence  exports  were  not  v iab le  

without  a  subs idy .  

 

In  the  domest ic  market ,  the  pr ice  of  sugar  has  on  average  been  

20%-25% higher  than  the  in ternat iona l  pr ice  PKR  equiva lent .  In  the  

l as t  two  market ing  years ,  Pakis tan  has  produced  around  an  average  of  

7  Mn  tons /annum  and  loca l  demand  has  been  around  5  Mn  tons /annum  

leav ing  an  excess  of  around  2  Mn  tons .  In  a  bid  to  create  surp lus  

s tocks  l as t  year  the  government  extended  export  quota  f rom  0 .5  Mn  

Tons  to  2 .0  Mn  tons  with  hefty  subs id ies .  The  MOIP  (Minis t ry  of  

Indust r ies  and  Product ion )  worked  out  the  cost  of  sugar  product ion  to  

be  around  Rs52 .46 /kg  and  based  on  in ternat iona l  sugar  pr ice  then  of  

$376 .60  PMT  the  subs idy  was  worked  out  to  be  Rs10 .70 /kg .  Later  on ,  

the  Sindh  government  gave  an  addi t iona l  subs idy  of  Rs  9 .30 /kg  based  

on  the  rat iona le  that  product ion  cost  i s  Rs  64 . 19 /kg .  Current ly ,  the  

in ternat iona l  pr ice  i s  around  $338 / ton  which  t rans lates  in to  a  PKR  

equiva lent  per  kg  pr ice  of  around  Rs  45 .59  and  export  quota  based  on  

ECC ’s  decis ion  s tands  at  1 . 1  Mn  tons .  
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Bagasse

Molasses

Sugar Press Mud (SPM)

In  addi t ion  to  being  a  major  source  of  sucrose  fo r  sugar  product ion ,  i t  i s  

poss ib le  to  obta in  around  6 -7  addi t iona l  products  and  by -products  some  

of  which  are  of  high  economic  va lue .  Baggase ,  Molasses  and  Press  Mud  

are  the  3  high -economic  va lue  by -products  whi le  others  such  as  green -  

leaves  and  tops ,  t rash ,  boi le r  ash  and  ef f luent  generated  by  the  indust ry  

and  dis t i l le ry  are  of  low  economic  va lue .  

One  ton  of  sugarcane  produces  around  250 -280kg  of  Bagasse ,  which  in  

the  compos i t ion  i s  50% f ibre  that  serves  as  an  a l ternat ive  to  wood .  

Baggase  i s  pr imar i l y  used  as  a  fue l  source  by  the  sugar  indust ry  to  fu l f i l  

i t s  energy  requi rement .  Pulp  and  paper ,  boards  and  animal  feed  are  the  

main  products  which  can  be  obta ined  f rom  bagasse  which  i s  not  used  as  

fue l .     

I t  i s  the  f ina l  le f tover  l iquor  af ter  the  crys ta l l i zat ion  of  sugar  and  

compr ises  30 -35% of  sugar  and  15 -20% of  reduc ing  sugar .  Main  

commerc ia l  products  which  are  made  us ing  molasses  inc lude  ethy l  

a lcohol ,  c i t r ic  ac id ,  l act ic  ac id ,  baker ’s  yeast  etc .  An  average  of  23  Lt rs  of  

molasses  i s  produced  per  ton  of  sugarcane .  

I t  i s  a  res idue  of  impur i t ies  f rom  the  f i l t ra t ion  of  raw  cane  ju ice  and  i s  

r ich  in  organic  nutr ients  such  as  s i l i con ,  i ron ,  manganese ,  ca lc ium  etc .  

Due  to  th i s ,  the  SPM  post  compost ing  (aerobic  digest ion  through  pi l l ing )  

can  be  used  as  an  ef fect i ve  organic  fe r t i l i zer  and  animal  feed .  I t  a lso  has  

indust r ia l  use  i .e .  bui ld ing  l ime  af ter  the  ca lc inat ion  process .  SPM  i s  

produced  at  a  rate  of  7 -9% of  tota l  weight  of  sugar  cane  in  carbonat ion  

indust r ies  and  3 -5  % in  su l f i ta t ion  indust r ies .  

250-280Kg

Bagasse

1 Ton

Sugarcane 23 Ltrs

Molasses
7-9% of sugarcane 

weight (carbonation) 
3-5% (sulfitation)

Press Mud
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Molasses

Bagasse

Sugarcane Wax

By  an  est imat ion ,  one  hectare  of  sugarcane  produces  100  tons  of  green  

matter ,  i t s  dry  matter  has  a  fue l  equiva lency  of  about  10 -20  tons  of  oi l  

and  i t  can  potent ia l l y  del i ver  around  75 ,000  ca lor ies  each  year  fo r  animal  

feed  which  i s  at  least  8  t imes  higher  than  the  y ie ld  of  any  other  fodder  

crop .  The  wor ld  recognizes  these  abi l i t ies  and  over  the  years  has  invested  

more  towards  creat ing  downst ream  va lue -added  products  f rom  the  by -  

products  of  sugarcane  process ing .    

Braz i l  has  reduced  i t s  oi l  dependency  by  focus ing  on  sugarcane  ethanol  

product ion  which  i s  produced  by  fe rmentat ion  of  sugarcane  ju ice  and  

molasses .   This  focus  has  helped  Braz i l  rep lace  42% of  i t s  gaso l ine  needs  

with  ethanol .  The  country  i s  now  work ing  on  ce l lu los ic  ethanol  –  a  new  

sc ient i f ic  technique  to  ext ract  ethanol  f rom  le f tover  plant  mater ia l .  

 

The  UK  has  deve loped  a  process  to  produce  c i t r ic  ac id  which  i s  used  in  

j ams ,  ju ices  and  confect ionary  f rom  molasses .  Molasses  i s  a lso  used  as  

catt le  feed  in  the  US  by  making  urea -molasses  blocks  popular ly  known  as  

animal  chocolates .  I t  i s  a lso  the  main  raw  mater ia l  fo r  the  product ion  of  

di f fe rent  types  of  yeast  which  i s  mainly  used  in  bread  making .    

To  boost  fo rest  conservat ion  and  use  less  wood ,  many  countr ies  are  

set t ing  up  baggase  based  part ic le  board  and  f ibre -board  plants  to  

rep lace  wood -based  boards  that  can  be  used  fo r  making  of f ice  racks ,  

table  tops ,  wal l  part i t ions  and  ce i l ings .  Bagasse  post -hydro lys i s  

t reatment  i s  being  used  on  a  commerc ia l  sca le  by  the  Car ibbean  and  

Lat in  Amer ican  countr ies  fo r  digest ib le  animal  feeds .  

I t  i s  used  in  making  pol i shes ,  varn ishes ,  grease ,  manufactur ing  carbon  

paper  among  other  th ings .  Ref ined  wax  has  many  indust r ia l  uses  such  as  

waterproof ing  emuls ion  fo r  part ic le  board  and  text i le  t reatment ,  hot  

melt ing  glues ,  removers  of  cast ing  f rom  f ibreg lass  moulds  and  prec is ion  

cast ing .  The  oi l  f ract ion  of  sugarcane  wax  i s  used  fo r  making  poul t ry  feed  

and  ant i - foaming  agents  in  ext inguish ing  powders .    
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In  Pakis tan ,  sugar  byproducts  are  s t i l l  not  being  ef fect i ve ly  used  fo r  

the i r  fu l l  economic  potent ia l .  The  major  reason  i s  f inanc ia l  f lex ib i l i t y  as  

sugar  mil l s  are  usual l y  in  a  l iqu id i ty  crunch  and  hardly  have  any  room  

fo r  invest ing  in  va lue  addi t ion .  I t  i s  a lso  a  matter  of  bus iness  

understanding ,  as  smal le r  mil le rs  do  not  genera l l y  understand  how  

they  can  establ i sh  an  in tegrated  setup  by  ef f ic ient ly  us ing  the  

byproducts  which  can  potent ia l l y  lower  the i r  sugar  product ion  cost  

and  divers i f y  earn ings .  Lack  of  government  focus  i s  another  major  

reason  as  the  government  i s  usual l y  only  invo lved  in  sugarcane  pr ic ing  

and  export  quota  without  ef fect i ve ly  incorporat ing  the  va lue  addi t ion  

aspect  towards  incent iv iz ing  the  indust ry .  

I t  i s  one  by -product  against  which  most  of  the  va lue  addi t ion  has  

occur red  as  there  are  now  around  19  dis t i l le r ies  in  the  country  

conver t ing  molasses  in to  ethanol .  Tradi t iona l l y  molasses  was  exported  

at  lower  pr ices  without  conver t ing  i t  in to  a  higher  margin  product  i .e .  

ethanol ,  between  2000 -2009  16 .5  Mn  Tons  of  molasses  was  produced  

out  of  which  9 .2  Mn  tons  was  exported  and  only  237  Mn  Lt rs  of  Ethanol  

was  exported  whi le  between  2010 -2017  18 . 1  Mn  Tons  of  molasses  was  

produced  out  of  which  only  1 .7  Mn  Tons  was  exported  and  a  substant ia l  

2 .2  Bn  Lt rs  of  Ethanol  was  exported .  There  i s  s t i l l  a  huge  potent ia l  fo r  

Pakis tan  fo r  more  ethanol  product ion  as  the  typ ica l  y ie ld  of  ethanol  

per  ton  of  molasses  i s  5 : 1 ,  which  means  3  Mn  Tons  of  molasses  should  

y ie ld  around  600 ,000  Tons  or  around  800  Mn  Lt rs  of  Ethanol  which  i s  

a lmost  2  t imes  of  what  we  exported  in  MY17 .    

Molasses
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There  are  19  dis t i l le r ies  operat ing  in  the  country  as  per  PEMA  

(Pakis tan  Ethanol  Manufacturer ’s  Assoc iat ion )  producing  di f fe rent  

grades  of  ethanol  with  a  tota l  capac i ty  to  produce  around  600 ,000  

Tons  per  annum .  Out  of  the  tota l  1 1  dis t i l le r ies  are  located  in  Punjab ,  

7  in  Sindh  and  only  2  in  KPK .  Some  of  the  sugar  mil l s  have  set  up  

these  dis t i l le r ies  on  the i r  own  whi le  other ’s  have  created  Jo int  

Ventures  with  other  sugar  mil l s .  As  there  i s  not  much  ethanol  use  

domest ica l l y ,  much  of  the  ethanol  produced  i s  exported .  As  per  

t ransparency  market  research  global  demand  fo r  ethanol  s tood  at  

$71 .8  bn  in  2017  and  i s  expected  to  cross  $ 100  bn  by  2022 .  The  

demand  i s  emanat ing  f rom  mult ip le  end -use  indust r ies  spec i f ica l l y  

automobi le  and  a lcohol ic  beverages .  Due  to  i t s  export  potent ia l ,  loca l  

dis t i l le r ies  are  a lso  expanding  the i r  capac i t ies .  Our  channel  checks  

suggest  that  l as t  market ing  year  the  indust ry  produced  around  

400 ,000  tons  of  ethanol  and  th i s  year  a  15 -20% growth  i s  expected  

even  though  the  pr ices  have  come  down  s ign i f icant ly  s ince  l as t  year  

and  cur rent ly  t rad ing  around  $630 -640  /  metr ic  ton  (FOB  Karachi  bulk  

-  ENA  anhydrous ) .    

Ethanol Distilleries in Pakistan
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Most  of  the  bagasse  produced  in  Pakis tan  i s  used  by  the  sugar  mil l s  

to  fu l f i l  the i r  energy  needs  and  only  a  few  sugar  mil l s  have  setup  

co -generat ion  plants  and  supply ing  elect r ic i ty  to  the  gr id .  For  

Pakis tan ,  bagasse -based  generat ion  has  three  major  advantages  a )  

as  i t  i s  in terna l l y  sourced  there  i s  no  need  fo r  fo re ign  exchange  to  

be  spent  on  i t s  procurement  b )  cost  of  product ion  i s  lower  as  

bagasse  i s  a  byproduct  and  c )  Bagasse -based  generat ion  can  be  

di rect ly  prov ided  to  set t lements  near  the  sugar  mil l  thereby  not  

making  i t  go  through  the  ine f f ic ient  dis t r ibut ion  sys tem .  As  per  

NEPRA ,  tota l  bagasse -based  generat ion  wi l l  increase  to  over  1 ,000  

MW  by  FY20  which  i s  s t i l l  lower  than  the  actua l  potent ia l .  

Other  byproducts  process ing  such  as  press  mud  compost ing  to  be  

so ld  as  a  r ich  organic  fe r t i l i zer  i s  done  at  a  decent  sca le  at  some  

mil l s  but  the  overa l l  quantum  i s  low .

Bagasse  i s  an  ext remely  r ich  

renewable  source  fo r  power  

generat ion  and  fo r  a  country  

l i ke  Pakis tan  where  energy  mix  

i s  s t i l l  heavy  towards  imported  

fue l  proper  ut i l i zat ion  of  

bagasse  can  help  save  a  lo t  of  

fo re ign  exchange .  As  of  30th  of  

June  2017 ,  tota l  ins ta l led  

capac i ty  of  bagasse -based  

generat ion  was  only  280  MW  

which  i s  around  1 .06% of  the  

tota l  energy  mix  and  19 . 1 1% of  

the  renewable  energy  mix  of  

Pakis tan .    

Bagasse

Other byproducts
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CASE IN FOCUS: BRAZIL

Brazil is not just the number one 

producer of sugarcane in the world 

but has also become a case-study for 

other sugarcane producing countries 

in terms of efficient use of sugar by 

products to create a significant 

economic impact. Brazil is a pioneer in

using ethanol as a motor fuel with 

annual production now in excess of 

30.23 billion litres. The country has 

been using ethanol as motor fuel since

1920’s but since 2003 the pace picked 

up significantly with introduction of 

flex fuel vehicles which run on 

gasoline and pure ethanol. Due to 

increasing consumer demand in less 

than 15 years, the country 

revolutionized this space and now 

more than 70% of LCV in Brazil are flex

fuel vehicles.  

The country has replaced 42% of its 

gasoline needs with sugarcane 

ethanol making it a key component of 

its energy mix. Ethanol reduces carbon

emissions by 90% on average and is a 

high octane fuel which reduces 

engine knocking. Brazilian consumers 

have a choice at the pump and most 

of them are choosing ethanol because 

of its lower price point and 

environmental benefits. The country is 

now going one step further, as the 

process of making ethanol only taps 

one-third of the energy sugarcane can 

offer, the remaining two-third is 

trapped in the cane fiber i.e. bagasse. 

Brazilian scientists  have discovered 

new techniques to produce ethanol 

called cellulosic ethanol from 

baggasse.
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G L O BAL  D Y NAM I C S  AN D  O U T L O O K

Global production of sugar is dominated by Brazil, India, China and 

Thailand which constitute around 40% of the total world production. 

Countries with high growth rates in the population are working more 

aggressively to increase their production through working on the 

increasing area under production and improving yields. 

 

Like any commodity world, sugar prices are dependent on the 

demand-supply balance. From the past two years, world sugar cycle 

has been in a surplus state which is expected to wear off in the MY 

2018-2019 and may even create a marginal deficit in MY 2019-2020 as 

per the latest forecast by International Sugar Organization (ISO). The 

organization has forecasted global production in 2018/2019 to be 

around 180 Mn Tons which is almost 8% lower than the previous year.  
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Major drag will be due to lower sugar production in Brazil – due to lower 

yields and more sugarcane being diverted towards ethanol production, 

Thailand – due to lower yields on account of lower-than-expected 

precipitation and lower consumption from industrial sector due to new 

sugar excise tax on beverages, India – lower yields due to lower rainfalls and 

grub infestations, Pakistan – due to reduced area as farmers have shifted to 

other crops with better prices and faster return on investment and modest 

growth in consumption. ISO has said that such large-scale downward 

adjustments cannot be offset by smaller increases for other producers.       

International sugar prices in the past one year made a low of $0.1009 per 

pound and then increased to $0.1401 per pound and now consolidating 

near $ 0.1290 level. The dampen outlook of sugar production will positively 

affect prices going forward and if as forecasted by ISO a deficit is created of 

around 2 Mn tons between global demand-supply in 2019-2020 the prices 

may then follow a similar upward trajectory as in 2016 when a 3-4 Mn tons 

deficit lead to prices rising from $0.1044 per pound in August 2015 to a 

high of $0.2342 per pound in Oct 2016. As prices increase, export of sugar 

will become a competitive space as all major producers have devalued 

their currencies by at least 20% against the greenback in the past 1 year. 
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There are around 26 mills (active) listed on the Pakistan Stock Exchange 

representing around 29% of total mills and around 30% of the crushing 

capacity in the country. Most of the mills listed are based out of Sindh and 

Punjab. Total cane crushed and sugar produced by the listed sector was 

32.5 MT and 3.2 MT respectively in MY17. Total listed sector’s market cap as 

of 26-12-2018 was Rs 77.9 Bn ($556 Mn). 

Snapshot

*Utilization and Recovery are based on MY17

Most of the listed sugar mills have a capacity of greater than the national 

average of less than 6,000 TCD. Higher recovery rates are evident in mills 

located in the province of Sindh, especially mills located near cane 

harvesting areas have a higher recovery and comparative advantage. 
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Snapshot

**Fixed cost includes depreciation and finance cost

Larger capacities enable mills to crush more sugarcane hence incurring 

lower cost per ton of producing sugar due to more spread over absorption of 

overheads. Sugarcane forms around 90% of the cost of producing sugar and 

as it is fixed by the provincial governments and the end price of sugar is 

largely driven by international price dynamics, higher fixed costs i.e. 

depreciation and finance costs can hurt millers more when end prices move 

in a downward trajectory. Mills located near cane growing areas benefit as 

they procure cane at comparatively better rates, while mills located further 

appear to pay a premium to lure farmers for their produce.
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Investment Metrics

There are multiple reasons for low interest in this sector from the investment 

industry's standpoint, we highlight some of these below: 

Industry dynamics - As much of the industry earnings are dependent on 

government policies which remain inconsistent in terms of sugarcane price 

control and untimely decision on exportable surplus creates uncertainty for any 

forecast of earnings

Industry perception – one of the key perceptions about the industry is weak 

corporate governance practices and high involvement of politicians rather than 

professionals which keeps investors away

Investable float and Access – as depicted in the table above free float of most of 

the listed mills is less than 10 Mn shares and investable float is much lesser, which 

is why Average Daily Traded Volume (ADTV) is extremely low for this sector. 

Moreover, unlike other sectors, there are hardly any analyst briefings or 

presentations by the industry to create more understanding about the current 

and future dynamics amongst the investor community which makes sugar 

industry one of the least covered sectors and hence the low probability of any 

reasonable price discovery
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Our Filter

Based on our understanding of the industry dynamics both globally and 

locally, we have applied the following filters to short-list sugar mills which we 

find to offer the highest value: 

Crushing capacity – it is one of the most important criteria as mills of lower 

crushing capacity will always have higher fixed cost/ton which becomes 

specifically challenging in times of lower sugarcane cultivation as 

utilizations are lower. We have only selected companies which have a 

crushing capacity higher than 7,000 TCD

Capacity utilization – Higher capacity utilization leads to lower cost/ton 

and firms who have consistently increased their utilization with the 

increasing availability of sugarcane have passed through the second filter 

of our analysis 

Recovery rates – sugar recovery rates are a significant factor when it comes 

to producing sugar, a mill which is achieving higher recovery rates either 

based on its location or better technical efficiencies will always have a 

lower cost of production. Our benchmark is sugar mills with recovery rates 

of 10%+ 

Cost control - in an industry where the biggest cost of production cannot 

be controlled and passing on cost increases is not much of an option, the 

remainder costs require very prudent management to enhance margins. 

Lower procurement cost and fixed cost per ton is an essential filter 

especially in a rising interest rate environment whereby high finance costs 

can potentially eat up any improvement in the top line

An aggressive focus on value addition – Our understanding of the sugar 

industry is that diversification of earnings is very essential for any sugar mill 

as commodity-based earnings are always subject to price risk. Our final 

filter is of firms which have consciously and consistently made efforts 

towards better utilization of by-products either by converting molasses 

into ethanol and earning export based earnings or efficiently 

using bagasse and generating additional power to be sold outside.  
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NOON  SUGAR  MILLS  LIMITED

N o o n  s u g a r  m i l l s  l i m i t e d  

Noon Sugar Mills Ltd. commenced sugar production in 1966 with a cane crushing 

capacity of 1,500 TCD and over the years the company has increased this capacity to 

9,000 TCD. The company realized the value in by-products processing early on and 

had set up alcohol distillery in 1986 with a capacity to produce 50,000 LPD and since 

then has expanded this capacity to currently 130,000 LPD. The company is owned by 

Noon Group of companies which has stakes in textiles, power and engineering 

among other interests. The mill is located in Bhalwal, District Sargodha in Punjab. 

About

Financials

KATS Code                                                       NONS 

Reuters Code                                            NOON.KA 

Market Price                                                 Rs 75.16 

Target Price                                                 Rs105.90  

Recommendation                                            BUY 

Market Cap                       Rs 1,241.64 Mn ($8.9 Mn)  

Free float Market Cap             Rs 434 Mn ($3.1 Mn) 

1-Yr Avg. Daily Vol. (mn)                                    1,305 

1-Yr High/ Low                                       Rs 86.7/51.55 

Estimated free float(mn)                                    5.78 

Share outstanding (mn)                                   16.52 
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N o o n  s u g a r  m i l l s  l i m i t e d

The company has been making continuous efforts towards enhancing capacity 

utilization and other measures to bring per ton cost of sugar production down. As a 

result of these efforts, sugar production has significantly increased and cost per ton 

has gone down. Further specific upgradations in the production process such as the 

installation of Falling Film Evaporators which significantly contributes towards the 

steam economy and leads to energy savings and more efficient use of bagasse, and 

planned major up gradation in the process house will further rationalize the 

production cost. 

Investment Hypothesis

Further cost saving efforts to bode well for sugar 

division

Expansion in ethanol production – step in the right direction

Noon sugar is currently expanding its distillery division’s capacity from 80,000 LPD to 

130,000 LPD, this expansion is expected to be online within the current crushing 

season based on last reported results. Ethanol business has consistently supported 

the bottom line even in years when sugar business has made losses. Both rising 

ethanol fuel demand globally and PKR devaluation will bode well for the company’s 

earnings from ethanol. 

Lower costs against other listed provincial 

competitors

Noon sugar’s sugarcane procurement cost/kg in 

MY2017 was one of the lowest in Punjab amongst 

the listed mills and fixed cost per kg was also 

lower than the average fixed cost per kg of the 

listed mills in Punjab. 

In our MY19 earnings estimate, we have kept the sugar business at break-even and 

most of the earnings are being generated through the ethanol business. We have 

valued NONS at 7.5x MY19 estimated earnings to reach a target price of Rs 105.90 

offering around 40.89% upside from LDCP. 

Ethanol Division - Sales and GM(%) Contribution of Distillery and Sugar division in  PBT 
and unallocated income and expenses
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MEHRAN  SUGAR  MILLS  LIMITED

M e h r a n  S U GAR  M I L L S  L I M I T E D

Mehran Sugar Mills was established in 1965 with an annual crushing capacity of 1,500 TCD and 

since then has continuously increased its capacity over the years to 11,500 TCD currently. The 

mill is situated in the cane growing area of Tando Allahyar (Sindh) and is owned by the 

Hasham Group who has diversified interests in sugar, power, warehousing, real estate 

development, food and education. Under Mehran Sugar Mills the group has invested in 

Mehran Energy (100% owned subsidiary) – 26.5 MW Baggasse based co-gen power plant, 

Unicol Limited (JV – 33.33% holding) – 200,000 lpd ethanol plant, Unienergy Limited (JV – 20% 

holding) – 50MW wind power plant Unifoods Limited (JV – 24% holding) – packaged cakes 

plant.  

About
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KATS Code                                                      MRNS 

Reuters Code                                             MEHS.KA 

Market Price                                                Rs 110.50 

Target Price                                                 Rs 133.24 

Recommendation                                            BUY 

Market Cap                      Rs 3,539.31 Mn ($25.3 Mn)  

Free float Market Cap             Rs 885 Mn ($6.3 Mn) 

1-Yr Avg. Daily Vol. (mn)                                    3,213 

1-Yr High/ Low                                  Rs 129.99/93.46 

Estimated free float(mn)                                    8.01 

Share outstanding (mn)                                   32.03 

 
Source: Reuters
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MEHRAN  SUGAR  MILLS  LIMITED

M e h r a n  S U GAR  M I L L S  L I M I T E D

Mehran Sugar has the highest sugar recovery rate 

in the country of more than 11% against Sindh’s 

average of 10.16% in MY17 and Pakistan’s average 

of 9.87% in the same year. Higher recovery is due 

to the sugar mills location which is situated 

amongst a dense sugarcane harvesting area in 

Sindh. This has led the company to consistently 

achieve lower production cost/ton compared to 

other mills in the region.   

Investment Hypothesis

Valuation

33

High sugar recovery – a significant advantage 

against peers

Diversification in Ethanol and Foods business 

bearing fruits

The company has diversified into other businesses i.e. Ethanol, Foods and Power by 

forming JVs with other sugar players. 

Merhran Sugar also holds 100% of Mehran Energy which is a 26.5 MW bagasse based 

co-gen power plant and 20% of Uni-Energy which is a 50MW wind power plant. Both 

these projects are currently non-operational and under regulatory and tariff approval 

stage. 

Unicol Limited - A leading manufacturer of ethanol from cane molasses with a 

capacity of 200,000 LPD and food grade CO2 supplier with a capacity of 18,000 

metric tonnes. Entire ethanol sales are exports based on 70+ countries while CO2 is 

supplied to the local food and beverage industry.  The company is a JV with Faran 

Sugar Mills and Mirpurkhas Sugar Mills. Unicol’s contribution to MRNS’s earnings was 

Rs 266 Mn in 9M18 (8.31/share) highest since the formation of JV.  

Unifoods Limited - Mehran hold’s 24% of the packaged cakes plant which has 

commenced commercial production in March 2018. In 9M18, Unifoods has contributed 

around Rs1.25/share (Rs 40 Mn) to Mehran’s earnings. As marketing efforts are underway, 

over time we expect the sales to pick up. 

We have done SOTP based valuation of Rs 133.24 offering 20.58% from LDCP. 
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HABIB  SUGAR  MILLS  LIMITED

H a b i b  S U GAR  M I L L S  L I M I T E D

Habib Sugar Mills was established in 1962 in Nawabshah Sindh with a crushing 

capacity of 1,500 TCD and over the years with multiple B.M.R activities the company 

has increased its capacity to 7,000 TCD. In 1976-78 ethanol distillery was established 

which currently has the capacity to produce 142,500 LPD. The company later 

diversified into textile and liquid storage terminal which handles bulk storage cargo 

such as molasses, edible oil and ethanol. The company also produces liquefied CO2 

with a production capacity of 18,000 metric tons per annum. The textile division is 

engaged in manufacturing of terry towels and other value-added textile products. 

About

Financials
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KATS Code                                                    HABSM 

Reuters Code                                             HABS.KA 

Market Price                                               Rs 37.00 

Target Price                                                 Rs 47.10 

Recommendation                                            BUY 

Market Cap                         Rs 5,550Mn ($39.6 Mn)  

Free float Market Cap       Rs 1,387.5 Mn ($9.9 Mn) 

1-Yr Avg. Daily Vol. (mn)                                    3,213 

1-Yr High/ Low                                    Rs 47.25/32.22 

Estimated free float(mn)                                   37.5 

Share outstanding (mn)                                     150 

 
Source: Reuters
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HABIB  SUGAR  MILLS  LIMITED

HAB I B  S U GAR  M I L L S  L I M I T E D

Company’s core earnings are generated from 4 divisions i.e. sugar, distillery, textiles 

and trading. 90% of the earnings compose of sugar and distillery division’s 

performance out of which quality of distillery earnings is better. The mill’s presence in 

Sindh enables it to achieve higher sucrose recovery rates, however depressed sugar 

pricing has been hurting the division’s profitability. The company has recently 

increased the crushing capacity of the sugar division to 11,000 TCD through BMR 

which will enhance sugar production capacity and help lower sugar processing 

cost/ton. The textile division produces terry towels for exports but has been struggling 

for the past few years, however in 9MFY18 as reported by the company the division has 

earned an operating profit of Rs21.48 Mn (highest in 3 years) due to higher volumes, 

price and rebate availability for exporters under the textile package. We believe this 

division will continue to add support to the earnings base going forward. 

Trading division trades sugar and molasses and in a stable, to rising prices 

environment the division adds to the bottom line.  

Investment Hypothesis

Valuation
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Diversified earnings base

Strong Investment Book 

Company’s investment comprises of HSM Energy Limited (100% owned subsidiary) – 

26.5 MW Baggasse based co-gen power plant and a portfolio of financial assets which 

includes equity investment in Unifoods Limited (15.33% holding) - packaged cakes 

plant, Limited (12.5% holding) – 50MW wind power plant and listed securities portion 

which is valued at Rs16.77/share as on 31/12/2018. 

 

HSM energy and Unienergy are not operational currently and under regulatory and 

tariff approval stage. Unifoods has turned profitable and over time we expect sales to 

pick up due to underway marketing efforts.  

We have done SOTP based valuation of Rs 47.10 offering 27.29% from LDCP. 
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S P E C IAL  M E N T I O N
SAKRAND  SUGAR  MILLS  LIMITED

Establ i shed  in  1989 ,  Sakrand  sugar  mil l  i s  

located  at  Deh  Tharo  Unar ,Ta luka  Sakrand  

Dist r ic t  Shaheed  Benaz i r  Abad  (Sindh )  with  a  

crush ing  capac i ty  of  8 ,000  TCD .  The  company  

has  recent ly  ventured  in to  by -product  

process ing  through  organic  compost  fe r t i l i zer  

with  an  export  focus .      

 

The  company  i s  current ly  work ing  on  achiev ing  economies  of  sca le  through  ef fect ive  

capac i ty  enhancement  by  way  of  BMR  and  increas ing  tota l  crush ing  capac i ty  by  

expans ion .  These  ef for ts  wi l l  increase  crush ing  capac i ty  f rom  7 ,000  TCD  to  12 ,000  

TCD  by  MY20 .  We  bel ieve  the  ef fect ive  capac i ty  enhancement  wi l l  be  the  game  

changer  as  the  company  wi l l  be  able  to  crush  more  of  cane  and  incur  lower  

product ion  cost  of  sugar / ton .    

 

In  an  ef for t  to  divers i f y  revenue  base ,  the  company  in  a  recent  not i f icat ion  to  the  

bourse  has  in formed  about  s tar t ing  commerc ia l  product ion  of  organic  compost  

fe r t i l i zer  in  the  current  crush ing  season  and  i s  ta rget ing  exports  of  5 ,000 -7 ,000  MT  

of  fe r t i l i zer  global ly  fo r  use  in  organic  fa rming .  As  per  the  not i f icat ion ,  the  company  

expects  up  to  Rs  3 /share  addi t ion  to  earn ings  f rom  the  sa id  pro ject .  Though  we  see  

th i s  as  a  pos i t i ve  deve lopment  we  have  not  incorporated  th i s  in  our  earn ings  

est imate  fo r  MY19 .  

 

36

About

Change of management and focus

Production efficiency and by-product processing to drive value

Since  February  2017 ,  the  company  has  made  

mult ip le  changes  in  personnel  both  at  board  

leve l  and  at  plant  leve l  with  an  object ive  to  

improve  management .  This  lead  to  s t r ic ter  cost  

contro l  and  revenue  maximiz ing  measures .  

Debt  reprof i l ing  –  company  paid  the  ent i re  

outstanding  debt  through  equi ty  r ight  i s sue  

and  a  new  syndicate  long - te rm  loan  fac i l i t y .    

Procurement  cost  contro l  –  procurement  cost  

of  sugarcane / ton  came  down  by  22% f rom  

4 ,913 .72 / ton  in  Mar -2016  to  4 ,012 .94 / ton  in  Mar -  

2018 .  

KATS Code                                                       SKRS 

Reuters Code                                             SAKS.KA 

Market Price                                               Rs 20.96 

Target Price                                                 Rs 29.94 

Recommendation                                            BUY 

Market Cap                             Rs 935 Mn ($6.6 Mn)  

Free float Market Cap       Rs 240.62 Mn ($1.7 Mn) 

1-Yr Avg. Daily Vol.                                         252,991 

1-Yr High/ Low                                    Rs 36.22/14.99 

Estimated free float(mn)                                  11.48 

Share outstanding (mn)                                  44.62 

 

Source: Reuters



JANUARY  2019

INDUSTRY  REPORT  -  SUGAR  

SPECIAL  MENTION

S P E C IAL  M E N T I O N
SAKRAND  SUGAR  MILLS  LIMITED

SKRS 's  earn ings  in  9M18  were  Rs9 . 10 /share ,  our  est imate  fo r  fu l l  market ing  year  

2018  earn ings  i s  Rs12 . 15 /share .  At  the  current  pr ice  the  s tock  i s  t rad ing  at  1 .6x  

our  est imated  earn ings ,  fo r  a  commodity  s tock  with  no  current  exposure  in  

byproduct  process ing  in  order  to  ar r i ve  at  a  ta rget  pr ice  we  have  given  a  

discounted  mult ip le .  Our  ta rget  pr ice  fo r  June  2019  i s  Rs  29 .94  of fer ing  an  

ups ide  of  42 .87% f rom  LDCP .  

37
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K E Y  R I S K S  T O  O U R  ANAL Y S I S  

Agr icu l tura l  -  c l imat ic  r i sk  –  as  sugar  indust ry  i s  heav i l y  dependent  on  sugarcane  y ie ld  and  

ava i lab i l i t y  any  detr imenta l  impact  on  the  crop  due  to  change  in  c l imate  can  adverse ly  

af fect  sugar  recovery  leve l s .  

 

Regulatory  r i sk  –  as  sugarcane  pr ic ing  i s  contro l led  by  the  government  any  s teep  increase  

in  the  cane  pr ic ing  mismatching  subsequent  increase  in  sugar  pr ic ing  can  lead  to  losses  

fo r  the  sugar  mil l  as  the  cost  of  product ion  increases  beyond  se l l ing  pr ice .  

 

Unfavourable  demand -supply  dynamics  –  as  sugar  pr ic ing  i s  dr iven  by  demand -supply  

dynamics ,  heavy  supply  s ide  can  keep  sugar  pr ices  under  pressure .      

-  Higher  procurement  cost  of  sugarcane  due  to  lower  ava i lab i l i t y  

-  Increase  in  minimum  support  pr ice  (MSP )  by  the  prov inc ia l  government  

-  Delay  in  ef f ic iency  improvement  measures  

-  A  drast ic  decl ine  in  global  ethanol  pr ices  

-  PKR  apprec iat ion  

INDUSTRY

Noon Sugar Mills (NONS)

Mehran Sugar Mills (MRNS)

JANUARY  2019
38

Habib Sugar Mills (HABSM)

Sakrand Sugar Mills (SKRS)

-  Higher  procurement  cost  of  sugarcane  due  to  lower  ava i lab i l i t y  

-  Increase  in  minimum  support  pr ice  (MSP )  by  the  prov inc ia l  government  

-  Low  sugar  recovery  

-  Lower  demand  of  CO2  in  the  domest ic  market  

-  A  drast ic  decl ine  in  global  ethanol  pr ices  

-  PKR  apprec iat ion  

-  Lower  demand  fo r  FMCG  

-  The  dismal  per formance  of  the  s tock  exchange  may  impact  the  va lue  of  the  investment  port fo l io

-  Higher  procurement  cost  of  sugarcane  due  to  lower  ava i lab i l i t y  

-  Increase  in  minimum  support  pr ice  (MSP )  by  the  prov inc ia l  government  

-  Low  sugar  recovery  

-  Lower  demand  of  CO2  in  the  domest ic  market  

-  A  drast ic  decl ine  in  global  ethanol  pr ices  

-  PKR  apprec iat ion  

-  Lower  demand  fo r  FMCG  

-  The  dismal  per formance  of  the  s tock  exchange  may  impact  the  va lue  of  the  investment  port fo l io

-  Higher  procurement  cost  of  sugarcane  due  to  lower  ava i lab i l i t y  

-  Increase  in  minimum  support  pr ice  (MSP )  by  the  prov inc ia l  government  

-  Low  sugar  recovery  

-  PKR  apprec iat ion  

-  Delay  in  capac i ty  expans ion  

-  High - in terest  rates  



D I S C LA I M E R  AN D  D I S C L O S U R E  

This  report  has  been  prepared  by  Abbas i  Secur i t ies  and  i s  prov ided  fo r  in format ion  

purposes  only .  Under  no  c i rcumstances ,  th i s  i s  to  be  used  or  cons idered  as  an  of fer  to  se l l  

or  so l ic i tat ion  of  any  of fer  to  buy .  Whi le  reasonable  care  has  been  taken  to  ensure  that  the  

in format ion  conta ined  there in  i s  not  untrue  or  mis leading  at  the  t ime  of  publ icat ion ,  we  

make  no  representat ion  as  to  i t s  accuracy  or  completeness  and  i t  should  not  be  re l ied  

upon  as  such .  From  t ime  to  t ime ,  Abbas i  Secur i t ies  and /or  any  of  i t s  of f icers  or  di rectors  

may ,  as  permit ted  by  appl icable  l aws ,  have  a  pos i t ion ,  or  otherwise  be  in terested  in  any  

t ransact ion ,  in  any  secur i t ies  di rect ly  or  ind i rect ly  subject  of  th i s  report .  This  report  i s  

prov ided  only  fo r  the  in format ion  of  profess iona l  adv isers  who  are  expected  to  make  the i r  

own  investment  decis ions  without  undue  re l iance  on  th i s  report .  Investments  in  capi ta l  

markets  are  subject  to  market  r i sk  and  Abbas i  Secur i t ies  accepts  no  respons ib i l i t y  

whatsoever  fo r  any  di rect  or  ind i rect  consequent ia l  loss  ar i s ing  f rom  any  use  of  th i s  report  

or  i t s  contents .  In  part icu lar ,  the  report  takes  no  account  of  the  investment  object ives ,  

f inanc ia l  s i tuat ion  and  part icu lar  needs  of  investors ,  who  should  seek  fu r ther  profess iona l  

adv ice  or  re ly  upon  the i r  own  judgment  and  acumen  before  making  any  investment .  Al l  

r ights  reserved  by  Abbas i  Secur i t ies .  This  report  or  any  port ion  thereof  may  not  be  

reproduced ,  dis t r ibuted  or  publ i shed  by  any  person  fo r  any  purpose  whatsoever .  Nor  can  i t  

be  sent  to  a  th i rd  party  without  pr ior  consent  of  Abbas i  Secur i t ies .  An  act ion  could  be  

taken  fo r  the  unauthor ized  reproduct ion ,  dis t r ibut ion  or  publ icat ion .  

The  author (s )  of  th i s  report  hereby  cert i f ies (y )  that  th i s  report  accurate ly  re f lects  his / the i r  

own  independent  opin ions  and  v iews  as  of  the  t ime  th i s  report  went  in to  publ icat ion  and  

that  no  part  of  his / the i r  compensat ion  was ,  i s  or  wi l l  be  af fected  by  the  

recommendat ion (s )  in  th i s  report .  The  research  analys t  or  any  of  his / the i r  c lose  re lat i ves  

do  not  have  a  f inanc ia l  in terest  in  the  secur i t ies  of  the  subject  company  aggregat ing  more  

than  1% of  the  va lue  of  the  company  and  the  research  analys t  or  the i r  c lose  re lat i ves  have  

nei ther  served  as  a  di rector /of f icer  in  the  past  3  years  nor  rece ived  any  compensat ion  f rom  

the  subject  company  in  the  past  12  months .  The  Research  analys t  or  his / the i r  c lose  

re lat i ves  have  not  t raded  in  the  subject  secur i ty  in  the  past  7  days  and  wi l l  not  t rade  fo r  5  

days  post  publ icat ion  of  the  report .  

To  ar r i ve  at  the  per iod  end  ta rget  pr ice ,  Abbas i  Secur i t ies  uses  di f fe rent  va luat ion  

methodolog ies :  

·  Comparable  Method  (  P /E ,  P /B  etc . )  

·  Discounted  Cash  f low  Method  

·  Equi ty  and  Asset -based  va luat ion  

BUY  Tota l  Return  more  than  20% f rom  the  l as t  c los ing  of  market  pr ice  

HOLD  Tota l  Return  i s  in  between  10% and  20% f rom  the  l as t  c los ing  of  market  pr ice  

REDUCE  Tota l  Return  i s  less  than  10% f rom  the  l as t  c los ing  market  pr ice  

Disclaimer

Analyst Certification
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