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There will be hardly any respite for sugar mills from the production subsidy.
Even the Rangarajan’s revenue share pricing formula does not offer a solution

\
RAJALAKIHAM NIRMAL

ugar stocks have been in focus re-

cently — first plummeting on con-

cerns of a supply glut crash in

sugar prices, then rallying smartly
on the Ca s decision to provide a pro-
duction subsidy to reduce the burden on
mills, The Cabinet decided to dole put €55
per quintal as production subsidy for cane.
Will this ease the pain for sugar mills,
saddled as are with sugarcane pay-
ment arrears of a whopping €20,000 crore
for the current season (201718)7

Sadly, no,

First, subsidy or no, the problem of plenty
in sugar s here o stay. At 31 million tonnes,
the output for 201718 1s 50 per cent more
than last year's. This bas triggered a sharp
correction in domestic sugar prices to €26
27/kg. This, in turn, has resulted In huge
losses for sugar mills, which are forced to
pay farmers the assured support price for
cane, that is way above the market s,
With a yearly sugar consumption ol 24-25
million tonnes, the excess supply in the

market cannot be wished awa
Two, the uction su! will reduce
mills’ dues by only about €1,600 crore, The

sugarcane payment arrears would still be a
burdensome 18,400 crore.

Lastly, the revenue-share formula recom-
mended by the Rangarajan Committee |s
;:t to offer a sweet deal to mills, as they are
Pﬂl:“: P‘:ﬂ cough up fair and nmumpr:lﬂw

° in a bad year, when sugar prices
are In a;ree fall. Hence, v‘u‘hlle u«: Ion'n\z
anssures er profits to farmers In a go
year, it olz:.l 1ittle respite to mills in a bad
year. Even in Maharashtra and Karnataka
where cane price i fixed as per the revenue-
share formula, mills are in a stawe of despair.

Businessline digs deeper to understand
why the sugar story Is turning bitter.

the Ran nformula
Cane was priced as per t “zrovmmo( the
Sugarcane (Control) Crder umgl 1009,

wherein a lumwr;hm!nlmum price (SMP)
was set every year, This was replaced by the
falr and remunerative pricing (FRP),

Under both the regimes, however, the
support price otfered to cane farmers only
moved up.

While In the late 19903, the yearly in
crease under the SMP was €3.-4/quintal, it be-
came TS-A/quintal in 20005, Since 2009410,
the Increase under FRP heen
T10-25/quintal,

In UP, which fixes its own price (SAP or
state advised price) for cane, farmers a
pald substanually higher -
€50000/quintal,

In a bid to address the clu:l:h‘mnpun th::
support price system, a pane
Rangarajan, suggested a '75»

Mills are thus making a loss of T on
sugar in the current season with cost of pro-
duction at about T3a/kg.

Hence, the adhoc fixing of FRP without
considering the market price of sugar, con-
tinues to hurt mill owners,

The FRP on cane 15 £255/quintal at the ba
sic recovery rate of 9.5 per cent, This means,
1f a mill crushes one tonne of cane and re-
covers 95 kg of s L 1t will pay its farmer
T255/quintal for the cane. With every in:
crease in recovery by 04 percentage point,
the FRP will iIncrease by €2.68/quintal.

Not much respite
Given the anomalies In the revenue-share
formula, the burden of sugar mills is un.

revenue-share Itkely to m&?‘ if all States move to this
m
In this, farmers and mills share Arrears Let us assume that the aver-
the revenue made from sugar in will remain age recovery rate is 10,8 per cent
the ratio of 70:30 or 75:25 (if the e in the current season, This
value of sugar alone, without by- Maharashtrs and means from every tonne of
products, is considered). The pro- Karnataka have cane crushed, 108 kg of sugar is
posed formula is based on a switched to recovered, The FRP le
working that suggests that farm. mm“:’n formula. then works out to T290/quintal,
ers Incur 69 per cent of the total Seill FRI bs the If we take the average selling
production cost. A farmer willbe  Minimum pricetobe  rate ax €28/kg for mills, the rey-
paid either 70 per cent of the rey.  PAldtothefarmer— gpue mills would make from a
enue generated from sugar and —— wnne of cane will be T3,024
its  byproducts, namely, 0 thecurentseason, (108 h)ol sugar multiplied by
molasses, bagasse and presy mud mm‘m
or, simply, 75 per cent of the revs o e mils wold Now, as per the Rangarajan
enue from sugar st have had cane formula, mills will have to pay
While the revenucshare ap- Arrears Amaunting 7% per cent of ¥3,024 to the
pears to address the problem to to 18,900 crore farmer, which 1s €2268 per
some extent, the stipulation that tonne of cane or 1226, 8/quintal,
the minimum price a farmer will Now, given the FRP of ¥290/kg,

receive at any point will be the FRP, has put
sugar mills in a mt{zmldon. The ng
rajan Committee holds that “farmers will,
under all circumstances, be paid FRP as the
minimum’, Y

remuneration

the revenue-share formula works
:ﬁc‘;lu?e: e the Fi, mills st have to
pay IRP. ~ :

»
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the loss ‘:r quintal of cane for the mills is
263, If the Industry crushes about 3,000
lakh tonnes of cane, the loss the industry
will make is 18,900 crore,

This 15 not markedly different from the
current season’s arrears of 120,000 crore,
with most States out of the ambit of the rev-
enue-share formula,

Had the minimum FRP %mnt not
been there In the Rangarajan ula or the

Centre had pitched in to make good the dif-
ference between the revenue share price
and FRP, the industry would have been In o
better situation,
The Cabinet's decision of 5.5/
3umul as subsidy for every tonne of cane,
oes not make the deal any sweeter. The loss
In the above scenario o down to T56
per quintal of cane for the mills,
The overall cane arrears will mave down

1o £17,000 crore — still a worrisome figure

for the industry.

Insufficient balance In SDF

To help mills cope with times when they
have had to pay FRP to farmers despite
lower market prices for sugar, the Commis-
sion for Agricultural Costs anJPm(CACP)
has been suggesting a sugar price stabilisa-
tion fund ( under the sugar develap:
ment fund (

The SDF gets {ts money from the cess
levied on sugar. The Sugar Cess Act, 1982 en:
abled the Centre to collect cess for the pur-
poses of the Sugar Development Fund.

In 2016, the ceiling on the amount of cess
was Increased from €25 to 200 per quintal
to help the Government meet ex on
interest subvention based soft loans,
incentives, production assistance 18
m;n(ﬁumal:'glamMMMﬁ

¥, sugar cess, which
T1.a5/kg &M

However, whatever cess that was collec
ted earlier through the excise route is in the
‘Consolidated Pund of India’ (which is ex-
clusively carmarked for SDF),

As of July last year the amount i this

lundwu!s.t:&pcm g

In 201819, Budget announce Lrans:
for of about £500 crore from the Consolid:
ated Pund of India to SPR

Thus, 2500 crore in SDF and €2,500 crote
in the Consolidated Fund of India is what is
cu avallable to SUPPOIT any interven:
tlon by the Government.

It 13 nowhere close 10 the requirement to



