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¥ Headache for Akhilesh govt as denial of working capital to hit crushing operations

‘Banks to shun Uttar Pradesh sugar
mills after Supreme Court order

HARISH DAMODARAN
& SHAJI VIKRAMAN
NEW DELHI/MUMBAI,
OCTOBER 22

UGAR mills in Uttar
Pradesh are staring
at the prospect of be-
ing denied working
capital finance by banks, fol-
lowing a recent Supreme
Court ruling that cane pay-
ment dues to growers would
receive priority over the
claims of secured creditors.

The ruling, endorsing an
earlier Allahabad High Court
order of September 5, raises a
huge question mark on mills
being able tostart crushing for
the new 2014-15 sugar season
(October-September) in less
than a month from now.

That isn’t good news for
the state’s Samajwadi Party
government under Akhilesh
Yadav, already facing flak for
not ensuring payments worth
over Rs 3,000 crore by private
mills to growers against cane
bought last season.

“Our industry is highly
working capital-dependent, as
we crush only for about five
months (from mid-November
to mid-April) whereas the
sugar produced gets sold over
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13-14 months. Without bank
finance, we cannot procure the
cane to undertake crushing op-
erations,” said Deepak Gup-
tara, secretary, UP Sugar Mills
Association.

Banks, on their part, have
held that their lending inter-
ests stand jeopardised by the
latest judgement.

“We lend against the se-
curity of the sugar produced
or to be produced by the mills.
While banks are supposed to
have the first charge over the
sugar stocks pledged in their
favour, this judgement holds
that the dues of cane growers,
which are in the nature of an
unsecured claim, would pre-

17,366.35

14,359.2

vail over the rights of secured
creditors,” the head of a top
public sector bank, who
sought anonymity, told The
Indian Express.

The main lenders to UP’s
sugar industry include State
Bank of India, Punjab Na-
tional Bank, HDFC Bank
and Axis Bank.

Banks usually lend up to
85 per cent of the value of
mills’ stocks. 85 per cent of
the advance received, in
turn, goes towards cane pay-
ments and the balance for
workers’ salaries, chemicals,
gunny bags, repairs and
maintenance of machinery,
etc. Thus, on an ex-factory

sugar realisation of Rs 30 per
kg, mills can obtain working
capital of Rs 25.5 per kg, of
which Rs 21.7 would finance
cane purchases.

Mills enter into financing
arrangements with banks by
early-November when they
submit their working capital
requirement projections based
on the likely quantity of cane
to be crushed, average sugar
recovery and price realisations.
“Banks seem rather apprehen-
sive about lending this time,
more so after the recent or-
der,” noted Guptara.

Thebanker quoted earlier,
however, said that the court
judgment was only the last
straw, as the state govern-
ment’s policy of fixing cane
prices had madelending to the
industry unviable in any case:

“Lastyear, we lent on the
expectation that a high-level
committee under the chief
secretary would come out
with a clear formula of linking
cane price to sugar realisa-
tions on the lines of the Ran-
garajan panel’s recommenda-
tions. There’s no sign of that
happening either.”

TM Bhasin, chairman, In-
dian Banks Association, said
that banks were waiting for

more data on the UP sugar in-
dustry before taking a final call
onlending.

Millers claim that at the
current State Advised Price
(SAP) of Rs 280 a quintal and
9.2 per cent recovery, the cost
of cane alone in sugar is about
Rs 30.4 per kg. Adding other
costs takes the totaltoRs 35 a
kg, as against ex-factory realisa-
tions that are under Rs 29 now.
“Evenifwe get working capital
on the value of our stocks to-
day, itwill not finance even ba-
siccane costs,” they say.

In the event of no working
capital from banks, mills are
left with the option of buying
cane on credit from growers at
zero interest and paying from
sugar sales over time —which
is what many of them effec-
tively did last year.

While private millers in
UP purchased cane worth
Rs 17,366 crore at the SAP
value, they are yet to pay Rs
3,007 crore of that even as
crushing for 2014-15 is set to
begin. Some — the UK Modi
group and Mawana Sugars,
which did not have any banking
arrangements — have dis-
charged hardly a third of the
cane payments dues to grow-
ersfor2013-14.




