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Annual Review
56" Annual General Meeting
September 30, 2021

Distinguished Members of Pakistan Sugar Mills Association

I feel honored to welcome you on behalf of Executive Committee at 56" Annual General
Meeting of Pakistan Sugar Mills Association and to present the Annual Review for the

year end September 30, 2021.
Current Situation of the Sugar Industry

The Sugar Industry during the year has faced massive problems because GOP was misled
to believe that the sugar recovery is at 10.5% and early commencement of crushing
season will increase wheat production. Based on this misleading information, sugar mills
were directed to commence crushing 20 days earlier then the dates specified in the Sugar

Factory Control Act, an Act which has been operative since 1950.

Unfortunately, because of the early start the sugar recovery was not 10.5% as confirmed
by GOP, but was as low as 7% and we immediately brought to their attention. As a result,
167,530 tons of sugar worth US$ 106 Million was lost because of low recovery of 0.95%

compared to the last season.

The Sugar Advisory Board, despite our repeated requests did not allow the import of raw
sugar during June-July 2020 a stock which would have arrived in November-December
and would have ensured the availability of surplus sugar over and above our domestic
consumption with a possibility of exports without subsidy. Instead, the middlemen were
given free hand to manipulate the sugarcane price from Rs 350/- to Rs 450/- per 40/-Kg
resulting in the current high prices of sugar as the law requiring sugarcane payment via

cheques was violated.
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Despite the fact that Gur (Jaggery) is solely consumed by the household, Commercial
Gur Makers are allowed to increase prices to Rs 130/- per Kg from Rs 60/-Kg that is not
documented and is tax free on the pretax that Gur making is a cottage industry. The reality
is that the Oxo-Driven carts have been replaced with the Commercial Mechanized Gur
crushers that operate on high powered diesel generators by Commercial Traders and our
repeated requests for the levy of sales tax on its commercial transactions at the Mandi
level have been ignored, in fact Gur (Jaggery) is not exempt from the levy of sales tax
because of high volume of its Commercial sales, use and further processing for

commercial purposes.

The high price of cane increased the cost of sugar and despite the fact that only 25% of
sugar is consumed by the household and 75% by the industrial consumers that adjusts
sales tax. So, the need is to provide sales tax free sugar from the Utility Stores to our poor
underprivileged masses. Instead, GOP per force acquired sugar inflicting massive losses
to the sugar mills in Punjab and Khyber Pakhtunkhwa by ignoring the high sugarcane
prices paid which has resulted in the average cost of sugar inclusive of 17% sales tax, to
Rs. 95/- Kg which was forcefully acquired at Rs. 80/Kg. This faulty approach has resulted
in Rs 2.5 Billions of loss to the Sugar Industry, the GOP unfairly subsidized sugar at the
cost of Industry in negation to the Freedom of Trade guaranteed under the constitution.
Subsequently, GOP and the provinces of Punjab and KPK fixed the sugar prices @ 80
ex-mill and Rs. 85 retail, which again inflicted heavy losses to the industry and invited

continued litigations, which are still on.
Sugar Enquiry:

During the year 2019-2020, due to sugarcane payments over and above the notified price,
increase of sales tax from 8% to 17% and the high interest rates on working capital

resulted in the increase of sugar retail price at Rs 80/- Kg prompting a Sugar Enquiry.
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The decision by the GOP to export the Surplus Sugar and decision to grant subsidy of Rs
2.4 Billion were twisted with malafide intentions to malign the government by incorrectly
stating that “export of sugar resulted in the sugar price hike”. The fact is that the sugar
prices had reduced from Rs 90/-Kg to Rs 55/- Kg because of the surplus stock and the
timely decision to export surplus sugar corrected the demand and supply position

ensuring high sugarcane prices to the farmers.

Sugar retail prices prior to 2016-2017 bumper sugar production were at Rs 90/Kg and
came down to Rs 45/- to Rs 55/- per Kg because of the surplus sugar stock. This is an un-
refutable evidence which confirms that PSMA does not dictate nor controls the sugar

prices, it is the market sentiments that determine the sugar prices.

Instead of enquiring about the above said reasons for the sugar price hike, that benefited
farmers and GOP, the focus was diverted towards the export subsidies given during 2016-
2017 and 2018-2019. We document that the sugar export subsidy which is calculated,
keeping in consideration the cost of production to earn foreign exchange by disposing the
surplus sugar stock, does not bring profits to most of the sugar mills, except, for few of
the efficient sugar units. Subsidies are given world over to export surplus sugar which
stabilizes domestic prices and ensures timely commencement of the crushing season on
the release of working capital loans stuck in the unsold sugar stocks which in turn ensures

timely payments to farmers. Currently, GOP gives subsidy on 700 products.

During 2016-2017, PSMA had repeatedly requested through leading newspapers to
export surplus sugar at US$ 550 to US$ 580 per ton to earn around US$ 1 billion of
foreign exchange without any subsidy, a fact which was not highlighted, but instead, we
are being blamed for the belated decision of GOP to export sugar when the International
price fell to US$ 320 to US$ 330. Due to this negligence, surplus sugar was exported
with a subsidy of Rs 15.5 Billion, beside this, GOP lost around US$ 500 million of foreign
exchange earnings. This is a serious loss which was not caused by the Sugar Industry.

Due to the deliberate action by the government not to export the surplus quantity of sugar
5
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resulted in a deep plunge in local sugar prices thereby causing a huge loss to the industry,

farmers and Country.

No. | The Sugar Industry Amount | The Export Subsidy Amount (Rs.)
(Rs.)

FBR fixed minimum value of
sugar @ Rs.60/kg vide SRO
812(1)/2016 dated 02.09.2016,
for the purpose of sales tax
collection, whereas, Average 20
Ex-mill price during 2016 to Billion
2019 remained between Rs. 48
to Rs. 55 per Kg, causing
additional burden of undue
sales tax.

Export Subsidy claimed
by sugar mills during
2016-17 was Rs. 19
billion, out of which Rs. | 15.5 Billion
15.5 billion was paid
and Rs. 3.5 billion is still
outstanding.

Export Subsidy of 2.4

Inland Freight Subsidy of GOP 26 Billion was paid by the

2 Lnn22i1d2-13. Which still remains Billion Federal/Provincial 2.4 Billion
paid. Government in 2019-20
Sugar Price was arbitrarily fixed
by Federal/Provincial
Governments @ Rs. 80/ Kg 5t
3 during Ramzan, against o
. Billion
Average cost of production of
Rs. 95/ Kg, which resulted in
loss.
TOTAL: 251 0 17.9 Billion
Billion

Above facts were manipulated to create an impression as if Sugar Industry is using tax

payers money to gain profits, while, the reality is completely opposite.

Sugarcane is cultivated on around 1.2 to 1.4 million hectors i.e. 0.62% of cultivable land,
while, wheat is cultivated on 10 million hectors i.e. 1.82% of cultivable land. Therefore,
the start of early crushing of season does not increase wheat production, as only 0.005%
of the land is made available to plant wheat. This disinformation continues despite our
documentation with Federal Ministry of National Food Security and Research vide letter

no. PG-09-021 dated November 28, 2014.
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‘Wheat, 1.82%
Breakdown of
19.2%
. Col , 0.65%
agriculture o 48
sector share Rice,0.62%
in national GDP .
Maize, 0.60%
Sugarcane,
0.62%

(at FY06 constant
Forestry, 0.40%

factor cost)
Fishing, 0.40%

Ginning,0.31%

Sugarcane is not a water-guzzling crop, a mis-statement which is being propagated over
the years. Whereas, in reality, rice is a water consuming crop, i.e. 322mm per month,
while, wheat and sugarcane consumes 150mm per month which is one wheat harvest in
comparison to two to three sugarcane harvests. Sugarcane is the only crop which generate
700 liters of water for every ton of cane crushed, out of which 400 liter is consumed to
produce sugar crystals obtained from sugarcane juice after cleaning with food grade halal

chemicals, 300 liters of water after filtration is given back in the rivers.

The world-over, it is a common practice that forward trade is carried out to sell products
and commodities but instead of allowing the market forces to determine the sugar prices,
accusation insider trading (SATTA) and raids on the sugar dealers has destroyed the local
supply chain thus creating sugar shortages leading to price hike without there being any
factual shortage of the commodity as the Freedom of Trade which has been guaranteed

under the Constitution of Pakistan is applied on Sugar Industry.

Unlike, wheat flour, rice and pulses etc, it seems that GOP does not consider sugar as
staple food and increased the sales tax from 8% to 17%. Therefore, the need is to provide
subsidized sugar to the underprivileged through the Utility Stores. Control of sugar prices
does not benefit domestic consumer, who only consume 25% of the total sugar. The main
beneficiaries of low prices of sugar are the industrial consumers, who beside adjusting
17% sales tax as input tax, also increase prices of their products whenever sugar prices

7
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increase, however, they do not reduce prices when sugar prices hit a low and do not pass

on the benefit to our people. This cycle is going on for years.

At the end, I would like to express my gratitude to the zonal Chairmen, Central and Zonal
Executive Committees, all members of PSMA, and the Secretaries PSMA for their
continued assistance and in-time support. I shall always be available to the PSMA
management for guidance and support if needed, that the industry moves forward to meet

future challenges.

Thank you!

Iskander M. Khan
Chairman

Pakistan Sugar Mills
Association
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