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Business case for Indian basmati rice –  

Annual global rice production is around 500 Million metric tons (MMT). There is an additional 

inventory of around 170 MMT stored for future globally. India is the biggest exporter of rice in 

the world consecutively for the 5th year in a row. However, it faces intense competition from 

Thailand with both countries forecasted to export 10 Million tons of rice for 2018. China even 

though the largest producer of rice is net importer due to growth in domestic population.  

 

The Indian Basmati Rice is amongst the most renowned rice variants globally. It has received 

Geographical Indicated (GI) Protection which means that only the long grain aromatic rice 

cultivated in the foothills of the Indo-Gangetic plain can use the term ‘Basmati’. It is amongst the 

best quality rice commanding a premium in the international market due to its unique taste, 

aroma and long grain size. India is the largest producer and exporter of premium basmati rice 

with 70% of global share. Pakistan maintains the remaining 30% share. This is a significant entry 

barrier for any other player globally. Currently, organized basmati sector is about 40% and 

industry has seen a steady shift towards organized retail due to strong growth drivers in Indian 

packaged goods space.  
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Figure no. 1 - Three-year exports statement of APEDA Products 

 

To put that into perspective, current production of basmati rice is 3% of global rice. (15 MT vs 

500 MT). The current production of basmati rice (in India) is also less than 10% of total rice 

production in the country. (10 MT vs 110 MT). Basmati rice is a staple food for middle eastern 

countries and in some parts of India (Punjab, Himachal Pradesh etc). 4 MT of country’s basmati 

rice is exported to around 153 countries whereas 6 MT is served domestically. Gulf countries such 

as Saudi Arabia, Iran & Iraq accounted for nearly 80% of total exports. Additionally, China has 

also identified 14 Indian firms for direct exports of Basmati rice. Basmati rice is a unique product 

that has a long runway of growth domestically as well as globally. The demand for basmati rice 

has been growing at 10.5% CAGR since 2001 and Industry is likely to double every 7 years. 

 

In pricing, basmati has achieved relatively higher international price when compared to other 

aromatic, non-sticky, long grained rice varieties such as Thai Fragrant rice. However, Thai fragrant 

rice becomes stickier on cooking compared to Basmati. PUSA 1121 is a variety of rice which was 

awarded as Basmati rice by the government of India. It has significantly altered the supply 

dynamics of the industry as it requires less aging time, less water and has longer grain. PUSA 1121 

gives 80% more yield to the farmers and has expanded operating margins over traditional 

basmati rice.  The recovery rate of rice from paddy is about 65% with by production of 20% husk 

and 9% bran across the industry. The husk can be used to generate the electricity whereas bran 

can be used as edible oil.  

 



 

The business is mainly dependent on monsoon, paddy production, paddy prices and has a risk of 

crop damage. However, higher yield and lower water requirements for PUSA 1121 can encourage 

farmers to produce enough supply. Aged basmati rice is highly aromatic and gets significantly 

higher premium similar to that of Whisky or wine. However, fluctuations in the market prices of 

the paddy can lead to inventory losses. The business requires high working capital to age basmati, 

high debt leverage, and storage capacity. Branded packaged basmati rice has made a shift from 

a commodity business to become FMCG business. However, the brand has limited pricing power 

domestically. Advertising is an important expense on balance sheets to keep the brand value 

maintained.   

 

KRBL Limited  

 

KRBL is the world’s largest rice miller and exporter with over 30 percent share of the domestic 

and 25 percent share of the branded basmati export market. With robust integration and strong 

relationship with farmers, the company’s business philosophy is aligned towards attaining the 

highest quality rice. India Gate is KRBL’s flagship branded basmati product, which delivers highest 

quality rice produced from the best paddy sowed in the most fertile soils of India. This provides 

India Gate brand a premium positioning in the global Basmati Rice market. With unique 

propositions of being the world’s longest rice grain, most aged, high aesthetics and aroma, India 

Gate Basmati Rice is the most preferred product globally. It is the only basmati rice which is aged 

for about 18 months. The quality of such rice is much better and provides KRBL significant pricing 

power making it an FMCG business and not just a commodity enterprise. Over the years, the 

company has developed multiple product brands which include Nur Jahan, Telephone, Train, 

Unity, Harooz etc. These brands enable it to cater the needs of different categories of consumers 

across multiple geographies. Presently, KRBL has a strong presence in the India and Gulf 

Cooperation Council (GCC) countries. Out of 158 countries globally, the company exports its 

products to 75 countries and is the market leader in the important Basmati consuming markets 

in the branded segment. KRBL’s strong retail presence across different sizes and price points 

enables it to allure consumers across all age groups and regions making it the leading and most 

aspirational Basmati rice player.  

 



 

Company’s rice milling capacity of 195 MT/hour, the largest in the world, lends it a distinctive 

edge making operations extremely productive and cost-effective. The company has state of the 

art storage capacity of 1.2 MT. KRBL’s own research and development team was involved in the 

development of PUSA 1121. They were the first ones to bring PUSA 1121 into the market in 2001-

2. With its innovative marketing approach, expanding distribution network, deep-rooted 

relations with farmers through structured contract farming and strong R&D capabilities further 

enhance long-term business sustainability and revenue visibility. The company also produces 

value-added products such as bran oil to make the most of supply chain. 

 

Healthier options (Quinoa and Brown rice) 

The company has understood the limitation of Basmati rice consumption on daily basis. KRBL 

recently introduced two healthier products - Brown Rice and Quinoa to cater the need of 

healthier customers. Health conscious customer is likely to pay extra to for making healthy 

choices. This ingrained allows KRBL to get higher margins with almost no competition in the 

market. Moreover, U.S is the largest importer of quinoa in the world and most of the quinoa 

comes from South American countries. The company has stated to Quinoa sales to go up to 500 

Cr in next 5 years (currently 60 Cr) Please check out this website to know more about how KRBL 

is planning to advertise for quinoa in the market. http://www.quinoa.life/ It will be interesting to 

if KRBL actually starts exporting Quinoa to the U.S. 

 

Energy Business 

KRBL has installed renewable energy business comprising biomass, wind, and solar which 

produces 134 Mega Watt (MW) of power. The business has been a net earning machine and has 

long-term contracts with the government of India. The primary reason for diversifying into energy 

business is minimum alternate tax (MAT). MAT allows lower taxation due to investments in 

renewable energy resources. The internal rate of return on energy business was around 22-23% 

but has come down due to lower prices in the market. Thus, the company has recently stated 

that they are no more interested in expanding this business further. Not to forget that all their 

plants utilize their own power for rice mills and equipment which has resulted in higher margins. 

 

http://www.quinoa.life/


 

KRBL has maintained the higher gross margins across industry due to its focus on improving 

efficiency in supply chain. The company carries relatively low debt compared to its peers. The 

business does have high working capital requirements to maintain the inventory. This inventory 

in return generates profits for the company as aged rice gets premium pricing in the market. The 

company successfully cruised through the 2008-2009 recession even with additional tariffs on 

Basmati rice exports until 2011. Earnings have grown 8-fold in last 10 years at 24% CAGR.  

 

Wide- moat: (Operational efficiency, pricing power, higher demand and a long runway for 

growth)  

1. Largest milling capacity of 195 MT per hour in the world that is currently operating only 

at 80%. 

2. Via Integrated supply chain, KRBL provides best seeds to farmers and gets best quality 

paddy through contract farming. No other competitor is close to KRBL in terms of 

procurement and R&D. 

3. KRBL has the largest market share of organized basmati rice domestically and globally 

with a network of 500 distributors across the country and 14 brands that cater all the 

parts of society. 

4. The established brand provides pricing power for premium basmati rice.  

5. High storage capacity up to 1.2 MT worth 2,000 CR to age the rice which provides pricing 

premium in the market 

6. Geographical Indicated (GI) Protection which allows significant entry barrier for global 

competition. 

7. Lower utilization of Basmati Rice globally creates a long runway for growth of the 

company and industry.  

Risks 

1. Export demand fluctuates the market price of the rice. Low cost of raw materials affects 

the market price of rice.  

2. Middle East is the biggest importer of Indian Basmati rice and accounts for almost 35% 

revenues of KRBL. The company mostly exports to Saudi Arabia, UAE, Iraq, and Kuwait. 

Any political turmoil in this region may adversely impact the business. 



 

3. The end user is likely to be less worried about the brand and buy whatever is available 

since he would want basmati rice and not necessarily branded basmati rice.  

 

Management  

Anil Mittal is a visionary leader and strong believer of Bhagavad Geeta. He believes in saying, ‘you 

have a right to work but not to the fruit of work.’ His integrity can be seen through great financial 

stability of the company and consistent increase in net worth irrespective of global financial crisis. 

Management’s involvement in every aspect of the business right from seed development to 

modern farming shows remarkable growth of the company. Management is prudent to buy and 

store paddy at a low price and sell it at a premium when the prices rise or supply is short. He has 

excellently allocated capital in creating a higher brand value for their products.  Anil plans to take 

the company to a revenue of 5,000 CR in next few years.  

 

Earnings & Valuation   

Basmati rice business is cyclical in nature and revenues are related to the price of the commodity. 

Earnings are volatile for such companies as they have to incur the cost of capital, inventory & 

management even when the price of commodities keep changing year by year. Companies also 

may have to incur more debt if the commodity prices fall way below expected to keep the 

business running. There is a limited production of basmati rice every year and paddy prices are 

set depending on the global demand. 

 

Market Cap (Cr) 10,700 Cr Return on Equity  23% 

Sales 5-year CAGR 14% Return on Capital  21% 

Net Profit 5 years CAGR 33% Debt to equity ratio 0.57 

Operating profit margin  23% P/E ratio  23 

 

 

Figure no 2 - Trends 

 



 

The company has maintained strong margins with consistently higher return on capital and 

equity. Figure no 2 reveals that majority of expenses are a raw material and inventory storage. 

The company due to its pricing power as a branded and aged basmati rice can adjust prices to 

inflation. Margins have increased over the period of last 10 years due to improved efficiency. 

However, dividend payout is negligible. Reserves in the balance sheet have been growing 

consistently whereas borrowings have cut by half since last 10 years. The company maintains 

certain debt (way below industry avg) as a part of their working capital. 

 

 

Figure no 3 - Income statement (values in Cr) 

 

The company currently gets 60% of its revenue from the domestic market and 40% from exports. 

There has been significant demand from the domestic market due to higher consumption of 

branded basmati rice. Company’s earnings are relative to the market price of rice yet the 

company has been able to grow earnings 8-fold in last 10 years at CAGR of 24%. The brand value 

and large market share isolate the company from volatile export prices.  



 

 

Competition  

Pakistan remains the only competitor with less than 30% of market share. KRBL has domestic 

competition from companies such as LT Foods, Kohinoor Foods, Amira Foods. Rest of the 

unorganized fragmented players lack the technology and expertise in procurement process 

required for these high-end activities. Hence, the large players have the scope to take up the 

advantage and capture the market. The big FMCG companies like Cargill, Olam, Unilever, and 

PepsiCo tried their hands years ago in this business and decided to quit. ITC has recently 

announced its entry in this sector. It has large reach and means to capture the market. However, 

KRBL is a solel rice business whereas ITC has many FMCG businesses and it would take them a 

long time to cause any damage. LT foods have double the receivables than KRBL consistently 

every year although their sales are less than KRBL. Moreover, the Debt to equity ratio of LT foods 

is 2.46. Clearly, KRBL has better customer relationships and is being able to convert inventory to 

sales and receivables to cash. LT Foods has to borrow more to build inventory when its working 

capital is stuck in receivables while KRBL’s debt is coming down over the years.  

 

Figure no 4 Basmati Rice industry-wide margins 

 

Benjamin Graham’s formula 

Value = EPS x (8.5 + 2G)  

Here, EPS is the trailing 12-month EPS, 8.5 is the P/E ratio of a stock with 0% growth and g is the growth 

rate for the next 7-10 years 



 

 

Value = (279.8) x (8.5 + 2 x 20) 

= 13703 Cr ~ Rs 583 per share 

 

Note that I have used Avg 5 Yr net profit instead of EPS to arrive at Market Cap. The last 5 years 

growth rate is 40%, However, I have calculated two intrinsic values with high and low range using 

growth rates as 40% and 20% respectively. The range of intrinsic value comes somewhere 

between Rs 583 to 1065. The stock is trading at a discount of 25% to its low range intrinsic value 

around Rs 440. Thus, per Ben Graham’s original formula we have around 25% of margin of safety. 

 

I also tried calculating an intrinsic value from Ben’s Revised Formula, where 4.4 is what Graham 

determined to be his minimum required rate of return. At the time of around 1962 when Graham 

Value = [EPS x (8.5 + 2G) x 4.4] / Y 

    = [279.8 x (8.5 + 2 x 20) 4.4)]/3.83 

= 15,545 Cr ~ Rs 661 per share 

was publicizing his works, the risk-free interest rate was 4.4% but to adjust to the present, we 

divide this number by today’s AAA corporate bond rate, represented by Y in the formula above 

which is at 3.83. The range of intrinsic value comes somewhere between Rs to 660 to 1100. The 

stock seems to be trading at a discount of 35% to its intrinsic value.  

Expected returns model 

KRBL’s earnings have been growing at 24% CAGR for the last decade. However, it is very unlikely 

for any business to grow at more than 15% CAGR. Thus, I am assuming estimated net profit to 

grow at 15% CAGR and business being valued at 20 times its earnings after 10 years. Discounting 



 

back from this today with 12% expected rate of return makes KRBL undervalued with 15% margin 

of safety  

Estimated Profit for FY 2018 (Rs. Cr) 450 

Estimated CAGR in Net Profit over next 10 years 15% 

Estimated Net Profit after 10 years (Rs Cr)      1,800  

Current P/E (x)       23.0  

Exit P/E in the 10th year from now (x, Estimated)       20.0  

Esti. Market Cap (10th year from now; Rs Cr)    36,000  

Cost of Capital/Discount Rate 12% 

Discounted Value (Rs Cr)    11,591  

Current Market Cap (Rs Cr)    10,340  

 

Value = 36,000 / ((1+ 0.12) ^10 ) = Rs 11,591 Cr ~ Rs 515 per share 

Final Thoughts 

Basmati Rice is a unique product and KRBL does look very interesting company with wide-moat around it. 

I noticed that most of their earnings are being reinvested in building up the inventory for the future. Thus, 

the business is in growth mode and is likely to continue for next 10 years considering the demand and 

growth opportunities. I would like to believe that they will grow at least 15% if not more. However, I am not 

certain about the right valuation method to identify intrinsic value of this business. I doubt whether it is still 

a commodity business or FMCG as they are into the packaged rice and not regular commodities. I would 

appreciate if anybody could share their insights on right valuation method to value such businesses that 

have high working capital needs.  
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