
 
November 04, 2021

 
Mr. Moacir Marcos Junior
Investor Relations Director
Inpasa Agroindustrial S/A
Rod BR 163 Km 817, S/N - Zona Rural
Sinop,MT,78559-899
Brazil
 
Dear Mr. Junior:
 

Re: Fitch rating action affecting the rating of Inpasa Agroindustrial S/A
 
Fitch (see definition below) has taken the following Rating Action(s): 

 

 
Applicable Criteria: Corporate Rating Criteria, National Scale Rating Criteria
 
 
The upgrade reflects the stronger than anticipated cash flow generation and expectation that Inpasa will report low
leverage and satisfactory liquidity during the investment cycle over the next two years. The ratings incorporate Inpasa's
large-scale operations and low production cash cost in the volatile Brazilian ethanol industry. The high volatility of
Brazil's corn and ethanol prices and the lack of meaningful short-term price correlation between these two commodities
remain as key considerations. This risk is mitigated by a business model that benefits from sale of high value-added
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animal nutrition products, hefty corn storage capacity and well-established commercial agreements with corn producers.
 
The positive rating action also incorporates the expectation that Inpasa’s cash flow generation should improve over the
rating period, as the company increases its crushing capacity to 5.3 million tons and annual ethanol production capacity to
2.5 billion liters by the end of 2022. The company just concluded investments in capacity expansion at the Sinop plant and
is now building a third plant in Dourados, State of Mato Grosso do Sul, expected to become operational in March 2022. 
The investment in Sinop added 1 million tons of corn crushing capacity and 470 million litres of ethanol volumes per
year, while investments in Dourado will add another 2 million tons of crushing capacity and 900 million litres of ethanol
volumes annually, placing Inpasa as Brazil’s largest corn-based ethanol producer.
 
Inpasa is exposed to price volatility from both raw material and product price perspectives. Spot corn prices adjust rapidly
to supply and demand imbalances and follow parity with Chicago Board of Trade (CBOT) corn prices over the long run.
The short-term correlation between corn and ethanol prices in Brazil is weak, as Brazilian ethanol prices depend largely
on local gasoline price levels, which move in tandem with international oil prices and the Brazilian FX rate. Ethanol
prices are also indirectly influenced by sugar prices, as near 90% of all Brazilian ethanol produced comes from sugar cane
processors, which typically shift a portion of production between ethanol and sugar depending on prevailing price parity
with sugar.
 
Inpasa's business model benefits from its sizable 1.5 billion liters of ethanol production capacity. The company's cash cost
structure is in line with some of the most efficient sugar cane producers and is the most efficient corn-based ethanol
producer in the country, able to deliver a yield of 460 liters of ethanol per ton of processed corn. The company produces
and sells corn co-products used in animal nutrition whose prices tend to correlate with corn prices, helping to reduce the
inherent exposure to price volatility. Fitch expects that revenues from animal nutrition products will provide Inpasa with a
satisfactory 64% coverage over corn costs in the long term, which is high by industry standards. The company's location
in the State of Mato Grosso, Brazil's largest corn producing state with the lowest cash cost in the world, reduces its
logistics costs and attenuates corn origination risks, and the establishment of a new plant in Mato Grosso do Sul will
reduce logistics costs and facilitate the company’s access to Southern Brazil.
 
Inpasa has Brazil’s largest corn storing capacity, which enables the company to purchase corn up to two years ahead of
the beginning of the crop season, avoiding short-term volatilities of spot corn prices. The long-term purchase agreements
with corn suppliers are fixed on a BRL per bag price basis and referenced to CBOT corn prices in BRL when the
agreements are closed. These agreements significantly reduce the company's exposure to short-term price volatility.
Inpasa already hedged 100% of its expected corn needs for 2021/2022 at average price of BRL50/bag and 52% for the
corn needed for the 2022/2023 season at BRL54/bag, which mitigates the impact of a 90% increase in average spot corn
prices in Mato Grosso observed in 2021 compared to 2020.
 
Brazilian ethanol producers should continue to benefit from elevated domestic prices. The ethanol market in 2021 will
remain tight, as sugar cane crushed volumes fall and historically high sugar prices reduce the availability of ethanol in the
market. The combination of high oil prices and a depreciated local currency in a tight market will keep ethanol prices at
elevated levels in 2021. Fitch raised its 2021 projections for average Brent prices to USD63/bbl from USD58/bbl and to
USD55/bbl from USD53/bbl in 2022. Hydrous ethanol prices at the mill are currently trading at BRL3.26/litre at the mill
in Sao Paulo, which is 59% higher than early 2021 and 85% above the same period of 2020.
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Inpasa is expected to generate EBITDA and CFFO of BRL2.2 billion and BRL1.0 billion, respectively, in 2021,
comparing favourably with EBITDA of BRL767 million and CFFO of BRL377 million in 2020. Higher sales volume
should offset most of the expected decline in ethanol prices in 2022 and contribute with EBITDA of BRL2.9 billion and
CFFO of BRL1.6 billion. Inpasa is expected to generate negative FCF of BRL262 million in 2021 and BRL288 million in
2022 as it advances with its expansionary investments. Base case projection incorporates total investments of BRL1.3
billion in 2021 and BRL1.5 billion in 2022, with dividends equivalent to 25% of its net profit from 2022 on. The company
is expected to generate meaningful FCF of nearly BRL1 billion as from 2023 once the new plant is concluded.
 
Fitch expects Inpasa to preserve net leverage at low levels during its new investment cycle. Inpasa's net debt/EBITDA
should reduce to 0.7x in 2021 and 2022, and to 0.3x in 2023, as volume from the new plant kicks in. This compares well
with 1.7x in 2020. The company’s growth in Brazil has been largely financed by the Group, which reduces the refinancing
risks of Inpasa’s debt. Inpasa reported total debt of BRL2.2 billion as of Sep 30 2021, of which bank debt and related
party loans amounted to BRL1.3 billion and BRL904 million respectively. The former includes a BRL600 million 4.5-
year syndicated debenture and short-term borrowings secured by corn inventories.
 
Inpasa’s liquidity improved, but the company remains challenged to increase bankability and access to the capital markets
with long-term credit facilities to finance working capital and investments on a sustainable basis. As of Sep 30 2021, the
company reported cash and marketable securities of BRL281 million and total debt of BRL2.2 billion, of which BRL574
million is due in the short-term. Fitch forecasts Inpasa to report cash of BRL840 million and short-term debt of BRL1.3
billion, including related party loans, as of Dec 31 2021. Readily marketable inventories and offtake contracts with large
fuel distributors reduce refinancing risks and improve financial flexibility; inventories can be easily monetized and
accounts receivables can be used as collateral under new credit facilities, if required. Fitch estimates corn inventories of
BRL600 million at market value as of the 3Q21, bringing the coverage ratio to about 1.5x.  
 
 
 
Factors that could, individually or collectively, lead to positive rating action/upgrade:
 
--Longer track record in different cycles of ethanol and corn prices;
 
--FCF consistently positive, with the maintenance of conservative capital structure;
 
--Improved liquidity and positive track record in accessing the banking and capital markets.
 
 
 
Factors that could, individually or collectively, lead to negative rating action/downgrade:
 
--Deterioration in liquidity and/or difficulties refinancing short-term debt;
 
--Combined EBITDA margins below 20% on a sustainable basis;
 
--Combined net leverage above 3.0x on a sustainable basis.
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In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters and
from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied
upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from
independent sources, to the extent such sources are available for a given security or issuer or obligor in a given
jurisdiction.
 
The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary depending on
the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security
is offered and sold and/or the issuer is located, the availability and nature of relevant public information, access to the
management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports,
agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided
by third parties, the availability of independent and competent third-party verification sources with respect to the
particular security or in the particular jurisdiction of the issuer, and a variety of other factors.
 
Users of Fitch's ratings should understand that neither an enhanced factual investigation nor any third-party verification
can ensure that all of the information Fitch relies on in connection with a rating will be accurate and complete.
Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the
market in offering documents and other reports.  In issuing its ratings Fitch must rely on the work of experts, including
independent auditors with respect to financial statements and attorneys with respect to legal and tax matters.  Further,
ratings are inherently forward-looking and embody assumptions and predictions about future events that by their nature
cannot be verified as facts.  As a result, despite any verification of current facts, ratings can be affected by future events or
conditions that were not anticipated at the time a rating was issued or affirmed.
 
Fitch seeks to continuously improve its ratings criteria and methodologies, and periodically updates the descriptions on its
website of its criteria and methodologies for securities of a given type.  The criteria and methodology used to determine a
rating action are those in effect at the time the rating action is taken.
 
Ratings are based on established criteria and methodologies that Fitch is continuously evaluating and updating.
Therefore, ratings are the collective work product of Fitch and no individual, or group of individuals, is solely responsible
for a rating.   All Fitch reports have shared authorship.  Individuals identified in a Fitch report were involved in, but are
not solely responsible for, the opinions stated therein.  The individuals are named for contact purposes only.
 
RATINGS ARE NOT A RECOMMENDATION OR SUGGESTION, DIRECTLY OR INDIRECTLY, TO YOU OR
ANY OTHER PERSON, TO BUY, SELL, MAKE OR HOLD ANY INVESTMENT, LOAN OR SECURITY OR TO
UNDERTAKE ANY INVESTMENT STRATEGY WITH RESPECT TO ANY INVESTMENT, LOAN, SECURITY OR
ISSUER. RATINGS DO NOT COMMENT ON THE ADEQUACY OF MARKET PRICE, THE SUITABILITY OF
ANY INVESTMENT, LOAN OR SECURITY FOR A PARTICULAR INVESTOR (INCLUDING WITHOUT
LIMITATION, ANY ACCOUNTING AND/OR REGULATORY TREATMENT), OR THE TAX-EXEMPT NATURE
OR TAXABILITY OF PAYMENTS MADE IN RESPECT OF ANY INVESTMENT, LOAN OR SECURITY. FITCH IS
NOT YOUR ADVISOR, NOR IS FITCH PROVIDING TO YOU OR ANY OTHER PARTY ANY FINANCIAL
ADVICE, OR ANY LEGAL, AUDITING, ACCOUNTING, APPRAISAL, VALUATION OR ACTUARIAL
SERVICES. A RATING SHOULD NOT BE VIEWED AS A REPLACEMENT FOR SUCH ADVICE OR SERVICES.
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SUBJECT TO THE LIMITATIONS SET FORTH IN THE PARAGRAPH IMMEDIATELY BELOW, NOTHING IN
THIS LETTER SHALL LIMIT OUR RIGHT TO PUBLISH, DISSEMINATE OR LICENSE OTHERS TO PUBLISH
OR OTHERWISE DISSEMINATE THE RATINGS OR THE RATIONALE FOR THE RATINGS. SHOULD YOU
CONSIDER OUR OPINION IN UNDERTAKING ANY ACTION, YOU ACKNOWLEDGE THAT OUR OPINION IS
SUBJECT TO BOTH (i) THE ANALYTICAL PROCESS AND LIMITATIONS DESCRIBED IN THIS LETTER AND
(ii) THE PROVISIONS OF "UNDERSTANDING RATINGS - LIMITATIONS AND USAGE" ON THE FITCH
RATINGS DEFINITIONS PAGE LOCATED AT HTTPS://WWW.FITCHRATINGS.COM/SITE/DEFINITIONS. IN
ADDITION, DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS AS THEY MAY RELATE TO THE
RATINGS ARE AVAILABLE AT HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY.
 
A record has been made of this rating in our permanent files, but it is our current intention that the rating will not be
released publicly as the issue has been placed privately with institutional investors. Investors may find Fitch's ratings to be
important information, and if you have shared the rating with investors or any other party per the terms of the fee
agreement, please note that you are responsible for communicating the contents of this letter, and any changes with
respect to the rating, to any such party as well.
 
Fitch hereby consents to the submission of this letter by investors to the Securities Valuation Office of the National
Association of Insurance Commissioners in the United States of America, or to any regulatory authority having
jurisdiction over such investors.
 
The assignment of a rating by Fitch does not constitute consent by Fitch to the use of its name as an expert in connection
with any registration statement or other filings under US, UK or any other relevant securities laws.  Fitch does not consent
to the inclusion of its ratings in any offering document in any instance in which US, UK or any other relevant securities
laws require such consent.  Fitch does not consent to the inclusion of any written letter communicating its rating action in
any offering document.  You understand that Fitch has not consented to, and will not consent to, being named as an
"expert" in connection with any registration statement or other filings under US, UK or any other relevant securities laws,
including but not limited to Section 7 of the U.S. Securities Act of 1933.  Fitch is not an "underwriter" or "seller" as those
terms are defined under applicable securities laws or other regulatory guidance, rules or recommendations, including
without limitation Sections 11 and 12(a)(2) of the U.S. Securities Act of 1933, nor has Fitch performed the roles or tasks
associated with an "underwriter" or "seller" under this engagement.
 
Fitch monitors its ratings on an ongoing basis and will update this rating letter at least annually. It is important that you
promptly provide us with all information that may be material to the ratings so that our ratings continue to be appropriate.
Ratings may be raised, lowered, withdrawn, or placed on Rating Watch due to changes in, additions to, accuracy of or the
inadequacy of information or for any other reason Fitch deems sufficient.
 
Nothing in this letter is intended to or should be construed as creating a fiduciary relationship between Fitch and you or
between Fitch and any user of the ratings.
 
In this letter, "Fitch" means Fitch Ratings Brasil Ltda. together with any successor in interest.
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Private ratings assigned herein shall be valid and effective only if this rating letter contains a "Fitch Ratings" digital
watermark and, if available, an Agreement ID number is included in this letter which matches the Agreement ID number
set forth in your fee agreement.
 
We are pleased to have had the opportunity to be of service to you. If we can be of further assistance, please contact
Claudio Miori, Director at +55 11 4504 2207.
 
Sincerely,

 
Fitch Ratings Brasil Ltda.

 
Agreement ID#  109291
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