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were actually hegative. ACC faced a decline in its profits
because of a fall in sales {(production) from 65 lakhs
tonnes in 1977-78 to 63 lakh tonnes in 1978-79. Also
interest payments were very high on account of higher
borrowings by ACC. These increased from Rs.229 lakhs to
Rs.348 lakhs, over the same period. There was a spurt in
profits in 1981-82, after the announcement of the new
price policy for cement. The period between 1979 and 198l
was fraught with inadequacies. In 1980-81, ACC claimed
that it lost as much as 7.15 lakh tonnes of cement for
want of coal. The factories in South India were badly
affected by the labour trouble in the collieries in
Singareni. Priority supply was given to railways, power
houses, defence and fertilizers and thus there were diver-
sions of coal away from the cement industry. Also, the
company's large factories at Shahabad, Wadi, Jamul and
Chaibasa suffered power cuts ranging from 15 per cent to
70 per cent imposed by the respective State Electricity
Boards.

Table 5.7 compares the two companies in their finan-
cial aspects. The recommended 14 per cent rate of return
on capital employed or the 12 per cent return on net
worth (see Chapter on Prices) were not achieved at all by
CCI. This was due to problems with raw materials as well

as organisational deficiencies. The year 1979-80 was the
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Table 5.7 : Profitability ratios (%)

- En W Es W e e e e e W G Gn e W @ W e Es @ @ @ W am A & = - =

Year Gross Profit: Profit after
Capital Employed Tax: Net Worth
acc eI AcC ccr )
1977-78 21.0 O.h 13.7 *
1978-79 15.7 1.1 10.3 *
1979-80 5.1 5.7 1.4 1,3
1980-81 7.0 4.0 3.7 O.4
1981-82 20.4 9.7 37.7 74

- e W G e B eh e e s W @ G W b e G G B " W W e s 2@ e @ o o=

* Negative numerator

Source : Annual- Reports

only year during which CCI's performance was the better
of the two. This is because ACC went through a rery bad
patch that year. ‘

1981-82 saw both companies on a better footing in
all respects. CCI had had a chance to establish itself
and most of its plants were recording a satisfactory7
capacity utilisation and the price situation had eased
considerably. Likewise, in the case of ACC, the avail-
ability of coal and power had become more regular thus

facilitating better production conditions.

This brings us to the question of prices and costs
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Table38A: ACC : Cost as percentage of earnings

l. Raw materials,
packing and
manufacture .17 70.89  74.55 The55 73.29

2. Employees
remuneration 16.83 18.45 18.60 17.41 12.00

3. Depreciation 3.12 3.15 3.72 3.30 2.90
L. Taxes 2.41 1.83 - - 0.15
5. Interest on

Borrowings 1.52 2.16 2.69 3.81 2.81
6. Profits L.87 3.53 O« bk 0.94 8.88
Eozai ------ 160:06 ) IOB.BO- ioa.ao— i06.60- ioa.ao-

1. Raw materials,
packing and
manufacture 77.07 76.73 73.94L 74.36 68.85

2. Employees
remuneration 12,53 12.45 10.31 10.59 6.33

3. Depreciation 9.62 7.9 4.85 5.87 7.00

4. Interest on
borrowings 8.51 7.93 6.27 8.06 6.06

5. Profit/Loss -7.73 -5.02 L.65 1.21 11.75

Note : Figures have been grouped to make them comparable.
Source : Annual Reports.
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in the industry which affect the profitability of the

firms. It should be noted that the basis of the reten-

tion price was the assumption of 85 per cent utilisation
of installed capacity. The actual utilisation, however was
never more than 72 per cent (for the period under considera-
tion) and these prices were therefore rather unreasonable.
The example of ACC which is supposed to represent the condi-
tions in the industry, displays the inconsistency in the
return on capital employed, and on net worth as required

by the government.

From Tables 5.8A and 5.8B we see that payments to
employees by CCI are lower than in ACC. Borrowings have
made a large dent in the earnings of CCI at a steady 7-8
per cent. On the other hand, ACC has not incurred such
large debts, keeping tda conservative 2-3 per cent of the
total earnings. Strangely, though, the interest payments
as percentages of the total borrowed funds were higher in
the case of ACC.

Although the total interest payments as a percen-
tage of the earnings of the CCI are much higher, the rate
of interest is significantly lower. This has led to over-
capitalisation as a result of the ease with which CCI
obtains funds - both from the government as well as from

financial institutions. These funds are by and large,

on easy terms.
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Table 5.9 : Interest as percentage of borrowed funds
and loans as percentage of funds

T e uarrowed . tage of fumds

funds

Tacc cct acc cor -
1977-78  10.4 6.9 29.1 19.0
1978-79  10.7 2.9 372 37.4,
1979-80 7.3 2.2 52 Lk 8
1980-81 8.0 O 65.8 46.6
1981-82 7.5 5.4 57.9 Bl.g

Source : Annual Reports

Interconnected with this aspect is the financial
make up of the enterprises. The use of other people's
money in the world of business is probably the corner
stone of business finance. It is often observed that
the return on borrowed funds is higher than the cost of
these funds. And this leads to an incregse in the rate
of return on equity. The Debt-equity ratio tells us
therefore, the owner's commitment in the business. The
guidelines laid down by the Capital Issues Act, 1947
say that a higher ratio than 2:1 was not advisable.
However a higher ratio is considered for certain very

highly capital intensive industries.
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The ratioc in the case of ACC has remained above 1l:1
practically throughout the whole period. The CCI ratios
have been much lower than ACC's; this is because there
has been little reciource to long term debt in the case of
CCI. Its shares are subscribed to by the government,
largely, with little or no obligations to payhants of
dividends.

Table 5.10 : Debt:Equity ratios

Years ACC CCI

1977-78 0.41:1 0.23:1
1978-79 0.59:1 0.59:1
1979-80 Lel9:1 0.78:1
1980-81 1.92:1 0.82:1
1981-82 1.60:1 0.75:1

Source : Annual Reports.

In the ACC, the increasing pressure on fumds for
production as well as for expansion, has led to a rising
debt - equity ratio. Also the public's participation in
the equity of the company did not increase enough to
fulfil the obligations because of the industry's image
of low profitability. '
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The efficiency of the use of the capital thereby
procured, is shown in the turnover of the sales per unit
of capital. The ratid of Net sales to Net Fixed Assets
has been much higher for ACC, although even here it has
declined slightly. In both cases however, the ratios
have been distinctly lower than the overall ratios for
the industry. As we have seen already, manufacture of
cement by CCI is done in a more capital intensive way and
also that the company is overcapitalised: both these are
reflected in the sluggishness ¢f the asset use.

Table 5.11 : Net sales:net fixed assets (%)

-
- AR AR EE AR W W S G er ek R G SE SB W W SR S S G S B W o an W= =

Years ACC CCI

1977-78 256.3 50.0
1978-79 235.2 b9 « by
1979-80 189.0 68.1
1980-81 152.2 60.2
1981-82 172.2 68.8

The requirements of Working Capital are met
generally through the operations of the company. It is
calculated as the excess of Current Assets over Current

diabilities. The purpose of working capital isAmainly to:
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1. provide against danger from a shrinkage in the
value of current assets, especially 1nventoryf2;
and

2. to provide a general margin of safety in the

running of the business.

CCI has maintained its operations based on a large
base of working capital. It has had a tendency to increase
the working capital available although in some years pro-
fits were low and even negative. As we have already noted
its borrowings as well as its net worth increased (net
worth at a rate of 25.7 per cent per annum on an average).
This is characteristic of a new company widening its

capital base.

Since a part of the liquid assets is the inventory
maintained by the enterprise, we examine the changes in
this component for the two companies. BEffective manage-
ment of stocks is considered absolutely necessary to the
advancement of a concern. This is because the production
of output is restricted to the capacity or demand of the
consuming public. A perishable commodity like cement,
which requires large storage space and facilities to

maintain its properties.

Viscione, "Financial Analysis: Principles and
rocedure", Houghton, Muffin and Co., 1937, PP. 12-14.



120

Table 5.12 : Inventory:sales (%)

Year ACC cCI o
1977-78 20.4 34.6
1978-79 23.5 4.9
1979-80 29.4  bbek
1980-81 20.7 63.7
1981-82 17.5 38,7

This is very obviously the case of one company opera-
ting on the basis of the offtake of the product and
another, merely producing its quota. Though, of course,
one of the reasons for the high stockpiling of CCI could
be the locations of its plants requiring a larger stock

for more economic transportation.

The share capital per tonne of installed capacity
is indicative of the wide disparity in the financial
make up of the firms, The ACC figure for both years was
Rs.44.30. The CCI's share capital per tonne of installed
capacity, however, was Rs.988.00 in 1980-81 and Rs.571.00
in 1981-82. The extent to which the CCI has been over-
capitalised is clear and no doubt, this could be one of
the factors inhibiting its growth.
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Thus far where the two companies are concerned.
It remains to say that the study is by no means an
adequate one on which to base any dogmatic conclusions,
but what is very clear from the above is that the in-
dustry has need of a public sector enterprise and that
with the new policies coming into force, the private
sector should receive a fillip to its growth and provide
the industry with enough impetus to recover its equili-

brium and forge new dimensions.



CHAPTER VI

CONCLUSIONS

It has emerged from the foregoing chapters that the
cement industry has had much attention by way of regula-
tion, from the Government. The most recent policy has
been one of partial decontrol, which apparently, has
given some impetus for growth in the industry. This dual
pricing policy has led to some concern on the part of
private consumers, because 33.3 per cent of the total
production is sold in the open market at a prevailing
price of Rs.lAOQ.OO per tonne. The levy cement sells at
Rs.724.00 per tonne almost half the price. This disparity
in price has resulted in some inconsistencies in the dis-
tribution pattern, but, since this is unquantifiable,
we shall not go into the matter. The question of whether
or not the government should exercise such complete con-
trol as it has been doing is a debatable one. It can be
argued that in 1966-68 when there was decontrol of the
industry, it floundered. On the other hand, at that
time, the infrastructure for the distribution of cement
was not completely established and the result was the
confusion which ensued. From a strict supervision by the

STC, to no guidance at all was not the ideal solution.
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The other problem is that of raw materials. As
it stands, the industry is not a footloose one in that
the factories are, by and large, located close to the
limestone sites. A change in the distribution pattern
has, however, sought to have been established by the
creation of split location plants. The production of
clinker is then carried to grinding units which are not
far from the retail outlets. The advantage of this is
that clinker can be transported in open wagons which are
easier to come by and not as expehsive as the covered
ones used for the transport of cement. The problem of
availability of cozl has been another factor that con-
tributed to the low profitability in the industry. The
quality of coal received by the industry was inferior
and therefore the production of cement was becoming in-
efficient. The precalcinator technology has anticipated
this problem as it uses inferior grade coal to full advan-
tage. Where power is concerned, the installation of
captive power generators in larger plants is being en-

couraged so that production is a continuous process.

Cement is also being manufactured out of materials
other than limestone. Blast furnace slag and fly ash
cement are two new developments which utilise waste
materials of the steel and power plants respectively..

Thus, cement plants are being located in close proximity
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to these and the pressure around limestone belts is

easing.

Barriers to entry due to the high initial invest-
ment cost for a cement plant have created the oligopolis-
tic structure in the industry. Although during the
Fifth Five Year Plan, there was a move towards mini-
cement plants, this policy has changed. In faect, accord-
ing to the BICP Report, 1979, the investment cost per
tonne for a plant of 600 tonnes per day is Rs.912.00
whereas for a 2500 tpd plant, it is only Rs.614.00. The
Economic and Scientific Research Foundation (BSRF) in its
publication 1n.}983 has also stated that larger plants
are more economic and competitive in production. This
accounts for the increasing concentration in the hands
of a few large producers. For example, it is only large
houses which can enter the industry, like Larsen and
Toubro and §§ndus§§9_§evers Ltd., both of whom have just

erected cement plants.

The industry is a growing one and as long as the
policy makers recognise the need for a freer environment,
it appears as though self sufficiency in the production

of cement in India is not an unattainable ambition.
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