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In April, 2001 Murli Krishna, a Relationship manager at ICICI Bank Ltd. sat down to review an enhancement cum renewal of credit line for Shree Cement Ltd (SCL). The bank first developed a relationship with SCL in Nov 1999, when it financed a Working Capital Loan along with 4 other banks. The company had maintained a good relationship with the bank. Exhibits 1 and 2 provide the details of working capital facilities used by SCL and an operational review of the account. 

The company had embarked on a captive power plant of 36 megawatts. SCL had continuously modernized and upgraded its production facilities. It was one of the lowest cost producers of cement in India. For 2001-2002, working capital requirement of the company had been assessed at Rs 65 crore of fund based and Rs 49.20 crore of non-fund based limits. The company approached ICICI bank to enhance fund-based limits from Rs 11.80 crore to Rs 17.80 crore and renew non-fund based limits at the existing level.

Company Background

SCL was incorporated in 1979 for setting up a cement plant with a capacity to manufacture 600,000 tonnes per annum near Ajmer in Rajasthan. The plant commenced commercial production in 1985. The capacity of the plant was subsequently expanded to 760,000 tonnes per annum. In 1995, the company undertook an expansion scheme for setting up a second cement plant with a capacity of 12.4 lac tonnes per annum at its existing location, adjacent to the first plant. The second plant commenced commercial production in November 1997. The company undertook a modernization cum debottlenecking scheme in the second plant in 2000-2001. The rated capacity of SCL had increased by 6 lac tonnes per annum with effect from December 2001. The company had an aggregate capacity of 26 lac tonnes per annum of cement.

Its major production performance indicators met international benchmarks.  SCL had an installed capacity of 2 MT and operated at 125-135% of capacity. It had the flexibility to manufacture both varieties of Cement – OPC & PPC.

Manufacturing Process SCL had 2 dry process cement manufacturing plants namely, Shree Cements & Raj Cements with ore heater, precalciner, rotary kiln for producing OPC & PPC confirming to BIS (Bureau of Indian Standards) specifications. M/s FL Smidth & Co., Denmark, supplied Shree Cement plant of 7.60 L tons p.a., through their Spanish subsidiary FLT Ltd. and their Indian licensee L&T Ltd. The new plant, “Raj Cements” had state of art technology with 6 stage pre heater (as against conventional 4-5 stage) and had an annual rated capacity of 12.4 lac tons.
The raw material, i.e., limestone was procured from mines taken on lease by SCL from the Govt. of Rajasthan. The lease was for a period of 20 years beginning 1980, which was further renewable for the same period. These mines covering an area of 10 sq. km in Beawar, had adequate reserves (64.8 mn tons of limestone), which was sufficient to meet the requirements of both the plants for the next 30 years. The company had already applied for extension of the lease period and was confident of getting the same.

The mining cost was borne by the lessee (SCL) and royalty at a fixed rate was paid to the Govt. of Rajasthan. Gypsum was obtained from the Rajasthan State Mineral Development Corporation Ltd. (RSMDC) and coal was either imported or purchased from suppliers in Bihar. However, due to lower cost and better calorific value the company had started using pet coke mainly procured from reliance Petroleum. SCL proposed to use 75% indigenous pet coke and 25% imported coal as fuel mix for production of clinker. The arrangements for supply of other raw materials such as pozzolana, sweetener, laterite, etc were considered to adequate.

SCL was putting up a captive power generation facility to meet its requirement to avert disturbances caused by power breakdowns and to minimize power costs. SCL’s requirement of energy, per ton of cement produced had declined from 88 units/ton in 1996-97 to 78 units/ton in 2000-01. According to a study of cement factory performance conducted by Whithopleman and the International Cement Review, SCL’s plant had the lowest power cost per tonne of cement in the world and was also one of the best in terms of thermal efficiency. To ensure adequate water supply, SCL had made their own arrangements by digging wells in the factory premises as also by procuring water from hired wells in the nearby areas.

Limestone was mined from the captive quarry by blasting. It was then fed into the crusher. Limestone, which was in the form of boulders, was broken into smaller units. The blended limestone was reclaimed and stored in a hopper. Weigh feeders regulated the proportion of limestone and additives to be mixed to get the desired raw material mix. Hot exhaust gases from the kiln were used to dry the raw material. Coal was crushed to desired size by coal crusher. The raw meal was continuously blended to reduce quality variation. The blended raw meal was fed to the kiln. The kiln feed was controlled and the quality of blended material was checked periodically. The burned semi solid product that emerged from the kiln in the form of nodules was called clinker. This was then discharged to a cooler. The ground clinker and ground slag were stored separately. They were then weighed and mixed to ensure uniform particle distribution to give best quality of cement. 

Technology The company’s plants were relatively younger and represented a more contemporary technology viz. Rotary Kiln Technology. The company had constantly modernized and upgraded its facilities to remain abreast of the latest technological developments in the cement industry. The plant had the world’s highest kiln productivity.
Raw Materials Limestone, coal/pet coke, gypsum, clay, iron ore, and fly ash were the main raw materials. Limestone was mined from leased mines while other raw materials were sourced from suppliers. Other inputs like manpower and water were easily available.
As a result of superior efficiency, the company was able to post higher profits even during recessionary phases when realizations were lower. To reduce cost as well as to move towards eco-friendly and energy saving methods, SCL undertook a modernization scheme envisaging substitution of the use of conventional fuel (coal) with petroleum waste (pet coke), which was successfully implemented. SCL had an extensive sales network comprising a centralized marketing office in Delhi, supported by 70 depots. Its brands, “Shree Ultra”, “Shree TUFF CementO”, are well accepted in the northern and western markets. SCL had emerged as an established player in the cement industry and its modern and technologically superior production facilities are expected to enhance its competitive ability.

The Cement Industry

The cement industry in India was worth more than Rs. 25,000 crores. India was the second largest producer of cement in the world after China. The industry, till 1980 was under strict government controls with capacity additions being subject to licensing as also pricing and distribution being controlled by the government that resulted in slow growth of the industry. The controls were gradually relaxed during the 1980s with prices and distribution being decontrolled in 1989 and the industry being delicensed in 1991. The Indian cement industry was a perfect example of a fragmented structure. Spread across the length and breadth of the country, there were 113 large plants, owned by 53 companies, with an installed capacity of 110.10 million tonnes (MT) per annum. The cement production in FY 2000-2001 was 93.42 million tonnes as against 94.01 MT in FY 1999-2000, indicating negative growth of 1%. Over the previous two-three years, many multinational companies like Lafarge, Blue Circle, and Italcementi had entered the Indian market mainly by acquiring existing capacities leading to consolidation within the industry.

Demand Demand for cement was linked to economic activity and primarily dependent on the construction industry. There had been a drop in the demand of cement due to a slowdown in the economy and a lull in construction activity during the period 1997-1999. The unfavourable demand scenario had been further compounded by the fact that government purchase of cement in 1997-1998 had come down from 30% to 20% of the total demand. This resulted in an intense downward pressure on prices. The situation was amplified further by increased input costs mainly on account of higher prices of coal, power and petroleum products besides freight costs. 
Supply The Indian Cement industry was highly fragmented with 53 companies owning 113 large-scale cement plants. The capacity could be broadly divided into large and mini cement plans and the industry was highly regional in nature with a few dominant producers in each regional market. The formation of these regional markets was determined on their proximity to limestone deposits, which was the principal raw material for production of cement. The availability of limestone was concentrated in a few states such as Madhya Pradesh, Rajasthan, Gujarat, Maharashtra and Andhra Pradesh, implying that cement plants had to be located in these states. Madhya Pradesh accounts for 24% of the installed capacity, Andhra Pradesh 15% and Rajasthan 14%.
The capacity, production and consumption of cement for the previous four years ended March 31st 2001 are given in Table A:
Table A: Capacity, production and consumption of cement












(MT)

1998

1999

2000

2001


Operative Capacity
94.00

106.60

104.00

110.10

Production

76.70

81.70

94.00

93.40

Capacity Utilization
81.6%

76.6%

90.30%
84.8%

Consumption

73.90

79.80

92.00

90.00



The aggregate installed capacity in view of the various capacity expansions proposed was expected to be as under:

Capacity as on

Total Capacity (MT)


2002


121.40

2003


128.70

2004


140.90


International Market

Cement was a low value bulk commodity signifying that the incidence of the freight cost on cement was very high. International cement prices were also higher than India and therefore, imports threat was low. The ex- factory price of cement in Thailand was Rs 2100 per tonne and Rs 3450 per tonne in USA compared to the prevailing price of Rs 2250 per tonne in India. India therefore could be considered as competitive in terms of cost of production of cement.

Regulations

The cement industry continued to be regulated in terms of high excise and import duty. The duty structure of excise and import duties on cement is given in Table B:

Table B: Excise and Import duty structure

2001-2002 Budget

2000-2001 Budget

Excise duty (Rs per ton)


Cement- Large Plants
350



350

Cement- Mini Plants
200



200

Import Duty


25%



38.5%


There were no government regulations on the Cement industry since 1991. The WTO impact on cement industry was expected to be insignificant.

Outlook

The over supply situation in the market was expected to see correction with no major capacities in the pipeline and outlook on cement prices appear to be positive. The cement manufacturers joined hands to cut production by 10% - 15% across all regions in a bid to stem the fall of cement prices during monsoon. Having sorted out their differences, the manufacturers also increased the prices by Rs 15 - Rs 18 per bag in the non-trade segment from July 1st, 2001 and prices in the trade segment were hiked by Rs 5 - Rs 8 per bag from July 4th 2001.

The government’s ambitious road building program and promise to invest heavily in housing augured well for the cement industry.

The union budget in 2001 gave a boost to the cement sector by allocating higher funds for rural housing. Additionally, Rs 54000 crores was allocated for the national road development scheme for construction of 10,000 Km of 4-lane roads for connecting the four metros. From long-term perspective, the government’s ambitious proposal to widen the road network between the four metros cities of the country- The Golden Quadrilateral- and introduce north-south as well as east-west corridors were expected to generate large demand for cement across the country.

Hike in credit flow to the agricultural sector was also expected to lead to increased spending on housing construction. Rural housing was therefore expected to continue fuelling the demand growth especially in northern states of Uttar Pradesh, Punjab, Haryana and Delhi. Rebuilding of the areas affected by the January 2001 earthquake in Gujarat was also expected to boost cement demand. As major capacity additions were expected only by FY 2002-2003, the demand growth was expected to lead to firming up of prices in the medium term.

SCL’s Competitive Position
In 2000-01 SCL had a market share of approximately 12% in the northern region of the country. Its major competitors were Ambuja Cement Limited and Mangalam Cement Limited. SCL had an extensive sales network through a central marketing division at Delhi, 15 regional offices, 70 depots and 2200 dealers. SCL was an important player in the northern and western markets, particularly Rajasthan, Haryana, Punjab, Uttar Pradesh and western Madhya Pradesh. Its brands were well accepted in the market. About 25% of the company’s output was sold directly to the government institutions. The company’s plant was ideally located and fully equipped with modern day production facilities.

Present proposal
SCL enjoyed fund-based limits of Rs 58 crores and non-fund based limits of Rs 49.20 crores from a consortium of banks with State Bank of Bikaner and Jaipur in the lead. The company sought enhancement of fund-based limits to Rs 65 crores. Non-fund based limits were to be maintained at the existing level. ICICI Bank’s share in the consortium was 20%. SCL enjoyed a fund-based limit of Rs 11.80 crores and a non-fund based limit of Rs 10 crores from the bank. 

SCL had requested for 50% of fund-based limits as cash credit and 50% as Working Capital Demand Loan instead of the existing 20%-80%. Other banks were inclined to consider the request favourably.  The limits were to be allocated as in Exhibit 3. The key financial indicators and the details of inventory and receivables for SCL are provided in Exhibits 4 and 5.
Exhibit 1: Working Capital facilities availed from banks
As on 31/10/01







Rs Crores

	Name of the bank
	Facility
	Limit
	(%)
	Balance
	Overdue, if any

	SBBJ
	Fund

Non-Fund
	23.60

19.60
	40%
	20.84

5.70
	--

--

	SBI
	Fund

Non-Fund
	11.80

9.80
	20%
	10.50

--
	--

--

	ICICI Bank
	Fund

Non-Fund
	11.80

10.00
	20%
	11.78

--
	--

--

	UTI Bank
	Fund

Non-Fund
	5.90

4.90
	10%
	4.97

1.25
	--

--

	Union Bank
	Fund

Non-Fund
	5.90

4.90
	10%
	5.99

--
	--

--

	Total
	Fund

Non-Fund
	59.00

49.20
	100%
	54.08

6.95
	--

--


Source: ICICI Bank
Exhibit 2: Operation Review
(For the period 15th November 2000 to 27th November 2001)

	1
	SECURITY POSITION
	

	
	a) Whether drawing in the accounts were within the sanctioned limits.
	Yes



	
	b) Insurance Cover
	Inadequate

	
	c) Position vis-à-vis creation of security
	Completed

	2
	TERM LOANS
	Not applicable

	3
	CASH CREDIT ACCOUNT
	

	
	a) Credit Summation
	Rs. 137.53 crores

	
	b) Debit Summation
	Rs. 143.60 crores

	
	c) Average Utilization
	Rs. 9.27 crores

	
	d) Whether any cheque was returned for financial reasons during the year?
	No

	
	e) Interest Income
	Rs. 1.05 Crore

	
	f) Yield
	11.33%

	4
	INLAND BILLS PURCHASED / DISCOUNTED
	NIL

	5
	FOREIGN EXCHANGE BUSINESS
	NIL

	6
	LETTERS OF CREDIT
	

	
	a) Total amount of LCs
	Rs. 0.97 crore

	
	b) Whether bills under LCs retired promptly
	Yes

	
	c) Commission
	Rs. 0.05 crore

	7
	GUARANTEES
	NIL

	8 
	ANY OTHER COMMENTS
	NONE


Source: ICICI Bank
Exhibit 3: Allocation of limits

















       (Rs Crore)

	Name of the Bank
	Present Limits 

As on 31-03-01
	%
	Proposed Limits

For FY 2001-02
	%

	
	Fund Based
	Non Fund Based
	
	Fund Based
	Non Fund Based
	

	SBBJ
	23.6
	19.60
	40
	23.6
	19.60
	36.30

	SBI
	11.8
	9.80
	20
	11.8
	9.80
	18.15

	UTI Bank
	5.90
	4.90
	10
	5.9
	4.90
	9.10

	Union Bank
	5.90
	4.90
	10
	5.9
	4.90
	9.10

	ICICI Bank
	11.8
	10.00
	20
	17.8
	10.00
	27.35

	Total
	59.0
	49.20
	100
	65.0
	49.20
	100


Source: ICICI Bank

Exhibit 4:  Key Financial Indicators (Rs crore)
	Sr. no
	Year Ended/ ending June 30th
	2000
	2001
	2001
	2002
	2003

	
	
	Actual
	Estimate
	Actual
	Estimate
	   Estimate

	
	No of Months
	12
	12
	12
	12
	12

	1
	Net Sales
	409
	478
	479
	486
	516

	2
	EBITDA
	81
	91
	96
	112
	133

	3
	Profit Before Tax
	15
	21
	26
	42
	65

	4
	Profit after tax
	15
	19
	26
	39
	60

	5
	Net cash accruals
	40
	46
	46
	60
	84

	6
	EBITDA/sales (%)
	19.90
	18.95
	19.98
	23.08
	25.82

	7
	PAT/Sales (%)
	3.75
	4.06
	5.45
	8.04
	11.60

	8
	Dividend/PAT (%)
	--
	--
	22.79
	18.21
	11.89

	9
	Gross Block
	772
	810
	835
	900
	965

	10
	Net Block
	611
	622
	628
	637
	643

	11
	Paid-up Capital
	35
	35
	35
	35
	35

	12
	TNW
	212
	231
	232
	264
	317

	13
	Group Investments
	--
	--
	--
	--
	--

	14
	Adjusted TNW
	212
	231
	232
	264
	317

	15
	LTD/TNW
	1.50
	1.06
	1.32
	1.23
	1.06

	16
	DFS/TNW
	1.35
	1.36
	1.31
	1.35
	1.19

	17
	TOL/TNW
	1.97
	1.66
	1.70
	1.65
	1.37

	18
	Current Assets
	171
	197
	146
	190
	203

	19
	Current Liabilities
	133
	140
	127
	166
	156

	20
	Net Working Capital
	38
	58
	19
	25
	47

	21
	Current ratio
	1.29
	1.41
	1.15
	1.15
	1.30


Source: ICICI Bank

Note: TNW excludes revaluation reserve. However, it is included in the gross and net block figures. Revaluation reserve as on June30, 2001 was Rs 165.30 crores.

Exhibit 5: Inventory, Receivables and Creditors levels 










(Rs. In crore)
	Assets/liabilities
	Actual (30.0.01)
	Estimated (30.06.02)
	Estimated (30.06.03)

	
	Months
	Amount
	Months
	Amount
	Months
	Amount

	Raw Material

· Indigenous

· Imported
	0.74

14.84
	7.66

0.94
	1.35

6.62
	13.11

10.09
	1.35

10.23
	13.27

15.64

	Stock in process
	0.05
	1.19
	0.50
	11.21
	0.50
	11.41

	Finished goods
	0.25
	5.73
	0.66
	14.40
	0.67
	14.81

	Receivables

· Domestic

· Exports
	0.59

--
	27.17

--
	0.88

--
	42.00

--
	0.89

--
	45.00

--

	Consumables

· Indigenous

· Imported
	--

21.04
	--

19.20
	--

20.00
	--

26.00
	--

20.00
	--

27.00

	Trade creditors
	1.17
	10.85
	1.36
	16.93
	1.78
	21.16


Source: ICICI Bank
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