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MANAGEMENT DISCUSSION AND ANALYSIS

HIGHLIGHTS OF PERFORMANCE / EVENTS

! Production and sales of the group 16.6 million tonnes, thus continues to be India’s largest cement
manufacturing company.

! Capacity utilisation at 91% as compared to industry’s utilisation level of 84%.

! Stable to better cement prices in Company’s key markets.

! Profit before Exceptional Items & Tax for the Group Rs. 486 crore as against Rs. 294 crore in the previous
year. On standalone basis profit before Exceptional Items & Tax Rs. 445 crore as against
Rs. 264 crore in the previous year.

! Profit after Taxes for the group increased by 83% to Rs 403 crore from Rs 220 crore. On standalone
basis profit after tax increased by 89% to Rs 378 crore from Rs 200 crore in the previous year.

! Growth in profit through higher volume, better cement price realization, improved operational efficiencies,
despite sharp increase in prices of fuel and other inputs.

! Acquired 75 MW Captive Power Plant located at Wadi from Tata Power Company Ltd.

! Though no major capacity additions barring completion of Tikaria expansion made in 2004-05,
implementation of Chaibasa modernization and Gagal Units I and II capacity augmentation projects
progressed during the year and consequently, capacity addition is poised to take place in financial year
2005-06 to keep up with the growth in cement demand.

ECONOMY AND BUSINESS ENVIRONMENT

Despite indifferent monsoons, the Indian economy fared well in 2004-05. The country’s GDP growth rate is
estimated at 6.9% for this fiscal, compared to 8.5% achieved in 2003-04, mainly due to low agricultural
growth rate of 1.1%. This level of growth on a higher base reflects the inherent resilience and robustness of
the Indian economy. The foreign exchange reserves continued to rise and the Rupee appreciated against the
U S Dollar. The capital markets performed smartly during the year. With the credit offtake increasing during
the year, the year also witnessed strong performance of the manufacturing sector and the re-emergence of
capital spending. The inflationary pressures being exerted on the economy particularly due to continued
upward spiral of oil price, developing shortages experienced in the coal availability and the unsatisfactory
fiscal situation of the centre and state finances continue to be areas of concern. The year in retrospect has
been a year of overall progress for the national economy.

INDUSTRY OUTLOOK & OPPORTUNITIES FOR CEMENT BUSINESS

The industry performance during 2004-05 was characterized by normal volume growth, stable to better cement
prices and favourable demand–supply balance in certain regions.

The Industry cement production during the year 2004-05 was at 125.6 million tonnes and despatches during
the year 2004-05 was at 125.1 million tonnes registering a growth of 7.8%.

As anticipated in last year‘s review, improvement in demand-supply balance was witnessed on account of
slow down in new capacity additions and robust demand growth. This in turn got reflected in better and
stable cement prices and higher levels of capacity utilisation.

During the year, the industry had to face various challenges such as the steep increase in price of inputs,
lower coal and wagon availability etc. While the increase in price of key inputs like coal, diesel etc. adversely
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impacted the cost of production, the increase in rail and road freight increased the logistics cost. The poor
availability of coal is forcing the industry to look for costlier alternate options and to exceed the prudent
stocking norms both of which affect costs and profitability.

The continued thrust of the Central Government on housing and infrastructure with particular focus on rural
infrastructure along with opening up of real estate sector for foreign direct investment is expected to sustain
healthy growth of cement demand. The Government’s emphasis on rural lending could improve the investments
in new houses in the rural sector. This along with the continued focus on National Highway Development
Project and the planned infrastructure projects of airports, ports and power generation should give adequate
fillip to the cement demand.

Against the above backdrop, cement demand in the year 2005-06 is expected to grow at around 8%, a rate
higher than the capacity creation, thus ensuring high capacity utilization and stable and improved cement
price realization.

Risks and concerns:

While the macro economic and industry outlook are positive, factors such as spiralling oil prices, further
inflationary pressures mounting on the economy, weak monsoon, political surprises, shortages of coal and
grid power, transport bottlenecks, tardy implementation of VAT and the worsening of fiscal deficit could
adversely impact the economic and industry environment.

Cement Business –Consolidated performance at a glance :

Year ended Year ended % Change
31-3-2005 31-3-2004

Production – Million Tonnes 16.61 15.34 8

Sales volume – Million Tonnes* 16.57 15.39 8

Sales value – Rs Crore ** 3439.25 2949.16 17

Return on Capital Employed % 17% 10%

* Cement sales volume includes sale to RMC etc.
** Sales value as per consolidated cement segment
Return on capital employed = PBIT / capital employed excluding capital work in progress

Cement Business – Standalone performance at a glance :

Year ended Year ended % Change
31-3-2005 31-3-2004

Production – Million Tonnes 15.32 14.65 5

Sales volume – Million Tonnes
(including traded cement)* 16.29 15.25 7

Sales value – Rs Crore ** 3386.00 2906.09 17

Return on Capital Employed % 17% 11%

* Includes cement sale to RMC etc.
**as per standalone cement segment

Return on capital employed = PBIT / capital employed excluding capital work in progress

Detailed segmental analysis is included in Notes on Accounts on page number 90 of this annual report.



28

Operational Performance: (Standalone)

2004 -05 2003-04

Capacity utilization (%) 91 % 91 %

Blended cement (%)  82 % 83 %

Fuel consumption Kcal /Kg of Clinker 753 775

Power consumption (Process) Kwh/T 85 89

Manhours per tonne of cement 1.23 1.32

Review of Operations, Costs and Profitability:

The Company continues to be the single largest cement company in India. Our broad geographic diversification
in various regions with different market dynamics allows us to sustain consistent growth and profitability. In
the recent past it has been able to protect and enhance its market share by adding additional capacity
through continuous modernization and expansion of its production facilities, capitalizing on and strengthening
its strong brand equity and innovation in the market place.

The Company has posted its best ever results for the year 2004-05. This has been possible due to higher
volumes, improved price realization for cement and better operational efficiencies, which mitigated the
severe pressure on margins due to rising price of inputs. During the year under review, we continued with
our cost reduction initiatives such as increased use of cheaper captive power, improved fuel and power
efficiencies, reduced cost of slag and absorbed higher level of fly ash.

Future Plans – Cement Business:

Manufacturing

The Company plans to retain its growth momentum by continuing to focus on markets, which have long-term
growth potential with low per capita consumption and high pent up demand. The state of the art 1.3 MTPA
clinkering unit would be commissioned at Chaibasa Cement Works in the first quarter of the financial year
2005-06 whereas 15 MW Captive Power Plant has commenced commercial production in April 2005. This
project besides reducing the cost of production would enable the Company to meet the clinker requirements
of Sindri Cement Works and the Company’s subsidiary, i.e. Damodhar Cement & Slag Ltd. (DCSL) more cost
effectively and further strengthen its position in the eastern region. Similarly, the completion of the projects at
Gagal Units I and II for augmentation of their capacity in the financial year 2005-06 should enable the
Company to retain its pre-eminent status in the northern region. The acquisition of Wadi Captive Power Plant
from Tata Power Company Ltd., which was concluded in January 2005, would enable the Company to bring
down the cost of power generation significantly.

The Company has also taken up the expansion and modernization of its Lakheri Cement Works capacity
from 0.6 MTPA to 1.5 MTPA along with setting up a new 25MW captive power plant involving a total capital
outlay of Rs 260 crore. This project is expected to be completed by 2007. On completion of all these projects,
the capacity of the Company along with its subsidiaries will go up to 20.6 million tonnes per annum.

The Company has taken up installation of an additional 25MW TG at a cost of Rs. 32 crore at its Kymore
Cement Works to enhance its captive power availability.
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Marketing

The Company has opened ‘ACC Help Centers’ at various locations in the country in order to provide guidance
and advice on correct construction practices to prospective house builders. In a fresh initiative to educate
rural customers through dissemination of information regarding correct construction practices, the Company is
participating in rural markets / mandis in different parts of the country.

Based on the positive market feedback about these centers, we intend to roll out more centers in the financial
year 2005-06. The Company has also launched an initiative called ‘Project Sambandh’ to further strengthen its
marketing channel. The Company would continue to strive to provide market leadership in the cement
industry.

Engineering Consultancy

The Company is continuing to leverage on its rich experience in operating and maintaining cement plants and
the vast pool of high skilled manpower it has at its disposal for expanding its overseas operations such as
operations and management contract with Yanbu Cement Company Ltd., in the Republic of Saudi Arabia. The
Company has entered into a MoU with Dangote Group, Nigeria for operating the plants of Obajana Cement
Plc. and Benue Cement Plc. The Company has also entered into a contract with Ishikawajima – Harima
Heavy Industries Co. Ltd (IHI), Japan for technical consultancy services. Further, the Company is rendering
project consultancy for setting up a cement plant in Yemen.

REFRACTORY BUSINESS

Refractory business has reported impressive results for the year ended March 31, 2005 — a growth rate of
34% in sales volume and 36% in revenues . The expansion and capital repair projects being undertaken by
Iron and Steel, Aluminum and other sectors were the main contributory factors for this growth.  The Company
would strive to further expand product portfolio, cut down its production cost by judicious sourcing and also
seek to become a leading player of niche products in both domestic and global markets.

Performance at a glance:

Year ended Year ended % Change
31-3-2005  31-3-2004

Sales volume (Lakh Tonnes) * 1.66 1.24 34%

Sales value( Rs crore) ** 224.40 165.11 36%

Return on Capital employed 63% 38%

* excludes sister works sales
** as per consolidated refractory segment

READY MIXED CONCRETE (RMC) BUSINESS

Despite intense competition from existing players and new entrants, RMC volumes and turnover grew by an
impressive 45% and 42% during the year 2004-05. The Company will be adding 4 additional units in financial
year 2005-06. The RMC business is expected to continue its growth momentum in the future.
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Performance at a glance:

Year ended Year ended % Change
31-3-2005  31-3-2004

Sales volume ( Lakh Cubic Metres) 8.87 6.12 45

Sales value( Rs crore) * 183.29 128.63 42

Return on Capital Employed % 28% 18%

* as per consolidated RMC segment

RESEARCH AND DEVELOPMENT

The activities of the Research and Development center continued to be focused on the Company’s core
business of cement to achieve improvement mainly in the areas of raw material utilisation, process
improvement, energy conservation, enhanced usage of blending materials, improved beneficiation technologies,
development of high performance concretes, mortars and grouts.

PERFORMANCE OF SUBSIDIARY COMPANIES

Damodhar Cement and Slag Limited (DCSL): DCSL turned out very satisfactory performance during 2004-
05. Cement sales during the year were 5.02 lakh tonnes as compared to 4.70 lakh tonnes in the previous
year. Better cement price realisation and higher volume has enabled DCSL to post higher net profit of
Rs.16.81 crore as compared to net profit of Rs 5.19 crore in the previous year.

Bargarh Cement Limited (BCL): The first full year performance of BCL after its take over by ACC has been
satisfactory. The Company’s cement sales for the year 2004-05 was 8.09 lakh tonnes (previous year 7.70
lakh tonnes). BCL reported a net profit of Rs. 5.01 crore for the year as against a loss of Rs. 26.31 crore
during the previous year. BCL is striving to improve its profitability by optimizing its production, productivity
and manpower rationalization.

Bulk Cement Corporation (India) Limited (BCCI): BCCI handled 6.94 lakh tonnes during the year 2004-05
operating at 138% of capacity utilization as compared to 5.89 lakh tonnes in the previous year. The Company
has reported a net profit of Rs. 2.96 crore as compared to Rs 2 crore during the previous year.

Everest Industries Limited (EIL): Despite severe competition, EIL’s performance during the year under review
was satisfactory. Turnover and other income for the year 2004-05 was Rs. 230 crore as compared to Rs 201
crore during the previous year. Net profit for the year was Rs. 19.17 crore as compared to Rs. 59.57 crore
(which included profit from sale of land of Rs.46.71 crore) for the previous year.

EIL has recommended a dividend of Rs. 5 per Equity share of Rs 10 each for the year.

ACC Machinery Company Limited (AMCL): AMCL posted good results for the year with a sales turnover and
other income of Rs. 28.82 crore for the year 2004-05 as compared to Rs 17.07 crore during the previous
year. The Company has reported a net profit of Rs.4.02 crore as compared to Rs. 2.30 crore during the
previous year.

AMCL has recommended a dividend of Rs 50 per Equity share of Rs 100 each for the year.

ACC Nihon Castings Limited (ANCL): ANCL has shown improved sales and other income at Rs. 37.36 crore
during the year 2004-05 as compared to Rs 24.50 crore in the previous year. However, the working has
resulted in a marginal net profit of Rs 0.35 crore as compared to loss of Rs.1.72 crore during the previous
year.
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CORPORATE SOCIAL RESPONSIBILITY (CSR)

Corporate Social Responsibility has been one of the guiding principles of your Company right from its
inception. The Company always strives to improve the quality of life of its employees and of the community
in which it operates. This year, the Company had restated its CSR policy to give better strategic thrust to its
CSR activities and make it more relevant to the changing times.

The Company swiftly responded by deputing volunteers with relief materials for the Tsunami victims from its
Madukkarai Cement Works in Tamil Nadu. It also donated Rs.1 crore to the Prime Minister’s Tsunami Relief
Fund. Our employees also spontaneously came forward to donate one day’s salary to provide succour to the
victims. It is proposed to join hands with Confederation of Indian Industry to take up special projects for
helping fishermen in Tsunami affected areas in Tamil Nadu in sustaining their business, create common
community infrastructure for enhanced living standards, and for training on alternate livelihood skills.

The Company organized Health Camps in the proximity of its various manufacturing units for providing better
health and hygiene.

The Company places utmost emphasis on safety of its workmen. The Five Star Safety Management System
as per the British Safety Council is in vogue in all the manufacturing units. Annual Safety Audits are carried
out by external agencies.

The Company’s commitment to protecting and improving the environment extends beyond normal regulatory
requirements and is manifested in ISO 14001 accreditation at 9 of its manufacturing units.

HUMAN RESOURCES

The total number of permanent employees of the Company as at March 31, 2005 was 8995.

To enhance the productivity of employees as well as to make their workplace enjoyable, the Company has
adopted Total Productive Maintenance (TPM) as a philosophy in our work places across all units and Head
Office. An annual audit of TPM implementation was carried out with the assistance of an external agency.

The Company is focused on training its employees on a continuous basis, both on the job and through
training programmes by internal and external agencies.

During the year, the Company launched a new initiative “Innovate to Excel” to foster innovation at the
workplace.

INTERNAL CONTROL SYSTEMS AND THEIR ADEQUACY

Management Audit function is an independent function reporting directly to the Managing Director. The
Department is adequately staffed with qualified professionals including accountants and engineers.

The Department conducts in-depth review of internal controls, accounting procedures and policies as well as
operational audit at the Company’s various plants, regional marketing offices, other business units and
subsidiaries.

Appropriate recommendations are made from operational and financial management perspectives. It also
provides value-added services to the auditees for improvement in efficiencies and prevention of avoidable
losses.

The Management Audit Department also reviews the quarterly and annual financial statements and adequacy
of disclosure, treatment of various items involving accounting judgements.

The Management Audit Department is accredited with the ISO 9001:2000 Quality Systems Procedures
Certification.
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The reports prepared by the Management Audit are reviewed periodically by the Operations Review Committee
and Audit Committee.

Financial performance -

FINANCIAL PERFORMANCE WITH RESPECT TO OPERATIONAL PERFORMANCE

Highlights of Financial Performance:

Consolidated Standalone
2004-05 2003-04 % 2004-05 2003-04 %

Rs crore Rs crore  change Rs crore Rs crore change
1. Sale of product and services

(net of excise duty) 4227.22 3560.44 19 3902.06 3284.48 19

2. Other Income 100.46 165.50 -39 101.12 148.53 -32

3. Share of earnings of associates 0.82 -0.01

4. Total Income 4328.50 3725.93 16 4003.18 3433.01 17

5. Manufacturing and other
expenses 3518.23 3120.38 13 3283.51 2899.09 13

6. Earnings before Interest,
Depreciation and Tax (EBIDT) 810.27 605.55 34 719.67 533.92 35

7. EBIDT Margin 19% 16% 18% 16%

8. Interest 92.54 98.91 -6 88.19 92.91 -5

9. Gross Profit after Interest
but before Depreciation,
exceptional items &Tax 717.73 506.64 42 631.48 441.01 43

10. Gross Profit after Interest
but before Depreciation,
exceptional items &
Tax (Ratio) 17% 14% 16% 13%

11. Depreciation 225.70 198.95 13 186.86 176.85 6

12. Minority Interest -6.11 -13.84 —- —-

13. Profit/(Loss) before
Exceptional items & Tax 485.92 293.85 65 444.62 264.16 68

14. Exceptional Items:
Write down of value of assets —- (8.00) — (8.00)
Provision for contingencies (net) (0.50) 2.01 (0.50) (2.30)

15. Profit /(Loss) after Exceptional
items & before Tax 485.42 287.86 69 444.12 253.86 75

16. Provision for Current Tax 59.86 27.59 45.50 16.09

17. Provision for Deferred Tax 23.04 40.14 20.23 37.53

18. Profit/(Loss) after Exceptional
items & Tax 402.52 220.13 83 378.39 200.24 89

19. Return on capital employed%* 18% 13% 18% 12%

* ROCE = PBIT & Exceptional items /Capital employed excluding capital work in progress.
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Total income for the year has improved by 16 % (standalone by 17% ) over the previous year to Rs.4329 crore
(standalone Rs 4003 crore) on account of better cement price realization and improved volume.

The EBIDT rose smartly by 34% (standalone by 35%) to Rs. 810 crore (standalone Rs 720 crore ) (previous
year Rs. 606 crore — standalone Rs 534 crore) due to higher volumes, better sales realizations, improved
operational efficiencies and increase in other income.

Depreciation for the year was Rs. 226 crore (standalone Rs.187 crore) as compared to Rs.199 crore
(standalone Rs. 177 crore) during the previous year mainly on account of full year impact of capitalization of
Gagal kiln modernization and acquisition of Wadi CPP.

Interest for the year was lower at Rs. 93 crore (standalone Rs. 88 crore) as compared to Rs. 99 crore
(standalone Rs. 93 crore) during the previous year despite higher borrowings and firming up of various interest
benchmarks like LIBOR.

Exceptional items charged to the profit and loss account during the year was Rs. 0.50 crore (standalone
Rs 0.50 crore) as compared to Rs. 5.99 crore (standalone Rs. 10.30 crore) in the previous year.

Profit after tax and exceptional items rose sharply to Rs. 403 crore (standalone Rs. 378 crore) as compared to
Rs. 220 crore (standalone Rs. 200 crore) during the previous year, an increase of 83% .(standalone 89%)

Financial Condition

Share Capital

Issued and Subscribed Capital as at March 31, 2005 increased to Rs. 179.23 crore as against Rs.177.94 crore
as at the end of previous year primarily on account of exercise of ‘ Green Shoe’ option of the Global
Depositary Shares Issue.

Reserves and Surplus

The Reserves and Surplus as at March 31, 2005 stood at Rs. 1501.19 crore (standalone Rs 1418.45 crore)
as compared to Rs 1235.72 crore as at the end of the previous year (standalone Rs 1175.79 crore). The
increase is mainly on account of retained profits.

Loan Funds

There has been an increase in loan funds to Rs. 1492.15 crore as at March 31, 2005 (standalone
Rs. 1407.73 crore) as compared to Rs.1440.08 crore at the end of the previous year (standalone Rs. 1352.70
crore).

Fixed Assets

Net fixed assets including Capital Work in Progress, as at March 31, 2005 was Rs.3274.50 crore
(standalone Rs. 2863.45 crore ) as compared to Rs. 2880.09 crore (standalone Rs 2472.07 crore) as at March
31, 2004.

Total amount of investments as at March 31, 2005 was Rs.18.80 crore (standalone Rs. 326.69 crore) as
compared to Rs.57.59 crore (standalone Rs. 375.74 crore) as at March 31, 2004.

Deferred Tax Liability provision outstanding as at March 31, 2005 was Rs. 311.41 crore (standalone
Rs. 295.46 crore) as compared to Rs 288.37 crore (standalone Rs. 275.23 crore) as at March 31,2004.



34

Net Current Assets increased to Rs. 313.88 crore (standalone Rs 191.36 crore) as at March 31, 2005 from
Rs.294.64 crore (standalone Rs 188.95 crore) as at March 31, 2004.

ENHANCING SHAREHOLDER VALUE

The creation of shareholder value is one of the prime objectives of the management. Towards this end all
efforts are made to enhance the value through measures such as divestment of loss making unit, continuous
cost control, improving Company’s position in strategic markets and strengthening its brand equity to improve
the return to shareholders.

CAUTIONARY STATEMENT

Statements in the Management Discussion and Analysis describing the Company’s objectives, expectations
or predictions may be forward looking within the meaning of applicable securities, laws and regulations.
Actual results may differ materially from those expressed in the statement. Important factors that could
influence the Company’s operations include global and domestic supply and demand conditions affecting
selling prices of finished goods, input availability and prices, changes in government regulations, tax laws,
economic developments within the country and other factors such as litigation and industrial relations.


