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<u our Co

^_ Jse*ise< tkat not only kture- tve, Achieved & historical ki^k til Net Profit but kavt< also crossed &

siaiu/ictutt wtilettotte- of Rf. 10 bitHon til Qross Income.

We- ktust' been> setttiia kiaker £Utd> kcaker ao&U for owselvet aM£l tkwe> U defutit&ly & $&tue> offulfUM^e^i *M we-
&ckieve< e&ck oftfie- t&ra&ts. Of courses we- t^itl- not rett OK, our Uuwelt. W& W& confuietit of crottina K&wer

milettotiet itt our auztt for e'X.ceUettce-.

*"& probui oftk&f&ct tk&t alt tkroutfk tkit journey of arowtk- w& koA^e- nevw comj^owA^e^i on our

^Aertr^AW^^^^^W^A^Ierw^. Tod#j> tk& nam& Pi+ioie-x, stowM for tk& But
tit ewry ottz- of its two duet rfuttfe-. Our products cot^tiKMtd' & twe^Hiui^ til tk& Mttwlcet.

W& kaw £iUo conztitetttly stritsetl to creAt^ V&JM& for our st&kekoUlers. I OMV fuu>py to note, tkat tk&
recettt Bustiiets Today - St&rn StewnrcL surtsey of iKjtuw/ Cowi&GJtiet p^dce^ your COMJMWW Awu>Htf$t tke-

Be*t Weaitk Creattivg Com^Muei.

Your wmjMMji conttiaiet its efforts to tiicre^& opw&tionai efficiencies, to e-x-ptuul its market reach, to

furtker stre*Mtke*v its BrMui equity. W& we- c&j^iiUtdttG otv our utdtfue-ftositiofi bewux tke- only InMati

cGm^AHyto he-tit-hotkPYC KettivtitKiPVC Pip&s buttii&ts. We, k^v wt only beW; re£<u4u*ia our Nuwveso

Un# fwsition/ tiv tke- PVC Pip^s huttitets for years but also arowituj steattUy. Tke- plcwM&i e-x-jzasisioit. of

PVC ret til capacity unit aiw us furtk&r strejtatk. Ait tkis success is b&c&use- oftk& karduwrk. of evwy

w&wJyey oftk& Ftiiol&x. fMitily At fdt Lev^U.

We- we- conftiUnt tkat tk& strong (jrowtk e-x-jtecteti tii tke- IttMati economy unit re/Lect eiwi stro^e^r wt

your COWJ>MW'$ buftiiets.

r r chf4Atf*i.i
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Management Discussion And Analysis
Introduction
The year under review has been yet another good year for your Company. The
gross income and profitability have both shown a robust growth. In fact your
Company has crossed a milestone of achieving Rs.10 billion in gross income.

Financial Review
The first quarter of the financial year saw a set back for the PVC Resin Division
when feedstock prices reached a peak due to the Iraq War while the prices of
finished product [PVC Resin] crashed almost at the same time due to the outbreak
of SARS. This aberration resulted in a tight squeeze on the Company's margins.
During the second quarter the situation improved and the company posted better
results. The PVC demand worldwide continued to show a strong growth and this
resulted in increasing prices during the third quarter. This increase in the
international prices of PVC Resin was reflected in the domestic prices which resulted
in a sharp increase in the profitability during the third quarter. The buoyancy in
the international prices of PVC Resin continued into the fourth quarter. At the
same time the prices of the main raw
material Ethylene Di-Chloride [EDC]
remained steady. This enabled the
Company to post record profits during
the fourth quarter.

What is pertinent to note that though
the quarter on quarter profits may vary
with the prevailing conditions, still your
Company has been successful to bring
out a consistent growth in its
operations year on year. The Net Profit
for the year saw an increase of 12%
over previous year and the Gross Income saw an increase of over 1 6% compared

to the previous year.

Economic Value Added
The focus of your Company's management is always on creating value for all its
stakeholders over the years. This is reflected in the Economic Value Added (EVA)
calculation, which shows that the Company has consistently increased the
economic value of the business. The management's incessant deep-seated
commitment to increase value for its shareholders has catapulted your Company

QUARTERLY PROFITABILITY
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in the ranks of "the Best Wealth Creating Companies of the country" - according to
a recent survey by Business Today-Stern Stewart. (Source: Business Today.dated
April 11, 2004).

EVA is an estimater for a company's true economic value creation. Positive EVA
indicates value creation by a company while negative EVA indicates the amount of
value destroyed by a company. (Rs jn mj||jon)

EVA Analysis

Earnings before Interest and Tax (EBIT)

Less: Tax on EBIT

NOPAT (a)

Shareholders' Funds

Add: Long Term Debt

Total Capital Employed

Weighted Average Cost of Capital (%}

Capital Charges (b)

EVA (a-b)

31.03.2004

1539.675

519.245

1020.430

4646.094

723.993

5370.087

7.95

426.922

593.508

31.03.2003

1378.854

290.594

1088.260

4257.339

1215.249

5472.588

9.54

522.085

566.175

Economic Value Added is a registered trademark of Stern Stewart & Co.

Notes:

1. The cost of equity is calculated by using the following formula: Return on risk-
free investment + expected risk premium on equity investment adjusted for the
beta variant for Finolex Industries Ltd.

2. 10-year G-Sec yield taken as the risk-free rate of investment.

3. Taxes on EBIT calculated as the Effective Tax rate (excluding deferred taxes).

Indian Economy and effect on the Company

The Indian economy has shown a strong real GDP growth of 8.1% in FY 2004
backed by a growth of 16% in agriculture. The macro variables are looking more
positive than ever before; forex reserves have crossed the USD 100 billion mark;
interest rates are stable after having come down sharply over the past few years; a
mildly appreciating rupee combined with a benign inflation rate are adding to the
strength of the Indian economy.
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This augurs well for your Company's business - both PVC Resin and PVC Pipes as
historically, Polymer demand growth has closely followed the GDP growth. .

The Company has witnessed strong growth rates for both of its products in FY
2004 and these positive factors are expected to continue over the next two to
three years. The positive demographic change, which is rapidly adding to the
middle class population, is expected to add to the long-term growth. With more
people coming into the 18-40 years band the income distribution is expected to
get favourable in the years to come. Urbanization of the economy will also open
new avenues for business. The Housing Sector is already witnessing a boom.
Housing Finance Companies have reported a sharp increase in number of
applications received for financial assistance. Recently, some private sector
companies have announced setting up of townships across India spreading over
thousands of acres of land. These developments will boost the demand for RVC
Pipes used in construction and sewerage, which in turn will enhance the demand
for PVC Resin in the country.

Irrigation Potential

Irrigation is one of the main Growth drivers for your Company's business. The
demand from this sector is continuing to show healthy growth. It has been realized
by the policy makers of our country that
for the Indian economy to sustain a
high-growth phase, it is necessary to
reduce the dependence on monsoon.
Considering the uneven distribution of
rainfall in the country the Government
has accorded high priority to watershed
development; a number of initiatives for
increasing the area of land under
irrigation have been started in this
regard. It is estimated that out of the net
142.6 million hectares of cultivated
area, only 57 million hectors [40%] is
irrigated. The remainder 85.6 million
hectares is rainfed.

IRRIGATION POTENTIAL IN INDIA

Currently rainfed
60%

Currently under
Irrigation 40%

Source : www.indi3budget.nic.in

It is planned to bring further 20 million hectares under irrigation in the next 25
years. The demand for PVC Pipes is bound to grow at a healthy rate given this huge
irrigation potential.
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Recent Government Initiatives for Agriculture

Central Government has urged Public Sector Banks to offer loans for agricultural
purposes at lower rates compared to the prevailing rates. In addition, steps have
been initiated to bring technology in farm financing. Kisan Credit Cards, which are
already gaining popularity will be extended to millions of more farmers. These cards
will now be issued in magnetic card reader form and could also be used on ATM
machines in future. A Farm Income Insurance Scheme has recently been introduced
in 20 Districts on a pilot basis. This will reduce the vulnerability of the farmers to the
vagaries of nature and bring some level of protection against crop failures. Once
successful, this scheme is expected to be extended to many more Districts.

The schemes mentioned above will fulfil a most pressing need of the average
farmer i.e. availability of adequate and timely finance for agricultural purpose.
This is expected to give a boost to the agricultural income resulting in stronger
demand for products like PVC Pipes.

Industry Outlook

PVC Resin Business
The Indian PVC manufacturing capacity is less than 0.8 million metric tons against
the global capacity of about 32 million metric tons per annum. Even though the
Indian demand has been growing at a double-digit rate for the past decade, the per
capita consumption of PVC in India is still abysmally low at 0.9 kg against a World
average of 4.5 kgs. Even other developing nations like China (4 kgs), Malaysia (6
kgs) have much higher per capita
consumption (Source SRI). This
underlines the tremendous potential for
PVC consumption growth in India.

The global demand for PVC Resin is
expected to increase at over 4% p.a. as
compared to the increase in capacity
by about 2.5% p.a. over the next 5
years. This is expected to tighten the
supply/demand balance resulting in
higher operating rates. According to a
recent report published by SRI
Consulting the Indian demand for PVC

, A. , Source : SKI Consulting.
is expected to continue to grow at a
double-digit rate over the next 5 years. Pipes and Fittings and Calendered sheets
are expected to remain the high growth applications. Considering the growth in
demand and installed capacity, it is expected that India will continue to be a net
importer of PVC Resin in the near future.

PVC DEMAND SUPPLY
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PVC Pipes Business

Industry: PVC Pipes is a highly fragmented industry with a large number of players
in the small-scale and unorganized sector. Your Company, the largest Indian
manufacturer of PVC Pipes is the market leader across the country.

As a result of good monsoon during 2003 and with the added impetus from
various Government initiatives, the PVC Pipes Business is witnessing strong demand
growth. The PVC Pipes Division of your Company has witnessed volume growth
of 16% during the year under review. It is heartening to note that the growth has
come not from any particular area but from various geographical areas of the
country. The Company expects that healthy growth rates will be sustained over the
next few years. Various initiatives from Central / State Governments have
contributed to the overall demand for PVC Pipes. The most prominent amongst
them are: -

Swajal Dhara scheme-This scheme encourages people's participation in the Rural
Water Supply Projects. The local Panchayat/Village Body is expected to contribute
at least 10% of the cost of the Water Supply Project and the balance is financed by
the Central Government under Swajal Dhara scheme. Your Company has booked
orders totalling to crores of rupees for supply of PVC Pipes to various such schemes
spread across the country.

Andhra Pradesh Micro Irrigation Project - The Government of Andhra Pradesh has
launched an ambitious Micro Irrigation Project estimated at Rs.1200 crores to
bring modern irrigation techniques to the farmers of Andhra Pradesh. Your
Company has tied up with some participants in this project for their PVC Pipes
requirements. Similar Micro Irrigation Projects are being planned by the other
State Governments including Gujarat, Rajasthan and Maharashtra. This will give a
major boost for the demand for PVC Pipes in the country.

International Funding Agencies:

a) KFW German Developmental Funding Agency - will be covering around 275
villages in Maharashtra under Rural Drinking Water Programme.

b) WORLD BANK - has sanctioned USD 181 million to Government of .
Maharashtra for Drinking Water and Sanitation.

All these schemes are expected to add to the prevalent buoyant demand for PVC
Pipes in the country.

Marketing strategy: The Company has an extensive coverage of dealership / sub-
dealership network throughout the length and breadth of the country. The
Company's foray into the North Indian market is yielding good results. The Company
has increased the number of outlets in North India from less than 20 in FY 2001 to

8
www.reportjunction.com

http://www.reportjunction.com
www.reportjunction.com

