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UCIL/U.C. Eastern recommend a change in the strategic direction of UCIL-Ag
business inasmuch as financial projections indicate unacceptable financial
losses (NIAT and Cash Flow) in future years, The suategy change also
encompasses Bob Qldford's specification that MIC technology is the only
part of Bhopal Facility that is of strategic significance to APC. In summary,
the change {n strategic directdon being proposed in this paper will protect
this technology position, reduce UCIL's Ag business to being only a MIC
manufacturer/supplier in India and minimise, but not eliminate, UCIL's
financial losses in future years. '

Background

UCIL invested approximately $30 Million in their MIC based pesticide projec:
in Bhopal. As of end 1983 the rtet fixed investment was $18.1 Milllen.

UCIL tax savings arriving out of the project totalled $9.8 Milllon. In

support of this investment, UCC sold to UCIL $33.1 Million (FAS basis)
during 1977-83 of Sevin, MIC, Alpha Naphthol and Temik Oxime. Alpha
Naphthol and Temik Oxime continue to be axported to India a2t an annual value
of $3.5 Millien.

"UCIL Board has been highly critical of this {nvestment and its negative

very keen to establish "what UCC is going to do to resolve the problem”. A
recent propesal by APC to invest $8 Mtllion in Bhopal in Carbofuran Phenol
and Carbofuran manufacture has bean found to be uneconomical by UCIL and
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UCE. Additionally, the UCIL Beard is less than enthusiastic a3s w any further
investment {n Ag Chem,.

The future of the existing business dces not lock any brighter than the pecor
financial results obtained todate. [nexpensive chlorinated hydrocarbons

. continue to dominate the market: a local competitor with §2 Milllen invest-
ment has carved cut a 10% share of the carbaryl market and, as feared
earlier, pyrethrolds entered India {n the '83 Season and have been well
recelved In the cotton market, the major crop for Sevin accounung for about
70% of its sales, UCIL's major market diversification efforts during 1981-33
did not yileld satisfactory results. Temik label expansion {s yet to come. A
major OIP effort {including a reduction of 335 men) resulted in $1.25 M{llion
(annual) cost savings in 1983 but future savings of such magnitude will not
be easy. :

Future Business Proiection

Thus the business faces low or no volume growth, pressure on prices, a non-
expanding Temik latel, a non-operating naphthol facllity, a custom duty of
114% of landed cost on naphthol (annually $4.5 Million), and serves the major
crop market of cotton tound to be dominated by pyrathrolds during the next
5-10 years. If the business continued {n the present mode, the financial
results will be as follows:

Case |: Ex{sting products plus BPMC, (mported naphthol through '85, UCIL
manufactured naphthol from ‘86,

($MM)

1983 1384 1885 1988 1387 1833

NIFS .17'.3 19.7 22.6 27.6 32.0 17.4
NIAT {1.8) (2.0) {1.6) (1.8) {(1.2) - (1.Q)
NAE 48,5 38.9 37.8 36.9 36.8 37.2
Cash Flow (Without 4.5 0.6 (1.0) (3.7) (1,0 (1.9}
Dividend obligation) :
People (EQY) 1127 1028 1185 1185 1185 1183
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Case 2: Same as above but UCIL will write off {ts naphthol facility anc puy
naphthol locally beginning '86 Fom a local manufacturer,

(SMM)

1983 1884 1985 1988 1987 1388

NIFS 17.3 19,7 22.6  27.6  32.0  37.4
NIAT (Cperation) (1.8)  (2.0)  (1.6) {(1.8) (2.4) (2.3)
NIAT (Caused by naphthol - (0.5) {0.4) {0.5) 0.1 0.1
plant write off)
NIAT Total {1.9) (2.5) (2.0) (2.3) (2.3) (2.2)
NAE 46.5 38.9 36.6 35.7 35.5 36.4Q
Cash Flow (Without 4.5 - 6.2 {3.8) {2.3) (3.3)
Dividend obligation)
People (EQY) 1127 10258 1025 1025 1025 1925

Cash Flow in Case ! {s impacted by a) uncertain capital and PCE costs
associated with the resurrection of the naphthol plant and b) lack of credit
facilities for naphthalene imports versus credit enjoyed on imported paghthol,
Cash Flow and NIAT {n Case 2 are affected by a) withdrawal of credit terms on
naphthol supplies and b) higher price of naphthol paid to the local supplier
versus cost of 'own production’, Both Cases depict an unacceptable sitadon
for the future of the business.

Procosed Strateaic Business Change _

Recognlising that

a) an oversized/overinvested facility exists at Bhopal,

b) the market situation failed to develop as projected in the
CBP and as hoped for in the major 1981-83 market development
effort, and

c) no viable expansion plan or a realistic new product mix
program has been identified that has the capablility of
attaining profitability in UCIL's Ag Chem business,

UCIL/UCE is proposing to reduce the UCIL Ag Chem business to that of a MIC
manufacturer/seller only as a means of minimising NIAT and Cash Flow losses
and protectdng MIC technology. In this case, UCIL will write off its unproven
alpha naphthol facility ($3.5 Million as of end ‘83 and it will be impossible
.to sell this plant), and search for a buyer {(a lease arrangement is relatively
unknown in India) for the carbamoylation and formulauon facilittes ($2.3 Millien
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as of end '83), franchise for use in [ndla Sevin, Sevido!l and Temik wace marks
to such a party, and wansfer the process package and registratton of 3PMC,
Metharenzthiazuron and Propoxur under suitable agreement,

With APC's concurrence, UCIL could probably increase a buyer's interest
level further by offering to sell technology for other MIC based insecticides.
UCIL will fence off the MIC plant and run the utilities for {ts own as well as
the buyer's needs. Under this scenario, the financial projection is:

{(SMM)

1983 1984 1985% 198§ 1987 1388

NIFS ' 17.3 19.7 3.7 4.6 S.1 6.1
NIAT (Operation) (1.8)  (2.0)  (0.8)  (0.6) (0.4) (0.3
NIAT From Write Offs - (0.8) - (1.4) (0.8) - -

{Whole naphthol plant
and part of the
carbamoylation and
formuladon facilities)

NIAT From Separation Costs - - (0.9) - - -
{Approx. 700 Men)

NIAT From Inventory Write - - (1.0) - - -
Off and bad debts ’ _

NTAT Total (1.8) (2.6) (4.1) (1.4) (0.4) (0.3)

NAE 46.5 38.9 9.6 9.8 9.8 10.0

Cash Flow (Without 4,5 —0.6 11.0 (0.3)  (0.5)  (0.5)
Dividend Chligation )

Peogle (EQY) 1127 10258 337 337 337 337

The above projection is based on conservative volume and realistic grice
estimates for MIC and a2 major UCIL focus would ba to achieve, at a minimum,
breakeven NIAT and Cash Flow. On the other hand {f MIC business did not
materialise as projected, UCIL could maintain losses at the projected level by
“mothballing the plant after writing off an additional $10.5 Milllon (end '83 Net
Fixed Assets) in MIC plant and utilities.

* UCC accounting requires immediate write off once a declsion
is made., If all the write offs totalling $2.9MM in negative
NIAT impact were taken in 1985, the total NIAT and Cash Flow
numbers in '84, '85 and '86 will read as: ($MM)

1984 1985 1986

NIAT Total (2.0) ) ___ (5.9 0.6)

Cash Flow | 2——5 00 8
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Appendix 1 provides volume and price assumptions for the three Cases and
Appendix 2 provides net book value of fixed assets as of end 1983,

We seek your endorsement of this change in strategic direction which will
then enable us o look for an interested party. It is, however, relevant to
point out that no one in Pesticide industy in India (or tn fact in any other

" part of South East Asia) has put in such a massive {nvestment except UCIL,
which suggests that there may not te any obviously enthusfastic buyers
readily available. A dtligent and patient search will be required (and made)
but it {s premature to guarantee success.
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