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Working capital requirements:  

 

While the ‘amount required’ column shows the organisation’s money tied up in net 

Current Assets (the phenomenon of creditors is ignored), in spite of such assets being 

hypothecated, the Banker’s norm to lend money is not 100% and, as such, there are 

shortfalls for which ‘Margin Money’ is required. In this case the margin money is (in the 

first year) about Rs. 40 lakhs, i.e. 116.00 minus 77.32.  
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Break-even analysis:  

The DPR shows a detailed calculation to indicate the level of activities (with the projected 

figures), when the organisation breaks even. We know that the excess of sales over the 

variable costs is called the ‘contribution’, that is, the contribution towards the company’s 

fixed costs and the contribution in excess of the fixed costs represents the profit margin.  

From the details of estimated sales and the projected cost structure, the particular level 

of activities is worked out to find when the ‘contribution’ equals the fixed costs and this 

level of activities is called the break-even point.  

The components of the total cost is analysed to (1) the fixed cost and (2) the variable cost. 

As the company’s activities are not stabilised during the initial years the break-even level 

is worked out from the details of the projected Profit and Loss Account of the third year. 

The Break-even analysis of the DPR is shown hereinafter.  

The allocation of costs between ‘fixed’ and ‘variable’ is to a certain extent arbitrary. The 

fixed cost does not remain fixed at all levels and scrutiny of some variable costs may 

reveal that some part of it may be treated as fixed.  

However, traditionally, expenses like Direct Costs are treated 100% variable and 

expenses in the nature of Depreciation as 100% fixed; the overheads are arbitrarily 

apportioned, considering the nature of expenses as revealed from the scrutiny of the 

costs.  



 

Break-even point, based on the activities at the third year’s operation is,  

Fixed Cost/ Contribution x 100 = 214/454 × 100 = 46,  

The project should break-even at the operating level of 46%.  
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9. Project Report in ‘Offer Document’ Inviting the Public for Subscription to 

the Organisation Implementing a Project:  

Project report when developed to a DPR with details of functional analysis and 

estimations of higher accuracy is appraised for making important decisions.  

Such appraisals are made by the project owner for finding the rate of returns (when such 

owner is a private sector), by the government for cost-benefit (including the social 

welfare when the project is intended as such) by the financial institution for deciding to 

lend the fund. This report is also of immense importance for the project management 

while instituting control in project implementation.  

We will now detour from the normal text and discuss how a project report is used in the 

‘offer document’ a document which includes, inter alia, main features of the project and 

is distributed to the public for public issue inviting their applications for Share Capital, 

Debentures etc. requiring such funds for the organisation implementing the project.  

There are in such ‘public issue’ lead managers to the issue who is supposed to verify all 

contents of the document (it also includes the terms of application, terms of debenture 

redemption etc.) and a copy of such document along with the verification certificate are 

submitted to SEBI, whose approval is required for any public issue.  

We will now illustrate an ‘offer document’:  

A. Project:  

1,350 tonnes per day (MTPD) new ammonia project. Ammonia from this plant will be 

used for in-house consumption as a feedstock for fertilizers already being manufactured 

by the company. The company has existing plant for manufacturing ammonia of 950 

MTPD and the new plant will, eventually, replace the old plant.  

B. Background:  

The company’s activity during the initial years was manufacture of fertilizers, while 

ammonia was sold as a by-product. Subsequently, the company diversified to other 

products like Nylon-6, Melamine and promoted a joint venture (with State Government 

share of 26% and own share of 25%) for manufacturing Ammonia and Urea.  

The company has taken over one unit manufacturing Nylon Filament Yarn and Nylon 

Chips and another unit, which is now ‘Polymers Unit’, manufacturing 5,000 tpa 

polymers.  



C. Location:  

The plant is located within the present activity site where space is no constraint. The 

suppliers of the feedstock, Natural Gas and also Naphtha are also located in the 

neighbourhood with all convenience for the supply of raw materials and, being housed 

with the present activities, the finished product can be conveniently used for captive 

consumption.  

D. Project cost and means of finance:  

The company’s project was initially appraised by IDBI in 1994 with the estimated project 

cost of Rs. 750 crores. Initially, the raw materials envisaged for the project was natural 

gas. However, to enable the project, to have a greater flexibility, changes were made in 

the equipment design, drawing etc. for the use of naphtha as an alternate feedstock.  

This change along with the increase in the Customs Duty etc. duty to change 

in rupee parity raise caused a revision of the project cost finalised at Rs. 

1,030 crores as detailed below:  
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Note 1  

Details of Rupee Loans from F.I. and terms:  

 

Other terms:  

1. Upfront fee of 1.05% on loans are payable.  

2. Security—first mortgage and charge on all the company’s movable and immovable 

properties.  

3. Repayment by 24 equally quarterly installments commencing from April 1, 1998.  

Note 2:  

Details of Foreign Exchange Loan as duly approved by RBI.  

A. WFK Germany 135.4 million DM with the terms:  

i. interest @ 7.32% p.a. payable semi-annually;  

ii. one time management fee @ 0.25% on loan amount;  

iii. commitment charges @ 0.375% on undisbursed loan amount payable quarterly from 

20.11.1992.  
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iv. repayable by 14 equal, consecutive, semi-annual installments payable on 30th 

December and 30th June on and from 30th June on and from 30th December 1997.  

v. security payment guarantee of IDBI and SBI.  

B. XYK 42.5 million DM:  

i. interest @ 7.35% p.a. payable semi-annually;  

ii. other terms same as (A) above.  

Note 3:  

The company proposes to raise about Rs. 280 crore through Euro Issue/Public based on 

timing of the fund requirements and suitability of the market conditions.  

E. Market and competition:  

Almost the entire production of Ammonia will be used for captive consumption. Part will 

be used for production of Urea. Various other players in the industry have also 

announced capacity expansion in Ammonia and Urea.  

As per report on the fertilizer industry (December 1995) demand for Urea in India is 

expected to increase from 16.4 million tonnes in 1994 to 20.8 million tonnes in 2000 

A.D. India would continue to be one of the largest importers of Urea with around 4.9 

million tonnes of imports till 2000 A.D.  

F. Capacity:  

The capacity utilisation of the new Ammonia Plant for four years after the commercial 

production from October 1997 is estimated as  

Year 1 80%  

Year 2 90%  

Year 3 95%  

Year 4 95%  


