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 INTRODUCTION TO CAPITAL BUDGETING
             Capital budgeting is the process of making investment decisions in capital expenditures.  A capital expenditure may be defined as an expenditure the benefits of which are expected to be received over period of time exceeding one year. The main characteristic of a capital expenditure is that the expenditure is incurred at one point of time whereas benefits of the expenditure are realized at different points of time in future. In simple language we may say that a capital expenditure is an expenditure incurred for acquiring or improving or improving the fixed assets, the benefits of which are expected to be received over a number of years in future.

          This project presents two versions of heuristic algorithm to solve a model of capital budgeting problems in a decentralized multidivisional firm involving no more than two exchanges of information between headquarters and divisions. Head quarters make an allocation of funds to each division based upon its cash demand and its potential growth rate. Each division determines which projects to accept. Then, an additional iteration is performed to define the solution

           To take up a new project, involves a capital investment decision and it is the top management’s duty to make a situation and feasibility analysis of that particular project and means of financing and implementing it financing is a rapidly expanding field, which focuses not on the credit status of a company, but on cash flows that will be generated by a specific project.

            The capital budgeting decisions procedure basically involves the evaluation of the desirability of an investment proposal. It is obvious that the firm must have a systematic procedure for making capital budgeting decisions. The procedure for making capital budgeting decisions must be consistent with objective of wealth maximization. 

DEFINITION:-
“Capital budgeting is a long term planning for making and financing proposed capital outlays”









   -T. Horn green

“A budget is an estimate of future needs arranged according to at an orderly basis covering some or all the activities of an enterprise for a definite period of time”





                                    - George R. Terry

“Budget as a financial and/ or quantitative statement prepared to a definite period of time, of the policy to be pursued during that period for the purpose of attaining a given objective”





                                      -  Icma, London
NEED OF CAPITAL BUDGETING:-


The importance of capital budgeting can be well understood from the fact that unsound investment decision may prove to be fatal to the very existence of the concern. The need, significance or importance of capital budgeting arises mainly due to the following

· Large investments

· Long-term commitment of funds

· Irreversible nature 

· Long-term effect on profitability

· Difficulties of investment decisions

· National importance.

OBJECTIVES FOR CAPITAL BUDGETING:-
· It determines the capital projects on which work can be started during the budget period after taking into account their urgency and the expected rate of return on each project.

· It estimates the expenditure that would have to be incurred on capital projects approved by the management together with the sources from which the required funds would be obtained.

· It restricts the capital expenditure on projects with in authorized limits.

TYPES OF CAPITAL BUDETING DECISIONS:-


Capital budgeting decisions are of paramount importance in financial decision making. In first place they affect the profitability of the firm. They also have a bearing on the competitive position of the firm because they relate to fixed assets. The fixed assets are true goods than can ultimately be sold for-profit. Generally the capital budgeting of investment decision includes addition, disposition, modification, and replacement of fixed assets.
Diagram 1.1:
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EXPANSION OF EXISTING BUSINESS:-


A company may add capacity to its existing product lines to expand existing operations. For example Sri Dhanalakshmi cotton & rice mills ltd may increase its plant capacity to manufacture more detergents soaps & powder. It is an example of related expansion.

EXPANSION OF NEW BUSINESS:-

A Firm may expand its activities in a new business expansion of a new business requires investment and new kind of production activating with in the firm. If packing manufacturing company invests in a new plant and machinery to produce ball bearings, which the firm has not manufactured before, this represents expansion of new business or unrelated diversification. Sometimes accompany acquires existing firms to expand its business.

REPLACEMENT AND MODERANIZATION:-


The main objective of modernization and replacement is to improve operating efficiency reduce costs. Cost savings will reflect in the increased profits, but the firm’s revenue may remain unchanged. Assets become outdated and absolute with technological changes. The firm must decide to replace those with new assets that operate more economically. Replacement decisions help to introduce more efficient and economical assets and therefore, are also called cost-reduction investments.


However replacement decisions that involve substantial modernization and technological improvements expand revenues as well as reduce costs. Yet another useful way to classify investments is as follows:

· Mutually exclusive investments

· Independent investments

· Contingent investments          

CAPITAL BUDGETING INVOLVES:

· Committing significant resources

· Planning for the long term 5 to 50 years

· Decision making by senior management.

· Forecasting long term cash flows.

· Estimating long term discount rates & Analyzing risk

FACTORS FOR CAPITAL BUDGETING:-

· Cost of acquisition of permanent asset as land and building, plant and machinery, goodwill, etc.

· Cost of addition, expansion, Improvement or alteration in the fixed assets.

· Cost of replacement of permanent assets.

· Research and development project cost, etc.
SIGNIFICANCE OF CAPITAL BUDGETING:-

Capital budgeting decisions deserve to be treated in a different manner as there are conceptual problems involved which necessarily makes the decision process more complex, while this makes things more difficult for the decision process maker, it also makes the problem more challenging. There are several practical reasons for placing greater emphasis on capital expenditure decisions. These are

1. LONG TERM PERIOD:-


The consequences of capital expenditure decisions extended far into future. The scope of current manufacturing activities of a organization is governed largely by capital expenditures in the past. Likewise, current capital expenditures decision provides the frame work for future activities. Capital investment decisions have an enormous bearing on the basic character of a organization.
2. IRREVESIBILITY:-


The markets are used for capital equipment in general is ill-organized. Further, for some types of capital equipment, custom made to meet specific requirements, the market may virtually be non-existent. 
3. SUBSTANCIAL OUTLAY:-

Capital expenditure usually involves substantial outlays. An integrated steel plant, for example, involves an outlay of several thousand millions. Capital costs tend to increase with advanced technology.

CAPITAL BUDGETING PROCESS:-

                           The preparation of the capital budget is a process that lasts many months and is intended to take into account neighborhood and bough needs as well as organization wide. The process begin in the fall, when each of the segment holds public hearings, each community board submits a statements of its capital priorities for the next fiscal year to the managing director and appropriate borough chairmen. The capital budgeting process involves 8 steps explained in theoretic as follows: 

· Identification of investment proposals

· Screen proposals

· Evolution of various proposals

· Fixing priorities

· Final approval

· Implementing proposals

· Performance review

· Feed back

1) IDENTIFICATION OF INVESTMENT PROPOSALS:-


                The capital budgeting process begins with the identification of investment proposals. The investment proposals may originated from the top management or from any officer of the organization. The department head analyses the various proposals in the light of the corporate strategies and submit the suitable proposal to the capital budgeting committee in case of large organizations concerned with process of long-term investment proposals.
Identification of investment ideas it is helpful to:

· Monitor external environment regularly to scout investment opportunities.

· Formulate a well defined corporate strategy based on through analysis of strengths, weaknesses, opportunities, and threats.

· Share corporate strategy and respective with persons.

· Motivate employees to make suggestions.
2) SCREEN PROPOSALS:-


    The expenditure planning committee screens the various proposals received from different departments in different angles to ensure that these are in selection criteria of the organization and also do not lead to department imbalances.

3) EVALUTION OF VARIOUS PROPOSALS:-


           The next steps in capital budgeting process in to evaluate the probability of various probability the independent proposals are those which do not complete with one another and the same way be either accepted or rejected on the basic of a minimum return on investment required.
4) FIXING PRIORITIES:-


           After evaluating various proposals, the unprofitable or uneconomic proposals may be rejected straight away. But it may not be possible for the organization to invest immediately in all the acceptable proposals due to limitations of funds. Hence, it is very essential to rank the various proposals and to establish priorities after considering urgency, risk & profitability involved the criteria.
5) FINAL APPROVAL:-


           Proposals meeting the evaluation and other criteria are finally approved to be included in the capital expenditure budget. However proposals involving smaller investment may be decided at the lower levels for expeditious action. The capital expenditure budget lay down the amount of estimated expenditure to be incurred on fixed assets during the budget period.
6) IMPLEMENTING PROPOSALS:-


        Preparation of a capital expenditure budgeting & incorporation of a particular proposals in the budget does not itself authorize to go ahead with implementation of the project. A request for authority to spend the amount should be made to be the capital expenditure committee which may like to review the profitability of the project in changed circumstances. In the implementation of the projects networks techniques such as PERT & CPM are applied for project management.

7) PERFORMANCE REVIEW:- 


           In this stage the process of capital budgeting is the evaluation of he performance of the project. The evaluation is made through post completion audit by way of comparison of actual expenditure on the project with the budgeted one, and also by comparing the actual return from the investment with the anticipated return. The unfavorable variances if any should be looked into and the causes the same be identified so that identified so that corrective action may be taken in future.
· It throws light on how realistic were the assumptions underlying the project.
· It provided a documented log of experience that is highly valuable for decision making.
8) FEEDBACK:-


         The last step in the capital budgeting process is feedback from employee involved in the organization. If any consequences are there the process come to 1st step of the process.  
GUIDELINE FOR CAPITAL BUDGETING:-


          There are many guidelines for capital budgeting process either it is long-term or short- term plan. 

            The major points are:

· Need and objectives of owner

· Size of market in terms of existing & proposed product lines and anticipated growth of the market share

· Size of existing plants & plans for new plant sites and plant

· Economic conditions which may affect the firm’s operations and

· Business and financial risk associated with the replacement & existing assets of the purchases of new assets.

CONTENTS OF THE PROJECT REPORT:-

· Raw material 

· Market and marketing

· Site of project

· Project engineering dealing with technical aspects of the project

· Location and layout of the project building

· Building

· Production capacity

· Work schedule

CRITERIA FOR CAPITAL BUDGETING:-

Potentially, there is a wide array of criteria for selecting projects. Some shareholders may want the firm to select projects that will show immediate surges in cash flow, others may want to emphasize long-term growth with little importance on short-term performance viewed in this way, it would be quite difficult to satisfy the differing interests of all the shareholders. Fortunately, there is a solution.

METHODS FOR EVALUTION:-


In view of the significance of capital budgeting decisions, it is absolutely necessary that the method adopted for appraisal of capital investment proposals is a sound one. Any appraisal method should provide for the following.

a) A basis of distinguishing between acceptable and non acceptable projects.

b) Ranking of projects in order of their desirability.

c) Choosing among several alternatives

d) A criterion which is applicable to any conceivable project.

e) Recognizing the fact that bigger benefits are preferable to smaller ones and early benefits to later ones.
                 There are several methods for evaluating the investment proposals. In case of all these methods the main emphasis is on the return which will be derived on the capital invested in the project.

The following are the main methods generally used: 

           Diagram 1.2:         
                             Capital Budgeting Techniques
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  Non-DCF criteria                                                                        DCF criteria                                                                                                   

           Pay back period (PBP)                           Net present value (NPV)

          Accounting rate of return (A.R.R)      Internal rate of return (IRR)

                                                            Profitability index (P.I)

Non DCF criteria 

(a) Pay back period 


The pay back period one of the most popular and widely recognized traditional methods of evaluation investment proposals. Pay back period is the number of years required to recover the original cash outlay invested in a project. 


If the project generates constant annual cash flows, the pay back period can be computed by dividing cash outlay by the annual cash inflows. 

Pay back period = 
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= Initial investment 

C = Annual cash inflows 

In the case of un equal cash inflows, the pay back period can be found out by adding up the cash inflow until the total is equal to the initial cash outlay. 
Merits:
1) This method is simple to understand and easy to calculate.

2) Surplus arises only if the initial investment is fully recovered. Hence, there is no profit on any project unless the payback period is over.

3) When funds are limited, projects having shorter payback period should be selected, since they can be rotated more number of times.

4) This method is focuses on projects which generate cash inflows in earlier years.
5) As time period of cash flows increases, risk and uncertainty also increases.

Limitations:
1) It stresses on capital recovery rather than profitability
2) It does not consider the return from the project after its payback period.

3) Administrative difficulties may be faced in determining the maximum acceptable pay back period.

(b) Accounting Rate of Return (ARR)

                The accounting rate of return (ARR) also known as the return on investment (ROI) uses accounting information, as revealed by financial statements, to measure to profitability of an investment. The accounting rate of return is the ratio of the average after fax profit divided by the average investment. The average investment would be equal to half of the original investment if it were depreciated constantly. 

A R R = 
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Merits:
1)This method is simple to understand.

2) It is easy to operate and compute.
3) Income throughout the project life is considered.

4) It can be readily calculated using the accounting data.

Limitations:
1)It does not consider cash in flows which is important in project evalution rather than PAT.

2) It takes the rough average of profits of future years. The pattern or fluctuations in profits are ignored.
3) It ignores time value of money, which is important in capital budgeting decisions.
DFC Criteria 

(a) Net Present value (NPV)

                   The NPV present value (NPV) method is the classic method of evaluating the investment proposals. If is a DCF technique that explicitly recognizes the time value at different time periods differ in value and comparable only when their equipment present values – are found out. 

N.P.V = 
[image: image4.wmf]0

n

n

3

3

2

2

1

k)

(1

 

 

C

.........

k)

(1

 

 

C

k)

(1

 

 

C

k)

(1

 

 

C

C

-

+

+

+

+

+

+

+

+


NPV = 
[image: image5.wmf]å

=

-

+

n

i

o

C

k

C

0

1

1

)

1

(


Where 

NPV = Net present value 
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= Cash flows occurring at time

k = The discount rate 

n = life of the project in years
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Merits:
1) NPV method takes account the time value of money.

2) All cash inflows are considered.
3) All cash inflows are converted into present value.

4) It satisfies value additivity principle i.e, NPV of two or more projects can be added.

Limitations: 

1) It may not satisfactory answer when the projects being compared involved different amounts of investment.
2) It is difficult to use.
3) It may mis lead when dealing with alternative projects or limited funds.

4) It involves difficult calculations.

5) It involves forecasting cash flows and applications of discount rate

(b) Internal Rate of Return (IRR)

The internal rate of return (IRR) method is another discounted cash flow technique which takes account of the magnitude and thing of cash flows, other terms used to describe the IRR method are yield on an investment, marginal efficiency of capital, rate of return over cost, time – adjusted rate of internal return and soon. 

NPV = 
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Where 

L = Lower discount rate at which NPV is positive 

H = Higher discount rate at which NPV is negative 

A = NPV at lower discount rate, L

B = NPV at higher discount rate, H

Merits:
1) This method considers the time value of money.

2) All cash flows are considered.
3) It has psychological appeal to the users.
4) The percentage figure calculated under this method is more meaningful and acceptable, because it satisfies them in terms of rate of return on capital.

Limitations:
1) It may not give unique answer in all situations.
2) It is difficult to understand and use in practices.

3) It implies that the intermediate cash inflows generated by the project .
(C) Profitability index (PI)

              Yet another time – adjusted method of evaluating the investment proposals is the benefit – cost (B/C.) ratio or profitability index (PI) Profitability  index is the ratio of the present valued of cash inflows, at the required rate of return,  to the initial cash out of the investment. 

PI = 
[image: image12.wmf]outlay

Cash 

 

Intial

inflow

Cash 

 

of

 

PV


Where PV = Present Value 

Merits:
1) This method considers the time value of money.

2) All cash inflows are considered.
3) It is a better evaluation technique than NPV.

Limitations:
                It fails as a guide in resolving capital rationing when projects are indivisible.
Diagram 1.3:

COMMITTEE IN CAPITAL BUDGETING:-

CAPITAL COMMITMENT PLAN:-


The progress of projects included in the capital budget, a capital commitment plan is issued three times a year. The commitment plan lays out the anticipated implementation schedule for there current fiscal and the next three years. The first commitment plan is published within 90days of the adoption of the capital budget. Updated commitment plans are issued in January & April along with the company’s budget proposals.


The commitment plan translates the appropriations approved under the adopted capital budget into schedule for implementing individual projects. The fact that funds are appropriated for a project in the capital budget does not necessarily mean that work will start or be completed that fiscal year. He choice of priorities and timing of projects is decided by office management & budget in consultation with the agencies along with considerations of how much the managing director thinks the organization can afford to append on capital projects overall.

The capital commitment plan lays out the anticipated implemented schedule for capital projects and is one source of information on how far along projects are although not a consistent or always useful one. The adopted commitment plan is usually published in September, & then updated in January & april.

In the capital budgeting for every two adjacent years there will be gap. The gap between authorized commitments and the target is presented in capital commitment plan as diminishing over the course of the year plan, in practice many of the “unattained commitments” will be rolled over into the next year’s plan, so that the current year gap will remain large. The gap has grown in recent year exceeding in last two executive capital plans. 

KINDS OF CAPITAL BUDGETING:-


Capital budgeting refers to the total process of generating, evaluating, selecting and following up an capital expenditure alternatives. The firm allocates or budgets financial recourses to new investment proposals. Basically, the firm may be confronted with three types of capital budgeting decisions:-

· The accept or reject decision,

· The mutually exclusive choice decisions, and

· The capital rationing decision

DIFFICULTIES OF CAPITAL BUDGETING:-

While capital expenditure decisions are extremely important, they also pose difficulties which stem from three principal sources:

· Identifying & measuring the costs & benefits of a capital expenditure proposal tends to be difficult

· There is great deal of uncertainty for capital expenditure decision which involves cost & benefits that extend far into the future

· It is impossible to product exactly what will happen in the future

· The time period creates some problems in estimating discount rates & establishing equivalences.

LIMITATIONS OF THE STUDY:-
Capital budgeting techniques suffer from the following limitations:

1) All the techniques of capital budgeting presume that various investment proposals under consideration are mutually exclusive which may not practically be true in some particular circumstances.

2) The techniques of capital budgeting require estimation of future cash inflows and outflows. The future is always uncertain and the data collected for future may not be exact. Obliviously the results based upon wrong data may not be good.

3) There are certain factors like morale of the employees, goodwill of the firm, etc., which cannot be correctly quantified but which other wise substantially influence the capital decision.

4) Urgency is another limitation in the evaluation of capital investment decisions.

5) Uncertainty and risk pose the biggest limitation to the techniques of capital budgeting.

COST EFFECTIVE ANALYSIS:-

In the cost effectiveness analysis the project selection or technological choice, only costs of two or more alternatives choices are considering treating the benefits as identical. This approach is used when the acquisition of how to minimize the costs for undertaking an activity at a given discount rates in case the benefits and operating costs are given, one can minimize the capital cost to obtain given discount.

PROJECT PLANNING:-


The planning of a project is a technically pre-determined set of inter related activities involving the effective use of given material, human, technological and financial resources over a given period of time. Which in association with other development projects result in the achievement of certain predetermined objectives such as the production of specified goods and services.


Project planning is spread over a period of time and is not a one shot activity. The important stages in the life of a project are:

· It’s identification  

· It’s initial formulation

· It’s evaluation

· It’s final formulation

· It’s implementation

· It’s completion and operation
The time taken for the entire process is the gestation period of the project. The process of identification of a project begins when we are seriously trying to over come certain problems. They may be non-utilization to overcome available funds. Plant capacity, expansion etc,.

CRITERIAN TABLE:-


In the evaluation process or capital budgeting techniques there will be a criteria to accept or reject the project. The criteria will be expressed as:

Table 1.1:
	Criterian/Method
	Accept
	Reject

	Pay Back Period (PBP)
	< Target Period 
	> Target Period

	Accounting Rate of Return (ARR)
	> Target Rate
	< Target Rate

	Net Present Value (NPV)
	> 0
	<  0

	Internal Rate of Return (IRR)
	> Cost Of Capital
	< Cost Of Capital

	Profitability index (PI)
	> 1
	< 1


NEED FOR THE STUDY

 A project is an activity sufficiently self-contained to permit financial and commercial analysis. In most cases projects represent expenditure of capital funds by pre-existing which want to expand or improve their operation. 

In general a project is an activity in which, we will spend money in expansion of returns in which logically seems to lead it self planning. Financing and implementations as a unit, is a specific activity with a specific point and a specific ending point intended to a accomplish a specific objective of the study


    An efficient allocation of capital is the most important finance function in the modern times. It involves decisions to commit the firm’s funds to the long-term assets. Capital budgeting for investment decisions are of considerable importance to the firm since hey tend to determine its value by influencing its growth, evaluation of capital budgeting decisions.

            A capital budgeting decisions may be defined as the firm’s decision to invest is current funds most effectively & efficiently in the long – term assets in anticipation of an expected flow of benefits over a series of years. The long-term assets are those that affect the firm’s operations beyond the one year period. The firm’s investment decisions would generally includes expansion, acquisition modernization and replacement of long term assets. Sale of a division or business is also an investment decision. Decision like the change in the methods of sales distribution, or an advertisement campaign or research and development program have long –term implications for the firm’s expenditure and benefits, and therefore they should also be evaluated as investment decisions.

The rationale underlying the capital budgeting decisions efficiency. Thus, a firm must replace worn and obsolete plant and machinery, acquire fixed assets for current and new products and make strategic investment decisions. This will enable the firm to achieve its objective of maximizing profits either by way of increased revenues or cost reductions. The quality of these decisions is improved by capital budgeting. Capital budgeting decision can be of two types:

1) To those which expand revenues, and

2) To those which reduce costs.

IMPORTANCE OF THE STUDY:-


Capital investments, representing the growing edge of a business, are deemed to be very important “THREE” inter-related factors:-

1) The influence firm growth in the long term consequences capital investment decisions have considerable impact on what the firm can do in future.

2) They affect the risk of the firm; its is difficult to reverse capital investment decisions because the market for used capital investment in ill organized or most of the capital equipments bought by a firm to meet its specific requirements.

3) Capital investment decisions involve substantial outlays.

          Sri Dhanalakshmi cotton & rice mills pvt it is a growing concern, capital budgeting is more or less a continuous process and it is carried out by different functional areas of management such as production, marketing, chemical engineering, financial management etc., all the relevant functional departments play a crucial role in the capital budgeting decision process.

OBJECTIVES OF THE STUDY:- 

· To study the procedure of capital budgeting in Sri DhanaLakhsmi Cotton and Rice Mills Pvt Ltd

· To study the financial aspects and elements which are considered by Sri DhanaLakhsmi Cotton and Rice Mills Pvt Ltd for the firm’s expansion.

· To analyze the process of project evaluation by Sri DhanaLakhsmi Cotton and Rice Mills Pvt Ltd in taking investment decisions.

.

RESEARCH METHODOLOGY:-


Methodology is a systematic process of collecting information in order to analyzes and verify a phenomenon. The collection of data is two principle sources. They are discussed as

I. Primary data

II. Secondary data

PRIMARY DATA:-


The primary data needed for the study is gathered through interview with concerned officers and staff, either individually or collectively, sum of the information has been verified or supplemented with personal observation conducting personal interviews with concerned officers of finance department of “sri Dhanalakshmi cotton & rice pvt ltd”.

SECONDARY DATA:-

The secondary data needed for the study was collected from published sources such as, pamphlets of annual reports, returns and internal records, reference from text books and journal management.

Further data needed for the study was collected from:-

· Collection of required data from annual records of the company.

· Reference from text books and journals relating to financial management.

DIAGRAMITIC REPRESENTATION OF RESEARCH METHODOLOGY:-
Diagram 1.4:


LIMITATIONS OF THE STUDY:-


The following the limitations of the study:

· The project has to be completed with in the limited data given by the company..

· There was lesser scope of gathering information regarding financial data.
· Financial figures are not exposed by the company to get the accurate study.

Cotton

Cotton is a soft, staple fiber that grows around the seeds of the cotton plant. It is a natural fiber harvested from the cotton plant. The fiber most often is spun into yarn or thread and used to make a soft, breathable textile, which is the most widely used natural-fiber cloth in clothing today.

Processing of Cotton in India

In India the raw cotton, also called as Kapas is processed in a multi-stage process described as below. The Products of processing are

I. Yarn.

II. Cottonseed Oil.

III. Cottonseed Meal.

I. Production of Yarn

KAPAS TO LINT: Kapas (also known as raw cotton or seed cotton) is unginned cotton or the white fibrous substance covering the seed that is obtained from the cotton plant. The first step in the process is, the cotton is vacuumed into tubes that carry it to a dryer to reduce moisture and improve the fiber quality.  Then it runs through cleaning equipment to remove leaf trash, sticks and other foreign matter. In ginning a roller gin is used to grab the fiber. The raw fiber, now called lint.

LINT TO BALE: The lint makes its way through another series of pipes to a press where it is compressed into bales (lint packaged for market). After baling, the cotton lint is hauled to either storage yards, textile mills, or shipped to foreign countries. 

NOTE: The cotton seed is delivered to a seed storage area from where it is loaded into trucks and transported to a cottonseed oil mill.

BALE TO LAP: Here the bales are broken down and a worker feeds the cotton into a machine called a "breaker" which gets rid of some of the dirt. From here the cotton goes to a "scutcher". (Operated by a worker also called a scutcher). This machine cleans the cotton of any remaining dirt and separates the fibers. The cotton emerges in the form of thin "blanket" called the "lap".

LAP TO CARDING: Carding is the process of pulling the fibers into parallel alignment to form a thin web.  High speed electronic equipment with wire toothed rollers perform this task. The web of fibers is eventually condensed into a continuous, untwisted, rope-like strand called a sliver.

SLIVER TO ROVING: The silver is then sent to combing machine.  Here, the fibers shorter than half-inch and impurities are removed from the cotton. The sliver is drawn out to a thinner strand and given a slight twist to improve strength, then wound on bobbins.  These Process is called Roving.

ROVING TO YARN (SPINNING) : Spinning is the last process in yarn manufacturing. Spinning draws out the short fibres from the mass of cotton and twists them together into a long. Spinning machines have a metal spike called a spindle which the thread winds around.

 II. Production of Cotton Seed Oil

Processing of cottonseed in modern mills involves a number of steps. They are as follows:  

· The first step is its entry into the shaker room where, through a number of screens and air equipment, twigs, leaves and other trash are removed.

· The cleaned seed is then sent to gin stands where the linters are removed from the seed (delinted). The linters of the highest grade, referred to as first-cut linters are used in manufacturing non-chemical products, such as medical supplies, twine, and candle wicks. The second-cut linters removed in further delinting steps, are incorporated in chemical products, found in various foods, toiletries, film, and paper.

· The delinted seeds now go to the huller.  The huller removes the tough seed coat with a series of knives and shakers.  The knives cut the hulls (tough outer shell of the seed) to loosen them from the kernels (the inside meat of the seed, rich in oil) and shakers separate the hulls and kernels.

· The kernels are now ready for oil extraction. They pass through flaking rollers made of heavy cast iron, spinning at high speeds.  This presses the meats into thin flakes.  These flakes then travel to a cooker where they are cooked at 170 degrees F to reduce their moisture levels. The prepared meats are conveyed to the extractor and washed with hexane (organic solvent that dissolves out the oil) removing up to 98% of the oil.

· Crude cottonseed oil requires further processing before it may be used for food.  The first step in this process is refining.  With the scientific use of heat, sodium hydroxide and a centrifuge (equipment used to separate substances through spinning action), the dark colored crude oil is transformed into a transparent, yellow oil.  This clear oil may then be bleached with a special bleaching clay to produce a transparent, amber colored oil.

        The refined cotton seed oil has several advantages other than edible oils. It contains mere advantage over other edible oils. It contains a large percentage of Poly Unsaturated Fatty Acids (PUFA) which maintain cholesterol in the blood at a healthy level. 

The quality of cotton oil depends on the weather prevailing during the time that cotton stands in the fields after coming to maturity. Hence quality of oil varies from place to place and season to season. The quality of oil is high in dry seasons and low when the seed is exposed to wet weather in the fields or handled or stored with high moisture. Further cotton seed cooking oil has a long span of life due to the presence of vitamin E.

III. Production of Cottonseed Meal/Cake/Kapaskhalli

· Kapaskhalli (cottonseed extraction/meal) is a byproduct of the cottonseed industry.

· Cottonseed is a by-product of the cotton plant, which is primarily grown for its fiber. Although cotton has been grown for its fiber for several thousand years, the use of cottonseed on a commercial scale is of relatively recent origin.

· Cottonseed was a raw agricultural product, which was once largely wasted. Now it is being converted into food for people; feed for livestock; fertilizer and mulch for plants; fiber for furniture padding; and cellulose for a wide range of products from explosives to computer chip boards.

The figure showing the products obtained from processing the raw cotton:

Diagram 2.1
          Source: The Cotton Corporation of India Ltd.

Cotton Varieties in India

· Bengal Deshi mainly produced in the states of Punjab, Haryana, Rajasthan.

· Jayadhar mainly produced in the state of Karnataka.

· Bunny (or) Brahma is mainly produced in the states of Maharashtra, Madhya Pradesh, Andhra Pradesh, Karnataka.

· Suvin is another variety produced in the state of Tamil Nadu.

· H-4 (or) MECH1 is mainly produced in the states of Maharashtra, Madhya Pradesh, Andhra Pradesh.

Role of Cotton Industry in Indian Economy

Over the years, country has achieved significant quantitative increase in cotton production. Till 1970s, country used to import massive quantities of cotton in the range of 8.00 to 9.00 lakh bales per annum.  However, after Government launched special schemes like intensive cotton production programmes through successive five-year plans, that cotton production received the necessary impetus through increase in area and sowing of Hybrid varieties around mid 70s. 

Since then country has become self-sufficient in cotton production barring few years in the late 90s and early 20s when large quantities of cotton had to be imported due to lower crop production and increasing cotton requirements of the domestic textile industry. 

Cotton production Areas in India

India is an important grower of cotton on a global scale. It ranks third in global cotton production after the United States and China; with 9.50 million hectares grown each year, India accounts for approximately 21% of the world's total cotton area and 13% of global cotton production. The Cotton producing areas in India are spread throughout the country. But the major cotton producing states which account for more than 95% of the area under and output are:

1. Punjab. 

2. Haryana. 

3. Rajasthan. 

4. Maharastra. 

5. Gujarat. 

6. Madhya Pradesh.

7. Andhra Pradesh. 

8. Tamil Nadu. 

9. Karnataka. 

Of the nine cotton producing States in India, average yields are highest in Punjab where most of the cotton area is irrigated.

But the yields of cotton in India are low, with an average yield of 503 kg/ha compared to the world average of 734 kg/ha. The problem is also compounded by higher production costs and poor quality in terms of varietals purity and trash content.

However the Cotton plays an important role in the National economy providing large employment in the farm, marketing and processing sectors. Cotton textiles along with other textiles also contribute about 1/3rd of the Indian exports.

Contribution of Cotton industry for Textile Industry

Cotton is the most important raw material for India's Rs. 1,50,000 crores textile industry, which accounts for nearly 20% of the total national industrial production. The cotton Industry is the backbone of our textile industry, accounting for 70% of total fiber consumption in textile sector. It also accounts for more than 30% of exports, making it India's largest net foreign exchange industry. India earns foreign exchange to the tune of $10-12 billion annually from exports of cotton yarn, thread, fabrics, apparel and made-ups.

The cotton Industry provides employment to over 15 million people. And the area under cotton cultivation in India (9.5 million ha) is the highest in the world, i.e., 25% of the world area.

Steps taken by the Cotton Producers in India

Now-a-days the Indian Cotton producers are continuously working to up-grade the quality and increase the cotton production to cope up with the increased global demand for cotton textiles and to meet the needs of the 39 million spindles capacity of the domestic textile industry which presently consumes about 12-14 million bales annually.

In India, cotton yields increased significantly in the 1980’s and through the first half of 1980’s but since 1996 there is no increase in yield. In the past, the increase in cost of production of cotton was partially offset by increase in yield but now with stagnant yield the cost of production is rising. Besides low yield, Indian cotton also suffers from inconsistent quality in terms of length, micronaire and strength.

Policy of Government of India towards Cotton Industry

The Cotton production policies in India historically have been oriented toward promoting and supporting the textile industry. The Government of India announces a minimum support price for each variety of seed cotton (kapas) based on recommendations from the Commission for Agricultural Costs and Prices. The Government of India is also providing subsidies to the production inputs of the cotton in the areas of fertilizer, power, etc…

Markets for Indian Cotton

    The three major groups in the cotton market are 

· Private traders, 

· State-level cooperatives, 

· The Cotton Corporation of India Limited. 

Of these three groups, private traders handle more than 70 percent of cottonseed and lint, followed by cooperatives and the CCI.

The Cotton Corporation of India Ltd. for the year 2013-14 had purchased 60.30 lakh quintals of kapas equivalent to 11.77 lakh bales valuing Rs.1218.70 crores in Andhra Pradesh, Maharashtra, Madhya Pradesh, Orissa and Karnataka. Beside these the Corporation had also carried out commercial operations and purchased 2.71 lakh bales valuing Rs.285.82 crores in the year 2013-14 as compared to around 1.00 lakh bales valuing Rs.108.81 crores during the previous year (i.e. for the year 2012-13).

Exports of Cotton

The main market for Indian cotton export is China. The other markets also include Taiwan, Thailand and Turkey. In July 2001, the union government removed all curbs on cotton exports. As a result of these, now the exporters are not required to obtain any certificate from the Textile Commissioner on the registration, allocation, quality and quantity of export. India exported around 25 per cent cotton during 2013-14 and it is estimated nearly 62 per cent exported to China.

During the year 2013-14 the prices of Indian cotton in early part of the season being lower than the international prices, had been attractive to foreign buyers and there was good demand for Indian cotton, especially S-6, H-4 and Bunny, which had resulted in sustained cotton exports, which are estimated at 55.00 lakh bales

The Cotton Advisory Board estimated an 18-20 percent increase in cotton exports to 65 lakh bales for Oct 2013- Sep 2014, as against its Aug 2013 estimate of 58 lakh bales.

Imports of Cotton

Despite good domestic crops, India is importing cotton because of quality problems or low world prices particularly for processing into exportable products like yarns and fabrics.

India imported just 721,000 bales of cotton in 2011-12. The imports rose to 1,217,000 lakh bales in 2012-13, 4,700,000 lakh bales in 2013-14 and the anticipated imports for the year 2014-15 are 550,000 lakh bales. 
For the year 2012-13 the cotton imports into the country had once again remained limited mainly to Extra Long staple cottons, like as previous year, which were in short supply at around 6 lakh bales inclusive of import of around 2 lakh bales of long staple varieties contracted by mills during April-May 2007.

Role of Cotton seed oil in Indian Economy

The global production of cottonseed oil in the recent years has been at around 4-4.5 million tons. Around 2 lakh tons are traded globally every year. The major seed producers, viz., China, India, United States, Pakistan are the major producers of oil. United States (60000 tons) is the major exporter of cottonseed oil, while Canada is the major importer.

Cottonseed is a traditional oilseed of India. In India the average production of cotton oil is around 4 lakh tons a year. It is estimated that, if scientific processing is carried out the oil production can be increased by another 4 lakh tons. 

In India, the oil recovery from cottonseed is around 11%. Gujarat is the major consumer of cottonseed oil in the country. It is also used for the manufacture of  Vanaspati. The price of cottonseed oil is generally dependent on the price behavior of other domestically produced oils, more particularly groundnut oil.

India used to import around 30000 tons of crude cottonseed oil, before palm and soya became the only imports of the country. Currently, the country does not import cottonseed oil.

Role of cottonseed meal in Indian Economy

India produces around 2 million tons of cottonseed meal a year. However, in India mainly decorticated meal is largely produced. Several associations are promoting the production of decorticated cake in India and the production of this is expected to increase in the country.

India used to be a major exporter of cottonseed extraction around two decades ago. However, the demand for other oil meals like soymeal has lowered the cottonseed demand globally. In addition, the low availability of decorticated meal in India has also been a major reason for the fall in exports.  

The major importers of Indian cottonseed meal (decorticated) used to be Thailand. India in 2012-13 exported only 50 tons of decorticated cottonseed meal. In 2013-14, too there have been no significant exports. India does not import cottonseed meal.

The Organizations dealing with the promotion of Cotton Industry in India

The organizations that try to promote the quantity and quality of Cotton in India are

I. The Cotton corporation of India Ltd.,

II. Cotton Advisory Board.,

III. Cotton Association of India.

IV. Central Institute of Cotton Research.

I. The Cotton Corporation of India Limited

The Cotton Corporation of India Ltd. was established on 31st July 1970 as a Government Company registered under the Companies Act 1956.  In the initial period of setting up, as an Agency in Public Sector, Corporation was charged with the responsibility of equitable distribution of cotton among the different constituents of the industry and to serve as a vehicle for the canalisation of imports of cotton.

With the changing cotton scenario, the role and functions of the Corporation were also reviewed and revised from time to time.  As per the Policy directives from the Ministry of Textiles, Government of India in 1985, the Corporation is nominated as the Nodal Agency of Government of India, for undertaking Price Support Operations, whenever the prices of kapas (seed cotton) touch the support  level.

The Cotton Corporation of India Ltd. Operations cover all the cotton growing states in the country comprising of:

· Punjab, Haryana and Rajasthan in Northern Zone.

· Gujarat, Maharashtra and Madhya Pradesh in Central Zone. 

· Andhra Pradesh, Karnataka & Tamil Nadu in Southern Zone. 

II. Cotton Advisory Board

The Cotton Advisory Board is a representative body of Government/ Growers/ Industries/ Traders. It advises the Government generally on matters pertaining to production, consumption and marketing of cotton, and also provides a forum for liaison among the cotton textile mill industry, the cotton growers, the cotton trade and the Government. It functions under the Chairmanship of Textile Commissioner with Deputy Textile Commissioner as a Member Secretary.

III. The Cotton Association of India

The Cotton Association of India also called as the East India Cotton Association (EICA) was declared as the statutory body by the Bombay Cotton Contract Act on 28th December, 1922. Its purpose is to 

· Provide and maintain suitable buildings or rooms or a Cotton  

          Exchange in the city of Bombay or elsewhere in India.

· Provide forms of contracts and regulate the marketing, etc. of 

          the contracts.

· Fix and adopt standards or classifications of cotton.
· Adjust by arbitration or otherwise controversies between 

          persons engaged in the cotton trade.

· Acquire, preserve or disseminate useful information connected with the cotton interests.

IV. Central Institute of Cotton Research

With a view to develop a Centre of excellence for carrying out long term research on fundamental problems limiting cotton production the Indian Council of Agricultural Research has established the Central Institute for Cotton Research at Nagpur in April, 1976. CICR was simultaneously established at Coimbatore to cater to the needs of southern cotton zone. CICR was established at Sirsa in the year 1985, to cater to the needs of northern irrigated cotton zone. All the three research farms are well equipped with tractors and other farm implements and efforts are underway to initiate further developmental work in all the farms.

The Vision of the CICR is to improve production and quality of Indian Cotton with reduced cost to make cotton production cost effective and competitive in the national and global market. The Mission of CICR is to develop economically viable and eco-friendly production and protection technologies for enhancing quality cotton production by 2-3% every year on a sustainable basis for the next twelve years (till 2020).
The Current Scenario of Cotton Industry (2013-14)

The cotton production in the country has been increasing continuously since last three years and the same has further gone up by around 12.5% during cotton season 2013-14 at a record level of 315 lakh bales as against 280 lakh bales during 2012-13. Gujarat has turned into a largest cotton producing State with a record production-level of 93 lakh bales constituting around 34% of the country’s total production.

 The area under cotton cultivation during 2013-14 has also gone up by around 4.5% at 95.55 lakh hectares as against 91.44 lakh hectares during 2012-13. 

With wide usage of hybrid seeds throughout the country as well as changed mindset of cotton farmers for adoption of better and improved farm practices, the average productivity of cotton has crossed 591 kgs per hectare as against 560 kgs during the previous year. The prices of Indian cotton in early part of the season being lower than the international prices, had been attractive to foreign buyers and there was good demand for Indian cotton.
Due to expectation of bumper crop, the mill demand in the beginning of the season was subdued which put pressure on the cotton prices right from the beginning of the season and has resulted into fall in cotton prices between October 2012 & January 2013. Cotton prices reached its peak level by end-March 2013 and there was some correction in cotton prices in April and May 2013. However, on the whole, cotton prices remained better by almost Rs.1000 per candy in almost all varieties as compared to previous year.

Future of Cotton Industry in India

The Cotton Advisory Board (CAB) has estimated the cotton crop at 322 lakh bales for the current season 2013-14. This is a historic high and represents a 2.22% jump over last year's crop estimate of 315 lakh bales. The increase in cotton production area is also expected to increase to 92.60 lakh hectares for the season 2013-14 against 91.55 lakh hectares for the season 2012-13.

Cotton Advisory Board expects exports to be higher at 85 lakh bales as against 65 lakh bales in 2013-14. Imports in 2008-09 are projected at 6.50 lakh bales as compared to 5.50 lakh bales in 2013-14, because mills have to rely on foreign growths to spin some finer counts of yarn.

It is also estimated that the cotton industry is going to provide 12 million new jobs mainly for the semi-skilled and unskilled labour.

Future Challenges for the Indian Cotton Industry

The challenges that are going to face by the cotton producers in India for the season 2013-14 are:

Rupee appreciation

 The increase in the value of the rupee gives only smaller import orders to the cotton producers.               

Cheaper Imports



The appreciated rupee value makes the cotton imports cheaper when compared to past. So this aspect is also required to consider by the cotton producers.

Low quality

The Quality of cotton is also far from satisfactory considering the presence of a large number of contaminants. So the cotton producers are also required to take care in this aspect.

ABOUT THE SRI DHANA LAKSHMI COTTONS & RICE MILLS PVT LTD.

SRI DHANALAKSHMI  Group with its diverse interests in core areas is surging  ahead with drive and determination. with  all the companies superbly  integrated  in one single campus, the group harnesses an entrepreneurial spirit, state-of-art  technology   and  financial strengths  to emerge  as an industrial  force to reckon  with.

SRI DHANALAKSHMI GROUP is driven by a passion o be the best in al the areas it operates. Backed by a high density of advanced technology and sophisticated manufacturing  facilities, it’s only natural that the  group is leaf fogging for an outstanding future. The total group turnover is around 300 crores  per annum.

ABOUT THE COMPANY

The founder of SRI DHANALAKSHMI GROUP who has drawn its future planned growth. A Man whose spirit of Dynamism has helped the group to achieve manifold growth. thanks to his pioneering vision,the group’s operation grew  and market extended . Today SRI DHANALAKSHMI is a multi-activity group with a Rs.300crores turnover, comprising 6 divisions with diverse interest in……..

· COTTON

· RICE

· OIL

· SPINNING

· POWER &

· TEXTILE
A TRADITION OF ENTERPRISE

         As per back as 1956 ,Sri Sadineni  Chowadaraiah left in pursuit of a dream. With just two bags of grain, he ventured to cultivate 100 acres of land. And with the tell- tale sprite gleaming in his eyes. This man had set the ball of a 120crore conglomerate rolling. His value – oriented strategy and adventurous sprit bore fruit consistently. His farmland grew and from a model farmer he evolved into a dynamitic entrepreneur. He proved that success starts with a proactive attitude. A vigorous  confidence that one can effectively integrate  ideas with enterprise. Sadineni’s first trip to RUSSIA gave him the power of conviction to stride boldly into the industrial environment. And, valiantly into the future.

THE BIRTH OF A DREAM

                            SRI SADINENI CHOWDARAIAH set up a cotton ginning mill in 1977. The operations grew rapidly to lay solid foundations for giant surging ahead in diverse environments. To the group, the future is rich in possibilities. A future where the best of minds and men will work. And will have the most resources to draw upon. It’s vision of the future where change will be embraced as the very basis of opportunity and endeavor. 
                          The managing Director of SRI DHANALAKSHMI COTTON & RICE MILLS (P)LTD. Relentless pursuit of perfection is the hallmark of this young and dynamic B.Tech Textiles Graduate. His rich and professionals experience in the spinning line  enabled SRI DHANALAKSHMI‘s  Spinning Division to scale new heights. His enterprising zeal and cautious planning have been the pivotal points in driving the group towards trailblazing progress. Mr. RAGHAVA RAO   is committed to labour  welfare and his visionary leadership has earned him a wealth of respect among the employees of SRI DHAALAKSHMI. An astute professionals by habit, he is forever aiming higher. He is widely acknowledged as the man who has fostered a ‘can do’ culture which starts at top and filters down to every employee at SRI DHANALAKSHMI. He is powered by just one belief……..
“Success is a matter of excellence, and not chance”.

                         Social service has always been a matter of prime concern to him. Which is why he perennially   strives   to  provide the best education and undertake multi-pronged schemes towards the betterment of the community. While nurturing a corporate culture that encourages individual growth, he is committed to a vision that encompasses everybody’s upliftment.

COTTON DIVISION

The COTTON GINNING & PRESSING UNIT was started in 1973. The Division maintains 54 Gins and 1 Hydraulic press with an annualized turnover of Rs.40crores. The company firmly believes that unmatched capabilities plus an in-depth knowledge of various cotton growing areas alone can put it on the path to speedy growth. This Division also processes India’s best long staple cotton DCH-32 at Dharwad Branch, Karnataka. The division is poised to excel and is confidently geared to post an impressive growth rate. This Division has stayed big thinking big and keeping an eye on the details that sustain quality.

Manufacture of cotton i.e. by Ginning& Pressing Activities.

LICENSED                   
:  Licensed under Industries (D&R) Act, 1951

PROCESSING              
:  12000 MTs of cotton seed

INSTALLED CAPACITY 
:  392 MTs of seed per day of 24 hours working

RAW MATERIAL            
: Cotton kapas

FINISHED PRODUCTS  
: Cotton lint  

Cotton Lint will be supplied to Spinning Mills and Cotton Seed to Oil Mills.

OIL DIVISION

                            A totally Integrated Agro Industry extensively engaged in extracting both Crude Oil and Edible Oil from high quality Cotton Seed Oil is a popular cooking medium thanks to its low tat and nutritional content. On the other hand., Crude oil finds an immediate industrial application.  Besides these two core oil extractions, the Division has also extensively diversified into high quality extractions from a variety of other seeds and beans. Capability on its competence and knowledge of agro industry, the Division was set up in 1981.

The Mill’s capacity of processing Cotton Seed and Cotton Seed Cake has jumped to 80 tones. At this division, the De-oiled Cake is further processed in the solvent extraction plant which gives about 3-4% oil. The De-oiled Cake is then utilized as cattle, Poultry and Fish feed which is immensely popular.

Success comes with a fierce will to perform. This philosophy to excel has placed the division on the summit. The Division has consistently bagged excellence awards for highest Cotton Seed processing and crushing. These awards recognize SRI DHANALAKSHMI’s pursuit of excellence which is achieved through enhanced productivity, quality, up gradation and a shared of commitment. Indeed, this outstanding recognition sets an example to all the other oil and extracting industries in the country. 

Oil  Division  consist of cotton seed processing Plant, Expeller (Oil Mill),Refinery and solvent Extraction Plant.

LICENCIED

:
 Registered with DGTD, New Delhi.

Processing

:
manufacturing of double refined oil

Installed Capacity 
:
40 MB Edible oil per day of 24 hours of working

Raw material
:
Cotton seed, Sun flower seed, Soya been seed,       

       

rice bran, other seeds 

Finished products
:
Cotton linters, Edible refined oil, hulls, 

Extraction 

SPINNING DIVISION 
    

The SRI DHANALAKSHMI SPINNING MILLS DIVISION has been a trend setter ever since its commissioning. Established in 1991, the plant started commercial production of World class yarn to the requirement of global markets as well as indigenous markets. Conceived in a sprawling area in the midst of rich cotton fields of GUNTUR District, the division is on its way to dizzy heights on the cotton horizon. We are having a capacity of 60,000 spindles. The impressive performance reflects SRI DHANALAKSHMI’s commitment to continue machine modernization. The division through a concerted Endeavour assures exemplary quality by undertaking rigid quality control measures which start right at the at the stage of procuring raw material ingredients down to the last level. It is the dedicated quality consciousness that as paved the way for a phenomenal demand for SRI DHANALAKSHMI products.

    

All this translates into utmost customer satisfaction. The unit is enviably well-entrenched as a leading player for the highly competitive export markets ever since 1996. SRI DHANALAKSHMI’s  magnificent obsession with exports has won for it important international markets. In fact, over 70% of the produce was exported major European countries. In recognition of its excellent quality conforming to the highest international standards, the products of SRI DHANALASHMI have won widespread appreciation and repeat orders.  By exporting world class cotton yarn globally, the mill is leap fogging for the further growth.  The thrust on higher capacity utilization, uncompromising productivity standards, quality management, astute focus on niche markets, prompt delivery schedules combined with competitive pricing have resulted in higher sales and profits.
LICENCIED
:
 Registered with Office of the Textile 



Commissioner ,

Processing

:
96 looms
Installed Capacity 
:
63 600 Spindles
Raw material
:
Cotton lint. 

Finished products
:
Cotton yarn 
ENVIRONMENTAL PROTECTION AND SAFETY – A TOP PRIORITY

                    We believe that environmental protection requires attitude, action and right application o technology.  The group is an eco-friendly entity whose concern is preservation of life and environment.  The division does not release any toxic wastes and pollutants.  And, across every unit of the group, humidity, moisture and temperature are constantly monitored to ensure top most safety.  

                   The very fact that we have made wearing of masks mandatory for the personnel bears amp witness to our commitment to industrial safety.  The environmental protection commitment of the company firmly believes that when we use the bounties of mother earth, we have to give back an environment that is conductive to healthy living. 

                COUNT RANGE: We are running from 50 to 100 counts in single s well as double (TFO) yarns.  We are running compact yarn with 12000 spindles(suessen).  We will achieve 25000 spindles  compact yarn shortly.

RICE DIVISION

                   This Division conduct Rice Milling Activities

PARA BOILED RICE MILL: 

                   Milling of 480 Qtls of paddy per day of 24 hrs Working.

RICE MILL: Milling of 480 Qtls of paddy per day of 24hrs working

RAW METERIAL     
: Paddy

FINISHED PRODUCTS
: Rice, Bran  

TEXTILE DIVISION

                     The Division was started in 2005. The Units equipped with modern imported machinery. Presently we are running with 48 Brand New Looms. We have sucker Wrapping and sizing. Total plant planned for 98 Looms. In phased manner we are expanding the Looms capacity. 

POWER DIVISION 

   
The future is a limitless expanse of challenges waiting for the strongest to step in and conquer. Only those with all the answers will emergency victorious. In the wake of fast depleting fuel resources and an increasing drive for self–reliance, SRI DHANALAKSHMI GROUP realizes the alarming global concern.To reach the goal of self–reliance, the progressive, dynamic and growth oriented Group has naturally moved into the core sector-power.A mere 40 kms away from the company’s factories at Ganapavaram. 

The power project will not only serve as a major boost to   the company but will meet the ever growing captive consumption needs. To SRI DHANALAKSHMI, reliability is an acronym missionary self-confidence. Reason why SRI DHANALAKSHMI is fully geared to meet any emerging power need. SRI DHANALAKSHMI  is harnessing its technology resources and inherent strengths to gain the competitive edge. SRI DHANLAKSHMI is standing shoulder to shoulder with all those corporate bigwigs who lead the industry in self-reliance. 

STATEMENT OF ACCOUNTING POLICIES

GENERAL: 

            The accounting are prepared on historical cost convention and in accordance with normally accepted Accounting Principles.

FIXED ASSETS:

Fixed assets are stated at cost less accumulated depreciation. Cost of acquisition  of fixed assets  is inclusive of directly attributable cost of bringing the assets to their working condition for the intended use and interest on borrowings till the date of commissioning of the assets,  CENVAT/VAT credit availed, if any, on fixed assets is not included in the cost of such fixed assets capitalized.

INVESTMENTS:

Long-Term investments are valued at cost price less provision for diminution on account other than temporary decline in the valve of investment .

DEPRECIATION :

Depreciation is a written off in accordance with the provisions of schedule  XIV of the companies Act 1956 as follows:

· Under straights –Line  Method in respect of the assets of Spinning, Power and  Textile Divisions.

· Under written down valve method on the assets of all other divisions of the company.

INVENTORIES:
              Valuation of inventories  is made as follows

· Raw-Material and Finished goods at cost or net realizable valve whichever is lower .

· Work-in-Progress  at cost inclusive of direct production overheads.

· Stores and spares at cost.

· Electronic power at net releasable  valve

Excise Duty liability on finished goods is accounted for as and when goods are cleared from factory and there is no liability on closing stock of finished goods at the year end. 

SALES:

          Sales are exclusive of sales tax collections due to implementation of AP VAT Act 2005.

TAXES ON INCOME:

Current taxes is determined as per the provisions of income Tax Act 1961 in respect of taxable income for  the year ended 31st march, 2007.

             Deffered tax liability is recognized, subject to the consideration of timing differences, being the difference between the taxable income and accounting income the originate in one period and are capable of reversal in one or more subsequent periods. In case of power division which eligible for tax Holiday. Deferred Tax Asset / liabilities for timing differences which reverse after the Tax Holiday period are recognized.

SEGMENT REPORTING:

The accounting policies adopted for segment reporting are in line with the accounting policies   of the company  with the following additional policies for segment reporting.

               
Inter-segment Revenue  has been accounted for based on the market related prices.

               
Revenue and Expenses other than interest have been identified to segments on the basis of their relationship to the operating activities of the segment . Revenue and expense which related to the enterprise as a whole and are not allocable to segments on a reasonable basis have been included under  “Unallocated” head.

RETIREMENT BENEFITS: 

The Company makes regular  monthly contribution to provident fund which are deposited with the Government and Group term Insurance is routed  through L.I.C , and are charged against the revenue. The company has taken  Group Gradually  (Cash Accumulation) scheme with  Life Insurance Corporation of India. The premium on policy and the difference between the amount of gratuity paid on retirement and recovered from the Life Insurance Corporation of India debited to profit and Loss Account. Leave encashment is accounted as and when the employees claimed and paid.

PROPOSED DIVIDEND:

Provision is made in the account for the dividend payable (including of all tax thereon) by the company as recommended by the Board of Directors, Pending approval of the shareholders at the annual General  Meeting .

FOREIGN CURRENCY TRANSACTIONS:

· Import of material /capital  Equipment are accounted  at the rates at which actual            payments are    effected.

· The profit/ Loss arising out of foreign Exchange transactions on sale of goods are accounted on  actual realization basis.

· Foreign Currency loans covered by forward contracts are stated at the forward contracts rates  while those not covered are calculated  at year end rate.

IMPAIRMENT  OF ASSETS:

            
At the date of each balance sheet the company evaluates internally, indications of the impairment if any, to carrying amount of its fixed and other assets. No impairment  loss has been recognized.

CONTIGENT LIABILITIES:

              Contingent Liabilities are not recognized in the accounts, but are disclosed after a careful evaluation  of  the concerned facts and legal issues involved.  

FOREIGN EXCHANGE EARNINGS AND OUTGO:




The company has earned foreign exchange of Rs.725.72 lacs of its finished goods and Rs.1493.16 lacs by export through merchant /trade house of its finished goods . the company has spent Rs.58.95 lacs of foreign exchange towards import of raw-material, Rs.4.18 lacs towards import of components & spare parts, Rs.1166.37 lacs towards import of capital goods including advance paid, Rs.5.02 lacs towards interest on foreign currency loan and Rs.11.90 lacs towards freight, commission & travelling.

Raw Material & Finished goods:
Table 2.1:
	
	Raw Material
	Finished Goods

	Cotton Division
	1) Cotton Kappas
	2) Cotton Lint

3) Cotton Seed

	Oil Division
	1) Cotton Seed

2) Sunflower Seed

3) Soyabean seed

4) Rice Bran

5) Other seeds 
	1) Cotton Linters

2) Edible Refined Oil

3) Hulls

4) Extractions

	Rice Division
	1) Paddy
	1) Rice

2) Bran

	Spinning Division
	1) Cotton Lint
	1) Cotton Yarn




Commercial performance

Table 2.2:






        (in lakhs)
	     Year
	Sales Turnover
	Domestic Sales
	Exports

	2008-09
	16213.58
	11562.82
	4650.76

	2009-10
	17644.15
	13391.73
	4252.42

	2010-11
	14354.63
	10502.38
	3852.25

	2011-12
	15772.48
	13511.77
	2260.71

	2012-13
	17548.46
	15604.02
	1944.44

	2013-14
	19625.74
	17406.85
	2218.88


Achievements & Awards

1987-89: 

1988- Best Exporter Award from Govt of AP.

1988-99- Stood first in India in scientific processing of cotton seed.

1988-99- Stood first in India in domestic sales of cotton seed                                 Extraction.

1989-90: 

1989-90- Stood first in India in scientific processing of cotton seed.

1989-90- Stood first in India in domestic sales of cotton seed Extraction.

1989-90- Stood first in India in Export sales of cotton seed Extraction.

1990-91:

1990-91- Stood first in India in scientific processing of cotton seed.

1990-91- Stood first in India in domestic sales of cotton seed Extraction.

1990-91- Stood first in India in Export sales of cotton seed Extraction.

1991-92:

1991-92- Stood first in India in scientific processing of cotton seed.

1991-92- Stood first in India in domestic sales of cotton seed Extraction.

1992-93:

1992-93- Stood first in India in scientific processing of cotton seed.

1992-93- Stood first in India in domestic sales of cotton seed Extraction.

1992-93- Stood first in India in Export sales of cotton seed Extraction.

1998-1999:

1997-98- Stood first in India in scientific processing of cotton seed.

1998-99- Stood first in India in domestic sales of cotton seed Extraction.

1999-2000:

1998-99- Stood first in India in scientific processing of cotton seed.

1999-20- Stood first in India in domestic sales of cotton seed Extraction.

2000-01:

1999-20- Stood first in India in scientific processing of cotton seed.

2000-01- Stood first in India in domestic sales of cotton seed Extraction.

2001-02:

2000-01- Stood first in India in scientific processing of cotton seed.

2001-02- Stood first in India in domestic sales of cotton seed Extraction.

2002-03: 

2001-02- Stood first in India in scientific processing of cotton seed.

2002-03- Stood first in India in domestic sales of cotton seed Extraction.

2003-04:

2002-03- Stood first in India in scientific processing of cotton seed.

2003-04- Stood first in India in domestic sales of cotton seed Extraction.

2004-05:

2003-04- Stood first in India in scientific processing of cotton seed.

2004-05- Stood first in India in domestic sales of cotton seed Extraction.

2008-09:

2008-08- Stood first in India in scientific processing of cotton seed.

2008-09- Stood first in India in domestic sales of cotton seed Extraction.

2009-10:

2008-09- Stood first in India in scientific processing of cotton seed.

2009-10- Stood first in India in domestic sales of cotton seed Extraction.

2010-11:

2009-10- Stood first in India in scientific processing of cotton seed.

2010-11- Stood first in India in domestic sales of cotton seed Extraction.

2011-12:

2010-11- Stood first in India in scientific processing of cotton seed.

2011-12- Stood first in India in domestic sales of cotton seed Extraction.

2012-13:

2011-12 – Stood first in India in scientific processing of cotton seed
2012-13- Stood first in India in domestic sales of cotton seed extraction

BOARD OF DIRECTORS

· SRI.N.RAGHAVA RAO. B.E.- CHAIRMAN & MD               

· SRI.P. RAGHAVA REDDY. B.E.Electronics - DIRECTOR

· SRI.M. LINGAIAH. M.sc  - DIRECTOR

· SRI. S. HANUMANTHA RAO.  B.Com - DIRECTOR

· SRI. CA PV. NARAYANA ACA, ACS - DIRECTOR & SECRETARY.

MAN POWER IN DHANALAKSHMI GROUP:

                 Table 2.3:
	Oil Division 
	300

	Spinning Division
	250

	Textile Division
	100

	Rice Division
	30

	Power Division
	46


FUTURE OUTLOOK:

Operations on consolidated basis continue to pose healthy trends.  However, changes in the industrial trends are bound to influence spinning operations.

Company has acquired 48 looms under first phase of project implementation for textile division.  Textile operations have come out of teething problem but have to reach estimated levels in operations and profits.  This shall take some more time in view of dip in dollar valuation and decline in exports.

· Thus, company has to grapple with an industrial scenario that calls for alert and caution. 

· Oil division is showing immense potential to reach higher levels in all spheres of operations.

· Power division shall perform well in the current year also.

· In view of this, we are hopeful of improved performance in 2012-13 despite the difficulties posed.

                   ANALYSIS ON CAPATIAL BUDGETING IN

        SRI DHANALAKSHMI COTTON & RICE MILLS LTD

      IMPORANTANCE OF INVESTMENT DECISION: 

Investment decisions require special attention because of the following reasons.
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They influence the firm’s growth in the long term.
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They affect the risk of the firm.
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They involve commitment of large amount of funds.
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They are irreversible, or reversible at substantial loss.
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They are among the most difficult decisions to make.

Investment Evaluation Criteria:

Three steps are involved in the evaluation of investment.
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Estimation of cash flows 
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Estimation of the required rate of return (the opportunity cost of capital)
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Application of a decision rule for making the choice.

EVALUTION OF INVESTMENT PROPOSAL:

                        At each point of time a business firm has a number of proposals regarding various projects in which it can invest funds.  But the funds available with the firm are always limited and it is not possible to invest funds in all the proposals at a time.  Hence, it is very essential to select from amongst the various competing proposals, those which give the highest benefits.  The crux of the capital budgeting is the allocation of available non-economic, which influence the capital budgeting decisions.  The crucial factor that influences the capital budgeting decision is the profitability of the prospective investment.  Yet the risk involved in the proposal cannot be ignored because profitability and risk are directly related, i.e. higher profitability, the risk and vice-versa.                          
                 There are many evaluating profitability of capital investment proposals.  The various commonly used methods are as follows:
Non DCF criteria 

(a) Pay back period 


The pay back period one of the most popular and widely recognized traditional methods of evaluation investment proposals. Pay back period is the number of years required to recover the original cash outlay invested in a project. 


If the project generates constant annual cash flows, the pay back period can be computed by dividing cash outlay by the annual cash inflows. 

Pay back period = 
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= Initial investment 

C = Annual cash inflows 

In the case of un equal cash inflows, the pay back period can be found out by adding up the cash inflow until the total is equal to the initial cash outlay. 

(b) Accounting Rate of Return (ARR)

                The accounting rate of return (ARR) also known as the return on investment (ROI) uses accounting information, as revealed by financial statements, to measure to profitability of an investment. The accounting rate of return is the ratio of the average after fax profit divided by the average investment. The average investment would be equal to half of the original investment if it were depreciated constantly. 

A R R = 
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   DFC Criteria 

(a) Net Present value (NPV)

                   The NPV present value (NPV) method is the classic method of evaluating the investment proposals. If is a DCF technique that explicitly recognizes the time value at different time periods differ in value and comparable only when their equipment present values – are found out. 

N.P.V = 
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NPV = 
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Where 

NPV = Net present value 
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= Cash flows occurring at time

k = The discount rate 

n = life of the project in years
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(b) Internal Rate of Return (IRR)

The internal rate of return (IRR) method is another discounted cash flow technique which takes account of the magnitude and thing of cash flows, other terms used to describe the IRR method are yield on an investment, marginal efficiency of capital, rate of return over cost, time – adjusted rate of internal return and soon. 

NPV = 
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Where 
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= Cash flows occurring at different point of time

k = the discount rate

n = life of the project in year 
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SV & WC = Salvage value and working capital at the end of the n years. 

IRP = L + 
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Where 

L = Lower discount rate at which NPV is positive 

H = Higher discount rate at which NPV is negative 

A = NPV at lower discount rate, L

B = NPV at higher discount rate, H

(C) Profitability index (PI)

              Yet another time – adjusted method of evaluating the investment proposals is the benefit – cost (B/C.) ratio or profitability index (PI) Profitability  index is the ratio of the present valued of cash inflows, at the required rate of return,  to the initial cash out of the investment. 

PI = 
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CRITERION TABLE:-


In the evaluation process or capital budgeting techniques there will be a criteria to accept or reject the project. The criteria will be expressed as:

	Criterion/Method
	Accept
	Reject

	Pay Back Period (PBP)
	< Target Period 
	> Target Period

	Accounting Rate of Return (ARR)
	> Target Rate
	< Target Rate

	Net Present Value (NPV)
	> 0
	<  0

	Internal Rate of Return (IRR)
	> Cost Of Capital
	< Cost Of Capital

	Profitability index (PI)
	> 1
	< 1


NON DCF CRITERIA:
Table 3.1:
(a) PAY BACK PERIOD(PBP):-

	YEAR
	INCOME (PAT)

(RS)
	DEPRECIATION

(RS)


	CASH IN FLOW (RS)
	CUMULATIVE CAST IN FLOWS (RS)

	1
	8,55,63,456
	3,34,32,278
	11,89,95,734
	11,89,95,734

	2
	3,13,32,218
	3,43,24,543
	6,56,56,761
	18,46,52,495

	3
	3,00,76,560,
	3,63,65,282
	6,64,41,842
	25,10,94,337

	4
	9,63,75,756
	4,28,42,688
	13,92,18,444
	39,03,12,781

	5
	16,07,26,312
	4,72,13,353
	20,79,39,665
	59,82,52,446

	6
	16,32,00,297
	6,21,69,556
	22,53,69,853
	82,36,22,299


Initial outlay = 42,86,36,698

Pay back period = 
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      = 4+0.18


     = 4.18 Months

Criteria for evaluation:-


                The pay back period computed for a project is less than the pay back period set by management of the company, it would be accepted. A project actual pay back period is more than the determined period by the management, it will be rejected.

Decision:-

The standard payback period is set by Sri Dhanalakshmi cotton & rice mills pvt ltd for considering the expansion project is six years, where as actual payback period is 4.18 months. Hence we accept the project.
Table 3.2
(b) AVERAGE RATE OF RETURN (ARR):-

	YEAR
	INCOME
	DEPRECIATION
	CASH IN FLOWS

	1
	8,55,63,456
	3,34,32,278
	5,12,38,313

	2
	3,13,32,218
	3,43,24,543
	-29,92,325

	3
	3,00,76,560,
	3,63,65,282
	-62,88,722

	4
	9,63,75,756
	4,28,42,688
	5,35,33,068

	5
	16,07,26,312
	4,72,13,353
	11,35,12,959

	6
	16,32,00,297
	6,21,69,556
	10,10,30,741


     ARR = 
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Criteria for evaluation:-


      According to this method ARR is higher than minimum rate of return established by the management are accepted. It reject the project have less ARR than the minimum rate set by the management.

Decision:-


The standard ARR set by Sri Dhanlakshmi cotton & rice mills pvt ltd management is 21%. The actual ARR is 24.11% is higher than the standard ARR set by the management, hence we accept the project.

DCF CRITERIA:
Table 3.3:
(a) Net Present Value:-

	YEAR
	CASH INFLOWS
	DCF (12%)
	PRESENT VALUE

	1
	11,89,95,734
	0.893
	10,62,63,190.5

	2
	6,56,56,761
	0.797
	5,23,28,438.52

	3
	6,64,41,842
	0.712
	4,73,06,591.5

	4
	13,92,18,444
	0.636
	8,85,42,930.38

	5
	20,79,39,665
	0.567
	11,79,01,790.1

	6
	22,53,69,853
	0.507
	11,42,62,515

	
	
	TOTAL
	52,66,05,456


NPV = 52,66,05,456 – 42,86,36,698

                    = 9,79,68,758

Criteria for evaluation:-


             In case of calculated NPV is positive or zero, the project should be accepted. If the calculated NPV is negative, the project is rejected.

Decision:-


   The project is accepted due to calculate NPV is positive.

Table 3.4
(b) INTERNAL RATE OF RETURN:-

	YEAR
	CASH INFLOWS
	DCF (10%)
	PRESENT VALUE

	1
	11,89,95,734
	0.909
	10,81,67,122.2

	2
	6,56,56,761
	0.826
	5,42,32,484.59

	3
	6,64,41,842
	0.751
	4,98,97,823.34

	4
	13,92,18,444
	0.683
	9,50,86,197.25

	5
	20,79,39,665
	0.621
	12,91,30,532

	6
	22,53,69,853
	0.564
	12,71,08,597.1

	
	
	TOTAL
	56,36,22,756.5


	YEAR
	CASH INFLOWS
	DCF (14%)
	PRESENT VALUE

	1
	11,89,95,734
	0.877
	10,43,59,258.7

	2
	6,56,56,761
	0.769
	5,04,90,049.21

	3
	6,64,41,842
	0.675
	4,48,48,243.35

	4
	13,92,18,444
	0.592
	8,24,17,319

	5
	20,79,39,665
	0.519
	10,79,20,686

	6
	22,53,69,853
	0.423
	9,53,31,447

	
	
	TOTAL
	48,53,67,003.26


IRR 
= 14 + 
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Criteria for evaluation:-


             In this method the project is accepted when IRR is higher than its cost of capital or cut out rate. If the project is not accepted when the IRR is less than cost of capital.

Decision:-


              The project is accepted because of the calculation IRR is higher than its cost of capital. The cost of capital fixed by management is 10%, the actual is more than its standard. Hence, the project is accepted.

Table 3.5:
(C)  PROFITABILITY INDEX:-

	YEAR
	CASH IN FLOW (RS)

	1
	11,89,95,734

	2
	6,56,56,761

	3
	6,64,41,842

	4
	13,92,18,444

	5
	20,79,39,665

	6
	22,53,69,853


PI= PV of cash in flow

                ________________

               Initial cash out lay

                 82,36,22,299
              ________________

=

                  42,86,36,698

=            1.92


Criteria for evaluation:-


        A project can be accepted if its PI index is greater than one. If the PI is less than one we should reject the project.

Decision:-


         Profitability index of proposed expansion project is found our 1.92 this is more than the PI. Hence we accept the project. 

FINDINGS:-

· Considering the last four years data regarding finances of Sri DhanaLakhsmi Cotton and Rice Mills Pvt Ltd, I found the following results,
1. The NPV is actually getting 9,79,68,758,that is positive.

2. ROI is 12.5% when calculated which are good returns.
3. ARR is 24.1% and it is more than the fixed ARR by company i,e 21%

4. The project IRR = 11.89%

5. The PI for the expansion project is 1.92 approximately

Conclusion:
            Based on the study in Sri Dhanalakshmi cotton & rice mills Ltd there is forecasting project cash flow involves numerous estimates and many individuals and departments participate in this exercise. The role of the finance manager in to coordinate the efforts of various departments and obtain information from them, ensure that the forecasts are based on a set of consistent economic assumptions, keep to the exercise focused on relevant variables and minimize the bias is inherent in cash flow forecasting .


In the study I know that the company is following pay back period. Based on the data shows that the company can use any criteria to get return on the investment.
SUGGESTIONS:-

· It has been suggested that the sri Dhanalakshmi cotton & rice mills pvt ltd to consider the investment /accept the investment proposal. 
· Based on the calculations of NPV,IRR,ARR and PI which are yielding good returns for a project.
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