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1. INTRODUCTION

The lron and Steel Company of Trinidad and
Tobago(ISCOTT) was envisaged as a means by which
the couniry's vast reserves of natural gas could be
mongtised. The mill was originally planned as a joint
venture between the Government of Trinidad and To-
bago, Easteel of Europe, and the Japanese firms, of
Kawasaki Steel and Mitsui. However, with the down-
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turn in the international steel market in the mid 1870s
the foreign parners were released from their obfiga-
tions and the plant's original structure was altered to
add value to the mill's output.

Constructed at a cost of TT$1.06 billion, the integrated
mi! began operaling in August 1980 and produced a
meze 21.5 thousand tennes of direct reduced iron and
3.2 thousand tonnes of steel billets that year. Despite
this, the mill's cutput averaged less than 30 per cent of
design capacily throughout the first five years of cpera-
tions, owing to technical, marketing and managerial
problems. Technically, ihe management of the facility
was Inept at developing an ideal product mix that maxi-
mized the benefits from the plant’s high technical speci-
fications and quality raw materials, Therefore the
company's oulput was comprised predominantly of low
value wire mesh instead of the higher valued wire rods.
Added to this, operations at the facility were adversely
affected by the inadequate managerial ang technical
skills atvarious levels in the organization. Furthermore,
“the management of ISCOTT lacked the authority to
operate the mill efficiently, due to the inordinate num-
ber of decisions that were referred to the government
appointed board, where decisions were taken slowly,
not at all or based en non commercial reasons”™ (IFG
1987)"

On the markeling side, the company encountered a
series of restrictive trade barriers in US and EEC. Be-
tween 1983 and 1984, the US Department of Commerce
(DOC) imposed an average weighted dumping margin
and a countarvailing duty of 14.2 per cent and &.7 per
cent respectively, on the company’s sales of wire reds
into the US. As a direct result, ISCOTT's exports of
wire rods fell to 36.7 thousand tennes in 1985 from 76.9
thousand tonnes achievedin 1984, Similarly inthe EEC,
the European Commissicn found a dumping margin of
44 per cent on shipments of wire rods from Trinidad
and Tobaga. Though ne action was taken by the Com-
mission, ISCOTT's international sales of wire rods to
the EEC declined by 13.1 per cent between 1984 and
1985, Therefore with the restrictions placed on the
campany’s exports, a spectre of doubt was cast over
the future viability of the steel facility.
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Notwithstanding all these developments , the Govern-
ment of Trinidad and Tobago (GOTT) entered into a
two year management contract with the consortium of
New Hamburg Steelworks of Germany (HSW) and
Voest Alping of Austria in January 1986, The consor-
tium improved the mil's capacity utilization rates and
diversified the company’s export markets but fziled to
stem the losses at the facility, This resulted in the mill's
acecumulated losses rising to TT$2.1 billion by the end
of 1988,

This delerioration in the facility’s financial perfformance
and the failure of the Government of Trinidad and To-
bago lo secure a long term agreement with HSW,
ISCOTT was leased to Pt. Ispat of Indonesia in Octo-
ber 1988. Ispat began operating the ISCOTT facility in
January 1983 under a management contract and as-
sumed full operational responsibility in May of that year
underthe name of Caribbean Ispat Limited (CIL). Within
one year of the lease agreement, outturn at the steel
mill, increased to levels unsurpassed prior to 1989.
Moreover, Caribbean Ispat Limited
was able to declare small opera-

background into the pricing and supply dispute between
the downsiream steel industry and Caribbean Ispat Lim-
ited {CIL}, while section IV analyses the effects of leas-
ing the mik to Caribbean Ispat Limited and the issue of
divestment. [n section V the paper concludes with a
lock at the future of the steel industry in Trinidad and
Tobago.

IIl. THE EARLY DAYS OF ISCOTT

Amid the downturn in the internaticnal steel market and
spaculations about its viability, ISCOTT began produe-
tion in August 1980. The facility consisted of twe Midrex
Direct Reduction lron modutes with a cernbined capac-
ity of 840 thousand tonnes of direct reduced iron (DRI).
A meltshop, consisting of two 90 - ton Demag Electric
Arc Furnaces (EAF) and two four strand casters ca-
pabte of producing 600 thousand tannes of steel billets
and a Morgan/ Stelmor Rod mill with the capacity of
485 thousand tonnes of wire rods per annum. This
notwithstanding, the mill's production levels never ex-

tional profits In each of the first five
years of its existence.
Given the success of CIL along with Lo Py o s 2]
the Government desire to raticnal- Commodity 1980 1381 1982 1983 1984 1985 1986 1987
ize the state sector, the decision was
taken to sell the assets of the millto  |DRi o
Caribbean Ispat Limited (CIL) in  |Production 2.5 1796 2179 3023 239.0 2432 3372 4442
1994 for a sum of US$70.05 million.  |Exporls 10.0 g§7.1 .53.1 565 611 653 532 1087
Since then, operations at the mill |Lecal Sales - - - - 3.0 - - -
have displayed robust growth trends BILLETS
:‘; ':;;ﬂos:a:h‘jég;% ';a;“ﬁ?;‘:’o’“;‘i Production 32 531 179.2 2095 1989 1665 3270 3755

’ M : Exporls - 49 44 7.3 14 3.1 24,0
pacity enhancementand anenviron- i eq sales . 02 45 216 182 547 640 467
mental upgrade.

WIRE RODS '

With the advent of the two oil shocks  [Production - 291 1155 1642 1347 1029 2171 276.2
in the mid 1970's and the subse- [Exporis - 54 876 1198 14304 769 11862 2396
quent quadrupling of oil revenues, Jtocal Sales - 51 264 264 245 177 250 205
the Government of Trinidad and To- [ - Annual E o CEARTY:

bago embarked on a specific devel-

opment path, This strategy was aimed at creating en-
ergy-based export industries capable of replacing pe-
trofeum as the engine of growth in tha economy, and
this provided the raison d'lire to invest in 2 steel mill.
Maoreover the facility was viewed as the new comer
stone of national development to give the impetus ta a
wide range of downstream activities.

Against this backdrop, this paper attempts to explore
the impact of this strategy as it relates to the ISCOTT
experience, The paper is not meant to be exhaustive
but should highlight some of the problems encountered
by developing countries on their paih to transformation
and economic independence. The paperis divided into
* five seclions.. Section II, focuses on the turbulent post
start-up years and the many attempts 1o improve the
performance of the steel facility. Section Il provides a

ceeded 30 per cent of capacity throughout the first five
years of operations. (Table 1).

With these low levels of productivity and higher than
narmal costs per tan, ISCOTT's sales revenue feli sig-
nificantly balow the cost of production, resulting in the
accurmubation of substantial losses between 1980 and
1985 (Table 2). In addition, long term debts amounted
to TT$559 million while fotal current liabilities exceeded
total current assets by a ratio of 2 to 1 by the end of
1985 (Table 3).

This poer financial performance resulted in the signing
of a two year management contract invalving the firm
of Hamburger Stahl Werke (HSW), Voest Alpine and
the Govemment of the Republic of Trinidad and Tobago
in January 1986. The consortium's cbjectives were the
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apprehension of the capital outflows and the
restructuring of the steel facility in Trinidad and Tobage.
Under this agre=ment, the group provided a total of 836

expatriate man - months of labour over a two year
period, al a cost of DM27,212,245, In area of
production, the contract conferred upon the consortivm
a payment of DM39.29 far every
tanne of biltet produced above 17,000

£ Tﬁ%"‘;‘z, s o i| tonnes, equivalent to TT$1,009,580
!\ SC01T~Srm=.uswr OF’EARNIRGS *v‘xzr- £, x| per month,
R S SRR s S . .
. 1 Year & 1981 1982 1983 1884 1gss | Overall, there were improvemnents in
December 31 Year o the operational and marketing perice-
Salas Volumes{'000 mt) mance of ISCOTT. Firstly, the
Wira Rods 54 BYE 1459 1442 915 company’s product mix was resrga-
Billets co 14.9 36.0 355 523 nized, with more emphasis placed cn
DRI 871 531 565 541 653 the production of higher valued wire
Sales Revenue(fob) s 335 822 ;Ogg ;?g; ;ggg rods instead of the lower valued wie
Less: Cash cost of goeds sol 8 1671 47. x R nd : P

Depracation and Amorlizaion 0.0 258 257 1275 245 | Moon Secondy. eapaciy ulilzaton
rates and outturn leve!s increased ‘o

Operating Profli{loss) -16.3 -110.7 -163.7 556 -127.0 50 per cent of design canac -
Less: Finandal charges 552 1083 985 245 1106 4 gn capacity whie
Selling and Administrative 945 433 180 -it5 266 | !iotal costper ton fell to USS482 per
Miscallaneous Expenses (11} 00 104 -1955 A8 tonne from U55324. pertonne in 1984/
Profit Bafore Tax -1659 -2623 -206.6 1955 -260.6 85 (Table 4), Despite these changes,
Less: Incoma Taxes 0.0 0.0 0.0 0.0 0.0 the mill continued to incurlosses, due
Profit after Tax 1659 2623 -269.6 -195 5 -260 B in part to the onerous financial bur-
SAtFEANIFC 98T o e ¥ 2l den of the management contract ard

ot e o i v A T
Current Liabililles 1981* 1982° 1983 1984 1985 1986
Short - ferms loans 144,540 240,900 242,100 - - -
Accounts Payable 72,727 75,036 71,835 117,526 218,655 292,338
Retenlicn’s Payable 5569 13,781 645 532 501 9
Current Partion of Leng

Term Debt 49,224 22,143 64,186 63,145 100,038 96,602
Marigage loan 14
Bank Overdraft 301 6,073 35,981 694,436
Total Current Liabilitles 371,129 253,191 386,851 187,276 385,175 355,175
Non Current Liabilities
Advances:
Government 215,847 140,000 573,663 718,122 245,656
Consorium 502,000 539,015 44,709
Long term deht 417,230 345014 459,585 409,840
Long term morigage leans 574 i
Tatal Non Current Liabllities 717,847 539,015 557,804 918,677 1177807 700,205
Sharaholders' Equity:
Authorlzed 20,000,000 sharas

of §100 each
Issued and fully paid shares 606,912 606,912 1,112819 1,112,819 4,112,819 1,830,941
Accumulated deficit (208,303) (470,588) (847,288) (91,042,815) (1.331,842) (1,559,477)
Curency Translation ) (2,441} 5,815 174,417) (177,922)

136,324 398609 263,090 15,819 {933,440) 93,542

Total Liabllitles & Shareholders’

Equity 1,190,815 1, 225300 1,207,745 1,481 172 1,139,542 1,186,183
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Average annual sales(000 lonnes) 1984/85 1986787
DRI 64.7 51.1
BILLETS 469 78.5
WIRE RCDS 120.5 216.7
Cash Costs Per Ton Wire Rod__TTS/Mt__ USS/MML  TTS/ML__ ussii)]
Raw materials 252 105 289 8¢
Energy 117 49 166 46
Lakour 145 a0 194 54
Consumable 165 &9 176 48
Other & Allocated Overheads 430 179 320 89
Total ¢ash Production Cosls 1,108 462 1,145 317
Principal Payments 396 165 279 78
Interast Payments 474 187 212 87
Total Cash Costs 1,979 824 1,636 482
Average Wire Red Revenue 6§05 252 762 212
Net Cash Loss per ML (1,374  (572) (874} (270}
sSEﬁé:lF% 1937}%;-%%; )ﬁngw 7 %m‘iﬁ’ »%?r;;‘ g:fé,
1.“4&9'““"'5”;%5.“,55‘%59?;’.““ ‘QE‘P' '-§9w<..5§.§m mE.Q“."E" i uvﬁf

DR b *W%‘-”%@ e

COMPARRTIVE| DEUVERED'COSTS{'[QSG

)i.u

uUs. EEC ISCDTI' ISCOTT
Freducer  Producer us EEC
Raw Materials 81 a0 80 80
Energy 38 50 44 46
Labour 33 42 54 54
Other & afiocated overheads 54 74 137 T4
Tolal Ex- factory Costs 208 246 317 7
{16 per cent duty) - - 38 -
Selling & Delivery - . 30 -
Capital Charges 30 13 123 18
TOTAL DELIVERED COST 238 284 508 333

SOURCEZIRC 1087 e bl ry Siadrypsritr b e e D ags:

S
NEeT,CasH FLoWs
LY,

1SCOTT Si\utd’own Nor{h S!an’Cargl[I

continue 18COTT Propesa

Operations
1968 -126.9* «147.4 . -188.9"
1989 -211.% -120.0 2318
1990 2136 -111.3 -130.8
1991 -181.3 -102.7 -47.5
1992 -130.5 275 21.2
1883 -55.3 0.0 10,7
1994 -55.3 0.0 2.2
1995 -55.3 0.0 109.0
1996 -54.3 0.0 86.4
1997 =533
Total -1,1453

HSW
Proposall

-152.0*
-150.6
-70.1
-255
16.6
96.4
85.4
84.1
&8r.2
&71.2
58.1

Scuroe:IFC 1987 252 ';gw

! 35
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the faflure of the caonsortium to effec.
tively eradicate the pest start up prob-
lems. Moreover, the imposition of the
15 per cent duty on ISCOTT'S sales of
wire rods into the US by the Interna-
tional Trade Commissicn resuited in
more of lhe company's output being ex-
ported to the EEC and the far east. In
both inslances the net - back realiza-
tions were less, due to lower cif prices
and higher transport and selling cosls
{Table 5).

Faced with the steel facility's inept per-
formance over the period 1980 - 1987
and the distinct possibility of additional
lesses in the foreseeable future, the In-
tematicnal Finance Corporation (IFC)
as ils role of adviser to the government
advocated five scenarios for the re-
stucturing of ISCOTT:

{) Continue operating the mill in its
present condition, which would
translate inlo losses amounting to
$TT1.3 billion over a 13 year pe-
rind;

{ii) Close the mill, which would result
in losses totalling TT$508 million;

(i} Lease the plant to the conrsartium
of North Star/Cargill Group, in re-
tum for an undiscounted cash flow
of TT$336 million over & 13 year
period;

(iv) Lease ISCOTT to the HSW, inre-
turn for an undiscounted cash flow
of TT5512 millicn over the same
13 year period; and

(v} Enterinto a management contract
with the consortium of Centrin and
B.S. Livingston.

Ghiven these optiens, the lease proposal
of HSW was chosen as the mest vi-
able way forward(Tatle 6). However
due to financial constraints HSW with-
drew from the agreement, and the plant
was subsequently leased to PL. Ispat
of Indonesia in October 1988, Though
Ispat was a relatively unknown com-
pany, it was widely believed that the
management possessed the necessary
technical expertise needed to transform
ISCOTT and encourage an active
downstream industry.
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SEGTION Il : THE PRICING DISPUTE WITH THE
DOWNSTREAM INDUSTRY{DSI}

Prior to the establishment of the ISCOTT in 1980, there
existed a small group of re-rollers and wire drawers in
Trinidad and Tobago manufacturing a variety of prod-
ucts ranging from reinforcing bars to nails, These com-
panies enjoyed duty frea concessions on the importa-
tion of raw materials, However with the start up of the
1SCOTT facility, a temporary halt was placed on these
feedstock Imports, on the grounds that the new steet
plant would adequately service the needs of a local
downstream industry. However given its fechnical prob-
lems, ISCOTT was never able to meet the raw material
requirements of the downstreamers. In 1981, ISCOTT
supplied the downstreamers with 200 tonnes of billets
and 5.1 thousand tonnes of wire rods, respectively
whereas the downstreamers had a capacity to consume
12 thousand tonnes of billets and 30 thousand tonnes
of wire rods per annum.

One year later the mill was able to redress the situa-
lion, and supplied the re-rollers with 14.5 thousand
tonnes of stael billats and 19.2 thousand tennes of wire
coils (Table 1). Hewever with the commissioning of a
new merchant bar mill Central Trinidad Steels
Limited{Centrin) in 1983, the situaticn ence again be-
came untenable. With the additlon of Centrin and its
capatity to consume 90 thousand tonnes of billets per
annum, the feedstock requirement of the
downstreamers had increased significantly. The local
downstreamers requirement had risen from 12 thou-
sand tennes of billets and 30 thousand tonnes of wire
cails to 102 thousand tonnes of steel billets and 50 thou-
sand tennes of wire rods, respectively. Nevertheless,
between 1983 and 1986 ISCOTT's sale of raw materi-
als to the downstream users never exceaded 64 thou-
sand tonnes per annum in tha case of steel billets and
26.4 thousand tonnes in the case of the wire coils. This
tended to have an extremely adverse effect upon the
capacity utilization rates of the downstream firms.

The downstreamers as a whole were also forced at
times to pay prices that were 40 per cent higher than
the average International prices, in farge measure of
ISCOTT's inability to operate its melt shop at opltimum

YEAR Local F.Q.B. Eurcpe
Pricas int'l Prices
1983 165 165
1984 165 a9
1985 165 99
1988 130 187
1987 144 189
3 5 SRS e Tt

capacity, Though some altempt was made to resolve
the pricing issua between 1987 and 1988 by the man-
agement consortium, the problem remained iargely
unresolved up to the time the milt was formally leased
to Pt, Ispat of Indonesia in October 1988.

Under Article 14,2 of the lease agreement CIL was
mandated to make available to the downstream re-roll-
ers 60,000 torines of billets per annum at a price equiva-
lent to 10 per cent below the ex-works f.0.b. market
price available to the company. Further, Arlicle 14,2
also mandated the mill to make available ancther 40,000
tonnes of billets per anaum to the Trinidad and Tobago
market, once it produced above 510,000 tonnes per
annum at a price equal to the ex-works f.0.b. price avail-
able to the company, Nevertheless, between May 1989
and November 1989 CIL supplied the re-rellers with a
total of 17, 348 melric tonnes of steel billets, 12,652
melric tonnes less than specified in the lease agree-
ment.

Furthermore the re-roiing mills paid CIL on average
US%251 per tonne of billet, 6 per cent higher than speci-
fied under Article 14.2. In justifying its pricing policy,
CIL. argued that the prices worked cut under the lease
agreement were too low and were below the average
intematienal price which was arcund US$268 pertonne
at the time. After a series of negotiations and tempo-
rary agreements, a permanent and binding accord was
reached between CIL and the downstream steel re-roll-
ers In Decemnber 1934,

SEGTION [V : THE ISPAT EXPERIENCE

Caribbean Ispat Limited({CIL) gained full operational
respansibility of the former ISCOTT mill In May 1989,
The operating agreement stipulated an initial paricd of
ten yaars with the option to purchase the plant afler the
first five years. In return the Government of Trinidad
and Tobago received a fixed rental fee of US$10.84
million per annum-and a varizble rental fee equivalent
to 50 per cent of disburseable profits above USS2.5
million. Between 1989 and 1892, CIL invested US$55
millien in critical equipment and lechnology necessary
for the transformation of the plant. With the installation
of these pieces of equipment, output of all three prod-
uct lines rose to record lavels in the 1994 {Table B).
ClLl's efiorts also contributed to a marked reduction in
the cost of production. Thus between 1989 and 1594
the unit cost of producing a tonne of billet and a tonne
of wire rod, fell by 11 per cent and 16 per cent respec-
tively (Table 8).

In the area of marketing, the company achieved higher
levels of market penetration and shipping volumes. As
a result, revenues increased to US$ 156 million in 1984
from USSB5 million achieved in 1988/89, Overall, CIL
achieved a level of success the hitherto loss making
facility had never previously experienced. Owiputofall
three preduct lines had suipassed the rated capacity of
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000 etrie tonnes?:, s

cummoﬁily 1988 1989 1880 1991 1992

DRI

Production 548.0 6733 &816 6540 B47.7
Exports 151.4 2893 3133 1963 17117
Local Sales - - - - -
Billets

Praduction 361.2 3447 3645 4397 5528

Exporis 40.9 13.8 19 8.8 120
Local Sales 52.6 384 56.3 45.2 56.2

Wire Rods
Production 2513 2132 2521 3641 44641
Exparts 2237 2054 2669 3453 4003

Local Sales 3.8 342 223 29.7 20.1

SourcasAnnual Ecenomic Sirvey. Cenlral Bank of Trinldad and Tobago i |

ment obligated governmentto sell the
assets of the plant to Caribbean Ispat
Limited. The ISCOTT facllity was
-1 valred at US570.05 million by the

1993 1994 ) independent valuators of Mc Lefian
and Pariners whao used two different

7145 u4g7| 2Pproaches.

22?'9 292_'2 The marketvalue approach preduced
anetpresent value of US$103.8 mil-
lion, the replacement cost approach,

4921 £30.3 | which produced a value of US$58.21

187 126 | milion. Taking the average of the twa
408 &1 approaches and subtracting the
value of improvements of US530.95
undertaken by CIL a net asset value

4130 4g5.2{ ©f USST0.05 million was derived.

357.8 147.3] Though these two approaches

208 1921 proved viable, another approach
would have been to value the entity

DRI 87 92 89 a9

S

SC Tl’]ncome!Payments

Interest

Year Laase {Deficit}/Surplus
Income  Payments Revenue
1589 3.0 145.8 {115.0)
1590 46.5 29.4 (42.7)
1991 46.5 77.0 (30.6)
1992 46.5 57.8 (11.4}
1993 62.4 46.2 16.2
TOTAL 2328 416.2 (183.4)

TP
SOURCE F‘nandal Slalamanls of lSCOTFru ;_-‘-‘-‘{_,Vi 2

the plant and the early problems that had beset the
facility were satisfactorily arrested. More importantly,
the mill was transformed into a profitable private com-
pany, with CIL declaring a small profit in each of the
five years of ¢operations. Given Cil's success and ex-
pressed interest in acquiring the facility a decision was
taken sell the mill,

Belween 1893 and 1997 the Government of Trinidad
and Tobago sold its inlerest in several companies in
the energy sector. Among the companies sold was
ISCOTT. The decision to sell the steel mill was guided
by the terms and conditions of the 1989 lease agree-

as a going concern. If this method
had been followed it would have pra-
vided the government with an additional US$16.1 mil-
lion in revenie,

SECTION V : THE FUTURE OF THE STEEL
INDUSTRY

The steel industry in Trinidad and Tobago has under-
gone z series of changes since the inception of the
ISCQOTT at Paint Lisas. The coming on stream of the
ISCOTT facility signalled the entrance of Trinidad and
Tobago Into the international steel arena, which at that
point in time was characterized by fzlling prices and
growing protectionism. Inthe early years of operations,
the mill encountered a series of post start up problems,
among which were an inappropriate product mix and &
narrow market spread, Between 1981 and 1986, the
mill lest TT51.6 billion and operated atless than 30 per
cent of design capacity.

In an altempt to forestall the financial hemerrhaging,
the Government of Trinidad and Tobago entered into a
two year management contract with the censortium of
Hamburg Steelwerks of Germany and Voest Afpine of
Austria. Though the consortium achieved limited suc-
cess in reorganizing the product mix and diversifying
the facility's export focus, the plant accurmulated TT$2,1
billion in losses. Thus in October 1988, the govern-
ment signed a lease.agreement with Pt, [spat of Indo-
nesia,

ispat provided management services between Janu-
ary 1989 and April 1989 and assumed full responsibil-
ity of the mill in May 1989 under the name of Caribbean
Ispat Limited {a wholly owned local subsidiary). During
this tenure as operators of the ISCOTT facility, CIL made
significant imprevements to the plant, and increased
output to levels unsurpassed prior to 1989. Further-
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