Vulcan International, Inc.
Vulcan International is a chemicals (40%) and construction materials (60%) company.  Due to the high ratio of transportation costs relative to product value the construction materials industry is highly fragmented, consisting largely of local firms. At the time of the occurrences narrated in this case, Vulcan was the largest construction materials company in the US, controlling about 20% of the market.  As of 2007, it had sales of $3.0 billion with approximately 11,000 employees.  According to company information, Vulcan 
· Owns 334 aggregate production and related facilities serving 22 states, the District of Columbia, the Bahamas and Mexico.

· Owns 183 stone quarries, 51 sand and gravel plants, 84 sales yards, 47 asphalt plants, and 131 ready-mixed concrete facilities.

· Produces crushed stone, sand and gravel, and other construction aggregates.

· Is one of the top 5 producers of asphalt and a leading producer of ready-mixed concrete.
In 2004 Vulcan acquired at auction for $91 million the White's Uvalde Mines Company which owned major mining interests in the Uvalde County Rock Asphalt region – an area of approximately 75,000 to 100,000 acres containing the only marketable rock asphalt in Texas. 
White’s Uvalde Mines Company consisted of: 
Four rock quarries, four rock asphalt quarries, one trucking company and one specialty asphalt quarry.  The acquisition was recorded as follows:



Rock Asphalt

Other

Total






(In million dollars)

Working Capital
 
 $ 2


 $ 5

  $ 7

Property, plant & 
Equipment

  
  18


  20

   38

Land, Mineral Reserves
  26


    5

   31

Goodwill 
 

    5


  10

   15
Total



$ 51


$ 40

 $ 91
To arrive at the above valuations Vulcan used the expected discounted cash flows (12% discount rate) from the various components of the newly acquired operation.  At the time of the acquisition Texas was experiencing a housing boom and it was expected that Texas’ economy would continue to grow rapidly with a concomitant increase in highway construction and thus a strong demand for asphalt.  Vulcan, as the exclusive owner of liquid asphalt,
 anticipated being a major beneficiary from any major highway construction program.  

Unfortunately, Vulcan’s prediction of economic developments in Texas proved to be incorrect.   Texas experienced a major economic downturn, partially due to the burst housing bubble.  This resulted in a significant reduction in new developments and consequent reduction in road construction.  An additional unanticipated factor was the increased aggressiveness of suppliers of alternative road surfacing materials.  While the first year of operations was marginally profitable, losses were recognized in subsequent years. By 2009 Vulcan was worried that the rock asphalt operations were overvalued.  
Vulcan compiled information that should be helpful to decide whether the quarries are overvalued:

At this time, Vulcan does not intend to offer the quarries for sale to a potential competitor, nor has any potential commercial buyer made an offer. If the mines were to be abandoned the land would be offered to the state of Texas to be developed as a state park.  This would require extensive restoration efforts before the state would be willing to accept the land.  The abandonment value has been estimated to be $ 8m (net of restoration costs). 
New expected future cash flows were calculated based on estimates of fluctuations of up to $0.50 per ton and possible fluctuations in sales volume. 

· Estimates of future cash flows from the rock asphalt mine are based on the expectation that the government stimulus package will result in an increase in infrastructure projects, including road building in Texas.  However, considering the uncertainty of the expected recovery of the economy, two sets of average expected cash flows have been developed. 

· After heated discussions regarding the probability that the “stimulus package” will result in significant improvements in road building in Texas, management has agreed that there is a 40% probability of a “best case” cash flow outcome.  
· The fair value of equipment and related assets approximates bookvalue. 
	
	Vulcan, Inc. Data related to Uvalde Quarries
(In million dollars)
	
	

	
	
	
	
	
	
	
	

	
	Initial
	Bookvalue
	Depreciation/
	

	
	Capitalization
	2009
	
	Depletion method:

	
	
	
	
	
	
	
	

	Working capital
	 $    2 
	
	 $    1 
	
	
	
	

	Equipment
	 $   18 
	
	 $   10 
	
	9 years SL
 
	

	Land, Mineral resources
	 $   26 
	
	 $   23 
	
	unit of output 
	 

	Goodwill
	 $    5 
	
	 $    5 
	
	
	
	

	total
	 $   51.00 
	
	 $   39.00 
	
	
	
	

	
	
	
	
	
	
	
	

	Summary income statements and cash flow data follow on the next page
(In million dollars)
	

	
	

	
	
	
	
	
	
	
	

	Summary Income Statements
	four year
	

	
	
	05
	06
	07
	08
	total
	

	Revenue
	
	 $   12.80 
	 $   10.10 
	 $   10.30 
	 $    9.20 
	 $   42.40 
	

	Depletion 
	
	 $   (1.00)
	 $   (0.70)
	 $   (0.60)
	 $   (0.70)
	 $   (3.00)
	

	depreciation
	 $   (2.00)
	 $   (2.00)
	 $   (2.00)
	 $   (2.00)
	 $   (8.00)
	

	operating expenses (incl. taxes)
	 $   (7.40)
	 $   (7.30)
	 $   (7.60)
	 $   (7.10)
	 $  (29.40)
	

	Net income
	
	 $    2.40 
	 $   0.10
	 $   0.10
	 $   (0.60)
	 $    2.00 
	

	
	
	
	
	
	
	
	

	
	
	Cashflow
	
	

	Revenue
	
	 $   12.80 
	 $   10.10 
	 $   10.30 
	 $    9.20 
	
	

	operating expenses
	
	 $   (6.20)
	 $   (6.10)
	 $   (6.30)
	 $   (6.20)
	
	

	Net cashflow
	
	 $    6.60 
	 $    4.00 
	 $    4.00 
	 $    3.00 
	
	

	
	
	
	
	
	
	
	

	Note: operating expenses (income statement) include non-cash expenditures
	

	
	
	
	
	
	
	
	

	
	Cash flows
	
	
	
	
	

	year
	Expected
	actual
	
	Revised 
	
	

	       05
	 $    7.50 
	 $    6.60 
	
	Best case
	Worst case
	
	

	06
	 $    7.50 
	 $    4.00 
	
	Probabilities – see above
	

	07
	 $    7.50 
	 $    4.00 
	
	
	
	
	

	08
	 $    7.50 
	 $    3.00 
	
	40%
	60%
	
	

	09
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	10
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	11
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	12
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	13
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	14
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	15
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	16
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	17
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	18
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	19
	 $    7.50 
	
	
	 $    3.70 
	$  3.40
	
	

	Total
	 $ 112.50 
	 $   17.60 
	
	 $   40.70 
	$37.40
	
	


� Liquid Asphalt is defined as a dark brown to black cementitious material in which the predominating constituents are bitumens, which occur in nature or are obtained in petroleum processing. Asphalt is a constituent in varying proportions of most crude petroleum and used for paving, roofing, industrial and other special purposes.
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