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Proposed Dividend : 100% (Rs. 2 per share of Rs. 2 each)
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paid as Interim Dividend]

Dates of Book Closure : 15 July 2006 to 22 July 2006
(both days inclusive)

Particulars 2005-06

DECADE AT A GLANCE
(Rupees in Millions)

Annual Report
2005-06

135

Sr.
No.

* The equity share of Rs. 10 each was sub-divided into 5 equity shares of Rs. 2 each w.e.f. 18 August 2005. Previous years' 
figures have been reworked to make them comparable.

2004-05 2003-04 2002-03 2001-02 2000-01 1999-00 1998-99 1997-98 1996-97

1. Net Sales 13,953 11,486 10,025 8,639 7,430 7,908 7,284 7,031 6,143 6,001

2. Profit Before Tax 2,460 2,013 1,056 383 274 417 891 159 1,717 577

3. Profit After Tax 2,006 1,739 708 415 186 413 820 158 1,496 480

4. Dividend Amount 388 243 194 97 67 67 67 67 61 43

5. Dividend (%) 200 125 100 50 35 35 35 35 35 25

6. Earning Per Share (Rs)* 21 18 7 4 2 4 9 2 16 6

7. 74 58 43 38 38 37 38 31 37 23

8. Share Capital 194 194 194 194 192 192 192 192 190 172

9. Reserves and Surplus 6,990 5,427 3,963 3,476 3,445 3,316 3,473 2,728 3,286 1,828

10. Shareholders' Funds 7,184 5,621 4,157 3,670 3,637 3,508 3,665 2,920 3,476 2,000

11. Loan Funds 670 517 297 370 1,082 1,154 1,651 2,539 3,083 3,147

12. Total Capital Employed 7,854 6,138 4,454 4,040 4,719 4,662 5,316 5,459 6,559 5,147

13. Gross Block 4,834 4,215 3,864 3,902 3,716 3,610 3,503 3,291 2,557 2,367

14. Net Block 1,922 1,447 1,295 1,414 1,392 1,538 1,655 1,731 1,519 1,584

15. Net Current Assets 1,030 974 1,195 914 1,281 1,236 2,023 1,995 3,614 2,635

Book Value Per Share (Rs)*
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! 56 Quality Circles operated successfully.

! 2,316 Suggestions were received.

The Company continues its heritage of healthy and harmonious Industrial Relations during the year. A unique
initiative in this area is the process of institutionalisation of Industrial Relations in order to maintain continuity in the
Philosophy of the Workers’ Union. The Union is now in the process of articulating its values.

The Company continues to enjoy healthy and productive relationship with employees. With increased sales and
improved productivity, we expect the employee related expenses to reduce as a ratio of sales in coming years. The
total number of employees stood at 3,445.

I.     Environment:

Your Company has to deal with the environmental issues on two fronts. One, the Company’s products ( that is,
engines ) are inherently polluting. Thus, research and technology up-gradation is necessary to meet the stringent
emission standards. The Company’s products already meet the emission standards in target markets in India and
abroad. With the investment in the emission centre, and development of in-house capability, the Company is poised
to keep developing products to meet future standards.

Two, the Company believes that operations have to exceed the regulatory norms concerning pollution. Towards
this objective, your Company has in place TUV certified Environmental Management System to ISO-14001 since
November 1999.

SEBI Regulations & Listing Fees:

Since SEBI has stipulated electronic filing of Annual Report, Corporate Governance Report, Financial Results,
Share Holding Pattern, etc. on website www.sebiedifar.nic.in, statements of your Company can be accessed at this
website.

The annual listing fees for the year under review have been paid to Bombay Stock Exchange Limited  and National
Stock Exchange of India Limited, where your Company’s shares are listed.

Directors:

Mr. A. N. Alawani resigned from the Board with effect from 1 September 2005. The Board places on record its warm
appreciation of the contribution made by Mr. A. N. Alawani during his tenure as director.

Mr. Rahul C. Kirloskar, Mr. P G. Pawar, Mr. D R. Swar and Mr. Vikram Kirloskar, retire by rotation at the ensuing
Annual General Meeting and being eligible, offer themselves for re-appointment.

The Board of Directors has re-appointed Mr. Rahul C. Kirloskar as Wholetime Director of the Company on 19 April
2006 for a period of 5 ( five ) years with effect from 5 June 2006. A proposal for his appointment as Wholetime
Director and remuneration payable to him is being placed before the Members for approval at the ensuing Annual
General Meeting.

The brief resume and other details relating to the directors who are to be reappointed, as required to be disclosed
under Clause 49 of the Listing Agreement, form part of the Report on Corporate Governance.

Directors' Responsibility Statement:

Pursuant to Section 217( 2AA ) of the Companies Act, 1956 the Board of Directors state:

That in the preparation of the annual accounts, the applicable accounting standards have been followed along with
the proper explanation relating to material departures;

That the Directors had selected such accounting policies and applied them consistently and made judgments and
estimates that are reasonable and prudent so as to give a true and fair view of the state of affairs of the Company
at the end of the financial year and of the profit of the Company for that period;

That the Directors had taken proper and sufficient care for the maintenance of adequate accounting records in
accordance with the provisions of the Companies Act, 1956 for safeguarding the assets of the Company and for
preventing and detecting fraud and other irregularities.

The Directors have prepared the annual accounts on a going concern basis.
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Corporate Governance:

A report of the Corporate Governance, along with the certificate of compliance from the Auditors, forms part of this
report.

Auditors:

You are requested to appoint Auditors for the current year. The retiring auditors M/s Dalal & Shah, Chartered
Accountants, are eligible for re-appointment.

M/s P.G. Bhagwat, Chartered Accountants, the Branch Auditors appointed to audit the accounts maintained at the
Company’s branch at Solapur, would retire at ensuing Annual General Meeting. They are eligible for re-appointment.

Statutory Disclosures:

The information relating to conservation of energy, technology absorption and foreign exchange earnings and
outgo as required under section 217( 1 )( e ) of the Companies Act, 1956 read with the rules thereunder is given in
Annexure A forming part of this report.

As required under section 217 ( 2A ) of the Companies Act, 1956, read with the Companies ( Particulars of Employees)
Rules, 1975, a statement giving the required information relating to the employees covered thereunder is given in
Annexure B forming part of this report.

Acknowledgements:

Your Directors would like to place on record their appreciation of the contribution made and support provided to the
Company by the shareholders, employees, bankers, suppliers and customers during the period under report.

For and on behalf of the Board of Directors

Date : 19 April 2006 ATUL C. KIRLOSKAR
Place : Pune Chairman and Managing Director
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ANNEXURE A TO THE DIRECTORS’ REPORT
to the members for the year ended on 31 March 2006 and forming part thereof

A. CONSERVATION OF ENERGY:

Energy Conservation measures taken include:

Our emphasis is on saving electrical energy by incremental installation of appropriate equipment. While in most of
the projects, energy saved is directly measurable; in some projects this may not be easily possible.

In the year under review, installation of the following equipment was completed

! Installation of VFD for high-pressure compressor.

! Use of compressed air waste heat to preheat component washing machine liquid.

! Use of power generated during DG set testing through synchronized inverter.

! Installation of automatic power factor controller panels.

! Use of energy efficient induction motors.

! Use of CFL lamps on machines

The measurable energy saved from these projects is about 60,000 kWh per year.

Future energy conservation projects:

! Installation & commissioning of 700 kW X 8 Nos. wind energy converters from wind farm at site Panchapatta
in the state of Maharashtra.

! Installation and commissioning of 160 kVA x 2 nos and 100 kVA x 1 no. synchronized inverter to use power
generated during DG set testing.

B. TECHNOLOGICAL ABSORPTION:

( A ) RESEARCH & DEVELOPMENT ( R&D )

( i ) Specific areas in which R&D carried out by the Company:

! Upgrading existing engines to meet forthcoming emission norms through improving combustion
process and fuel injection systems.

! Development of new engine designs to meet specific customer applications.

! Development of engines to work on alternate fuels like LPG and Producer Gas.

( ii ) Benefits derived as a result of above R&D:

! Engines for genset applications upgraded to meet the stringent noise norms notified by the Ministry
of Environment and Forests. All engines in this segment meet the norms. Approval certificates for
canopied gensets have been obtained.

! Upgradation of engine models to cater to US Tier II emission compliance in power generation.

! Improved combustion research and emission compliance certificate resulted in new opportunities
in the export market.

! New prototype engines developed and tested to run on alternate fuels like LPG, Producer Gas, etc.

! Designing of compact engine pumpset family to provide farmers in different parts of India, a tailored
pumping solution.

( iii ) Future Plans for Action:

! Upgradation of Power Generation Engines for higher power density and industrial applications with
emission norms applicable globally.

! Upgradation of construction / earth moving segment to meet emission norms to be applicable next
year.

! Expansion of OEM base.
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( iv ) Expenditure on R&D:

( Rs. in 000’s )

A Capital  30,342

B Recurring 121,150

Total 151,492

Total R&D expenditure as a percentage of Total Turnover:  1.00%

( b ) TECHNOLOGY ABSORPTION, ADAPTION AND INNOVATION

( i ) Efforts in brief, made towards technology absorption, adaptation and innovation:

! Technology obtained from AVL in previous years through design validation has been substantiated
in earlier year by investing in AVL design softwares BRICKS® and BOOST®, which was further
substantiated by the softwares GLIDE® and EXCITE.
®Trademarks of owners.

! Similar work started in the area of Finite element analysis, the capabilities of which are enhanced
by addition of Hypermesh Software for pre – processing and optimisation.

! Collaborative work undertaken with MICA in developing in – house multi cylinder pump to cater to
high HP engines.

! In – house component validation initiated through electrohydrodynamic vibratory shaker.

( ii ) Benefits derived as a result of above efforts, product improvement, cost reduction, product development,
import substitution etc.
In addition to meeting regulatory norms in target markets, Company achieved self-sufficiency in major
design areas like thermodynamics, FEA and reliability evaluation of components.

( iii ) Technology imported during last 5 years:

! Technology import was in the form of consultancy contract with design consultants like AVL –
Austria and Ricardo.

! The technology received was fully absorbed and engines were upgraded.

C. FOREIGN EXCHANGE EARNINGS & OUTGO:

( a ) Activities relating to Export Initiatives taken to increase exports, development of new export markets,
for products and services and export plans:

The exports of the Company continued to grow significantly in the year under consideration. The major
contributor in this growth is the genset business in Africa and the Middle East. The Company has been
able to secure large contracts for supply of gensets in the cellular segment in these markets.

Simultaneous efforts to finalize businesses with Original Equipment Manufacturers ( OEMs ) in Europe,
the Americas and China, besides those in Middle East, Africa and the Indian Sub – Continent, have
started yielding sizable business of engines as well as well as E Packs.

Continuous growth in exports of auto components has also been achieved through focused efforts in
selected markets.

( b ) Total Foreign Exchange used and earned:

 ( Rs. in 000’s )

Used 2,968,018
Earned 1,302,198
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ANNEXURE B TO THE DIRECTORS’ REPORT

Information as required under Section 217 ( 2A ) of the Companies Act, 1956, read with the Companies ( Particulars of Employees)
Rules, 1975 and forming part of the Directors’ Report for the year ended 31 March 2006:

Sr. Name of the employee Age Qualifications Experience Designation/ Date of Remuneration Particulars of last
No ( Years ) ( Years ) Nature of Duties Joining        Rs.  employment,

Designation  and
Experience (Years)

1. Mr. N. Luthra 55 BE Mechanical 32 Corporate 28-7-1984 29,48,018 Manager - Data
PGDBA Vice President Base,  Kirloskar

Cummins  Ltd.

2. Mr. R. R. Deshpande* 52 BE Mechanical 28 Sr. Vice President 2-7-1977 3,37,349
& SBU
Head - MEBG

3. Wg. Cdr. Rajendra 53 F. Y. BSc., 32 Sr. Pilot – 27-1-2001 26,94,942 Chartered Pilot,
Balkrishna Patwardhan Air Line Jet Aircraft Taneja Aerospace
( Retd. ) Transport Pilot ( 2 years )

License holder

4. Cdr. Adharsh Seth 45 B. Sc. Air Line 26 Sr. Pilot – Turbo – 28-5-2005 22,01,126 Indian Navy
( Retd. )* Transport Pilot Prop. Aircraft Retired from

License holder INS Rajali
( 22 years)

Notes:

1. * Indicates employed for a part of the year.

2. Designation of the employee indicates the nature of his/her duties.

3. Gross emoluments include salary, dearness allowance, other allowances, incentive, bonus, leave travel assistance, medical expenses reimbursement,
value of perquisites as per Income tax Act, 1961 and the rules made thereunder, and Company’s contribution to Provident Fund and Superannuation
Scheme. It does not include terminal benefits like leave encashment, gratuity and ex-gratia payments.

4. All appointments are non-contractual.

5. Other terms and conditions are as per rules of the Company.

6. None of the employees is a relative of any Director of the Company.
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Report on Corporate Governance
( Pursuant to Clause 49 of the Listing Agreement )

1. Company’s philosophy on Code of Governance

The Company’s philosophy of Corporate Governance aims at establishing and practicing a system of good
corporate governance which will assist the management in managing the company’s business in an efficient and
transparent manner towards fulfilling the corporate objectives and to meet the obligations and best sub serve the
interests of the stakeholders, namely:

! Shareholders: as providers of risk capital, to provide them a reasonable return and enhance shareholder
value,

! Customers: to provide adequate customer service focusing the activities on customer expectations and
meeting them,

! Environment: to adhere to the environment standards to make the product and process environment friendly
and gradually move towards the three “R’s”- reduce, reuse and recycle,

! Employees: to promote development and well-being,
! Society: to maintain Company’s economic viability as producer of goods and services,
! Other stakeholders: fulfilling the obligations towards other stakeholders namely government, suppliers,

creditors etc.

2. Board of Directors

a. Composition of the Board
As on 31 March 2006, the strength of the Board was fourteen Directors, comprising of five Executive Directors,
including Chairman, and nine Non-Executive Directors. Seven out of fourteen Directors were Independent
Directors, which duly complies with the requirement of Clause 49 of the Listing Agreement.

b. Number of Board Meetings
During the year under review, four Board meetings were held on 29 April 2005, 15 July 2005, 21 October
2005 and 30 January 2006.

c. Director’s attendance record and directorships held
The information on composition and category of the Board of Directors as on 31 March 2006, attendance of
each director at Board meetings held during the financial year 2005-06 and the Annual General Meeting
held on 15 July 2005, Directorships and Committee positions in other public companies of which the Director
is a Member/ Chairman and the shareholding of Non-Executive Directors is as follows:

Name of Director Category Financial Year Number of Number of Committee No. of
2005-06 Director positions held in other shares

Attendance at -ships public companies held
 meetings in other  by

Board Annual public Chairman Member  NED
General companies
Meeting

Executive Directors

Mr. Atul C. Kirloskar* Chairman 4 Present 4 3 Nil
Mr. Gautam Kulkarni* ED 4 Present 2 Nil 1
Mr. Rahul C. Kirloskar* ED 4 Present 4 Nil 2
Mr. D. R. Swar ED 4 Present 1 Nil Nil
Mr. R. R. Deshpande ED 4 Present 1 Nil Nil
( w.e.f. 29 April 2005 )
Mr. A. N. Alawani $ ED 2 Present NA NA NA

Non Executive Directors

Mr. U. V. Rao  I & NED 4 Present 7 1 2  # 2500
Mr. Sanjay C. Kirloskar* NED 4 Present 6 Nil 2 24065
Mr. P. G. Pawar I & NED 3 Present 6 Nil 1 3570
Air Marshal Y. V. Malse  I & NED 4 Present Nil Nil Nil 5000
( Retd. )
Mr. Vikram S. Kirloskar* NED 3 Present 3 Nil 1 112525
Mr. V.K. Bajhal  I & NED 4 Present Nil Nil Nil Nil
Mr. R. Srinivasan  I & NED 3 Present 9 2 3 2500
Dr. N. A. Kalyani  I & NED 3 Present 6 1 3 4750
Mr. H. M. Kothari  I & NED 1 Absent 8 Nil 1 23330
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Abbreviations:

* deemed as Promoters within the meaning of SEBI ( Substantial Acquisition of Shares & Takeovers )
Regulations, 1997.

ED : Executive Director;
NED : Non-Executive Director;

( I ) : Independent
# Held Jointly with Mr. Atul Kirloskar
$ Resigned as Director with effect from 1 September 2005

d. Information supplied to the Board

Among others, this includes:

! review of Annual operating plans of business, capital budgets, updates;

! quarterly results of the Company and its operating divisions or business segments;

! minutes of meetings of audit committee and other committees;

! the information on recruitment and remuneration to senior officers just below the Board level;

! materially important show cause, demand, prosecution and penalty notices;

! fatal or serious accidents, dangerous occurrences, any material effluent or pollution problems;

! any material relevant default in financial obligations to and by the Company, or substantial non-payment
for goods sold by the Company;

! any issue, which involves possible public or product liability claims of substantial nature;

! details of any joint venture or collaboration agreement;

! transactions that involve substantial payment towards goodwill, brand equity or intellectual rights;

! significant labour problems and their proposed solutions;

! significant development in human resources and industrial relation fronts;

! sale of material nature, of investments, subsidiaries, assets, which is not in the normal course of business;

! quarterly details of foreign exchange exposures and the steps taken by management to limit the risks of
adverse exchange rate movement; and

! non-compliance of any regulatory, statutory provision or listing requirements as well as shareholders
service such as non-payment of dividend and delay in share transfer.

3. Audit Committee

a. Composition

The Audit Committee comprises of 5 Non-Executive Directors, majority of whom are Independent. The
Company Secretary acted as the Secretary of the Committee. The Executive Directors and the Chief Financial
Officer attend the Audit Committee meetings. The representatives of the Internal Auditors, Statutory Auditors,
Cost Auditor and Operation Heads are invited to the meetings.

During the year under review, four meetings of the committee were held on 29 April 2005, 15 July 2005, 21
October 2005 and 30 January 2006. The composition of the committee and attendance at its meetings is
given below:

Sr. No. Name of the Member Director No. of meetings attended

1 Mr. U. V. Rao ( Chairman ) - Independent 4

2 Air Marshal Y. V. Malse ( Retd.) - Independent 4

3 Mr. P. G. Pawar - Independent 3

4 Mr. Sanjay C. Kirloskar 4

5 Mr. R. Srinivasan* - Independent NA

*Mr. R. Srinivasan was appointed to the Audit Committee with effect from 19 April 2006.



KIRLOSKAR OIL ENGINES  LIMITED

15

b. Terms of Reference

The terms of reference of the Audit Committee include the matters specified under Clause 49 II of the Listing
Agreement entered into with the stock exchanges as well as those in Section 292A of the Companies Act,
1956 and inter-alia includes the following:

! Oversee the Company’s financial reporting process and disclosures of financial information to ensure
that the financial statement is sufficient and credible.

! Recommending to the Board, the appointment, re-appointment and, if required, the replacement or
removal of the statutory auditor and the fixation of audit fees.

! Approval of payment to statutory auditors for any other services rendered by the statutory auditors.

! Reviewing the adequacy of internal audit function, if any, including the structure of the internal audit
department, staffing and seniority of the official heading the department, reporting structure coverage
and frequency of internal audit.

! Discussion with internal auditors any significant findings and follow up there on.

! Reviewing the annual financial statements before submission to the Board, with particular reference to:

a ) Matters required to be included in the Directors’ Responsibility Statement to be included in the
Board’s report in terms of clause 2AA of section 217 of the Companies Act, 1956.

b ) Changes, if any, in accounting policies and practices and reasons for the same

c ) Major accounting entries involving estimates based on the exercise of judgment by management.

d ) Significant adjustments arising out of audit findings.

e ) Compliance with listing and other legal requirements relating to financial statements.

f ) Disclosure of any related party transactions.

g ) Qualification in Draft Audit Report.

! Review Auditor’s report, internal controls and recommendations relating thereto.

! Reviewing, with the management, the quarterly financial statements before submission to the Board for
approval.

! Reviewing, with the management, performance of statutory and internal auditors, adequacy of the internal
control systems.

! Reviewing the findings of any internal investigations by the internal auditors into matters where there is
suspected fraud or irregularity or a failure of internal control systems of a material nature and reporting
the matter to the board.

! Discussion with statutory auditors before the audit commences about nature and scope of audit as well
as post-audit discussion to ascertain any area of concern.

! To look into the reasons for substantial defaults in the payment to the depositors, debenture holders,
shareholders ( in case of non-payment of declared dividends ) and creditors.

! To review the functioning of the Whistle Blower mechanism, in case the same exists.

! To mandatorily review the following information:

a ) Management discussion and analysis of financial condition and results of operations;

b ) Statement of significant related party transactions submitted by the management;

c ) Management letters / letters of internal control weaknesses issued by the statutory auditors;

d ) Internal audit reports relating to internal control weaknesses; and

e ) The appointment, removal and terms of remuneration of the Chief Internal Auditor shall be subject
to review by the Audit Committee.

! Carrying out any other function as is mentioned in the terms of reference of Audit Committee as amended
from time to time by the Listing Agreement and Companies Act, 1956.
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4. Remuneration Committee

a. Composition

The Company has not set up a Remuneration Committee. The Board of Directors decides the remuneration
of the Executive Directors in accordance with the provisions of the Companies Act, 1956, subject to the
approval of the shareholders.

b. Remuneration to Directors

The Company pays remuneration by way of salary, perquisites and allowances (fixed component) and
commission (variable component ) to its Executive Directors. The Board also decides the commission payable
to the Executive Directors on determination of the profits for the Financial Year, within the ceilings prescribed
under sections 198 and 309 of the Companies Act, 1956. Agreements for a period of five years each have
been separately entered into with the Executive Directors, except with Mr. D. R. Swar, with whom an agreement
has been made for three years. There is no notice period and no severance fees prescribed in the agreement.

The Board of Directors decides the remuneration to Non-Executive Directors by way of Commission, based
on their attendance and contribution at the meetings. The members at the Annual General Meeting of the
Company held on 15 September 2001, approved the payment of commission to the Non-Executive Directors,
not exceeding 1% of the net profits of the Company computed in the manner laid down in Sections 349 and
350 of the Companies Act, 1956.

The sitting fee of Rs. 10,000 per meeting of the Board and any committee thereof, attended by the Non-
Executive Directors is payable to them.

c. Details of the remuneration paid to Directors

Remuneration of the Directors during the year 2005-06

Directors Salary Allowances Perquisites Sitting Fees Commission Total

Executive Directors

Mr. Atul C. Kirloskar 6,240,000 203,600 7,569,412 Nil 17,500,000 31,513,012

Mr. Gautam Kulkarni 6,000,000 203,600 4,260,646 Nil 17,500,000 27,964,246

Mr. Rahul C. Kirloskar 6,000,000 43,600 3,952,185 Nil 17,500,000 27,495,785

Mr. D. R. Swar 2,000,000 43,600 1,158,916 Nil 6,000,000 9,202,516

Mr. R. R. Deshpande 1,086,667 43,260 757,796 Nil 3,500,000 5,387,723
(w.e.f. 29 April 2005)

Mr. A. N. Alawani 814,516 1,568 595,383 Nil 2,500,000 3,911,467
(upto 31 August 2005)

Non Executive Directors

Mr. U. V. Rao - - - 80,000 736,000 816,000

Mr. Sanjay C. Kirloskar - - - 80,000 736,000 816,000

Mr. P. G. Pawar - - - 60,000 552,000 612,000

Air Marshal Y. V. Malse - - - 80,000 736,000 816,000
( Retd. )

Mr. Vikram S. Kirloskar - - - 30,000 138,000 168,000

Mr. V. K. Bajhal - - - 40,000 184,000 224,000

Mr. R. Srinivasan - - - 30,000 138,000 168,000

Dr. N. A. Kalyani - - - 30,000 138,000 168,000

Mr. H. M. Kothari - - - 10,000 46,000 56,000

Total 22,141,183 539,228 18,294,338 440,000 67,904,000 109,318,749

Notes :

Salary = Basic salary only.
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Perquisites include House rent paid, reimbursement of medical expenses, reimbursement of electricity and
gas, contributions to provident fund and superannuation fund, provision for gratuity and leave encashment,
perquisite value as per Income-tax Rules for furniture at residence and provision of motor car.

Allowances include leave travel assistance for the year, whether paid or provided and Education Allowance.

In the Annual General Meeting of the Company held on 15 July 2005, the shareholders approved an Employee
Stock Options Scheme for the permanent employees, including any Director ( excluding promoter directors)
of the Company. However, the said scheme was not implemented during the financial year 2005-06.

5. Share Transfer cum Shareholders’ / Investors’ Grievance Committee

The Share Transfer cum Shareholders’ / Investors’ Grievance Committee has been constituted to look into investors’
complaints like transfer of shares, non-receipt of Balance Sheet, non-receipt of declared dividends etc., and
redressal thereof. The Committee is headed by Mr. Sanjay Kirloskar ( Non-Executive Director ) as Chairman, (
appointed with effect from 21 October 2005 ), and other members of the Committee are Mr. Gautam Kulkarni and
Mr. D. R. Swar. Air Marshal Y. V. Malse ( Retd ), resigned as the member and Chairman of the Committee with
effect from 21 October 2005. Mr. A. N. Alawani ceased to be the Director of the Company w.e.f. 1 September
2005, and consequently ceased to be the member of the Committee. Ms. Aditi Chirmule, Company Secretary,
who is also a member of the Institute of Company Secretaries of India, is the Compliance Officer. The Compliance
Officer can be contacted at:

Kirloskar Oil Engines Limited
Laxmanrao Kirloskar Road,
Khadki,
Pune 411 003
Tel: 25810341, 25815341 ( Ext. - 4859 ) Fax: 25813208, 25810209
E-mail: aditi@koel.co.in

The total numbers of complaints received and replied to the satisfaction of the shareholders during the year
ended  31 March 2006 were 35 and there were no complaints outstanding as on 31 March 2006.

The Company had no share transfer requests pending as on 31 March 2006.

6. General Body Meetings

The last three Annual General Meetings of the shareholders of the Company were held as under :

Financial Year Status Date Time Venue

2002-2003 AGM 14 August 2003 10.00 a.m. Registered Office.

2003-2004 AGM 19July 2004 11.00 a.m. Registered Office

2004-2005 AGM 15 July 2005 10.30 a.m. Registered Office

In the last three Annual General Meetings, Special Resolutions were passed by the shareholders in respect of the
following matters:

! Delisting of shares of the Company from Pune Stock Exchange

! Approval to the Employee Stock Option Scheme for permanent employees, including any Director, of the
Company.

! Sub-division of Equity Shares of the nominal value of Rs. 10 each fully paid in the Capital of the Company
into 5 (five) Equity Shares of Rs. 2 ( Rs. Two only ) each fully paid.

! Alteration of the Article 6 of the Articles of Association of the Company by inserting a new Article 6.

No special resolutions passed at the above Annual General Meetings were required to be put through postal
ballot. No resolution is proposed to be passed at the forthcoming Annual General Meeting by way of postal ballot.

7. Disclosures

During the year under review, there were no materially significant related party transactions made by the Company
with its Promoters, Directors, management or subsidiaries that may have potential conflict with the interests of the
Company at large. Transactions with the related parties are disclosed in Note No 18 of Schedule 23 to the
Accounts in the Annual Report.
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There have been no instances of non-compliances by the Company on any matters related to capital markets,
during the last three years. Neither penalties have been imposed nor any strictures imposed on the Company by
the Stock Exchanges, SEBI or any other statutory authority, on any matter related to capital markets.

The Company does not have a formal Whistle Blower policy. However, any employee, if he desires, would not be
denied access to the Audit Committee.

The Company has complied with the mandatory requirements of Clause 49 of the Listing Agreement. The extent
of adoption of non-mandatory requirement is as follows:

i. The Board

A Chairman of the Company is an Executive Director. He maintains his office at the Company’s expense
and is also allowed reimbursement of expenses incurred in performance of his duties.

There is no limit on the tenure of the Independent Directors on the Board of the Company.

ii. Shareholder Rights

Since the Company publishes its quarterly results in newspapers ( English and Marathi ) having wide
circulation, and since the results are also displayed on the website of the Company, SEBI and the Stock
Exchanges, the Company does not send any declaration of half yearly performance to the shareholders.

iii. Audit qualifications

The Company is already in the regime of unqualified financial statements.

8. Particulars of Re-appointment of Non – Executive / Executive Directors

Mr. Rahul C. Kirloskar

Mr. Rahul C. Kirloskar is qualified as B. S. ( Mech. Engg. ) USA. Mr. Kirloskar has been at senior levels in different
capacities with the Kirloskar Group of Companies for more than 17 years. Presently, he is working as Director (
Exports ) in Kirloskar Oil Engines Limited.

Mr. Rahul C. Kirloskar actively participated in intensive course of top management professionals of major
international companies on Total Quality Management ( TQM ) in Japan, conducted by Japanese Union of Scientists
and Engineering ( JUSE ). The Course exposes professionals, who are quality conscious, to the latest methods
prevailing in Japan in TQM.

Mr. Rahul C. Kirloskar holds directorships in the following other companies:

Sr No. Name of the Company

1. Kirloskar Pneumatic Co. Ltd.

2. Ansal Properties & Infrastructure Limited

3. Quadrant Communications Limited

4. Kirloskar Kenya Limited, Nairobi, Kenya

5. Kirloskar Drilling Co. Limited, Kenya

6. Kirloskar Services Kenya Limited, Kenya

7. Kirsons Trading ( S.A ) ( Pte ) Limited

8. Kirloskar Brothers Limited

9. Kirloskar Services Private Limited

10. Alpak Investments Private Limited

11. Pratibha Communications Private Limited

12. Foresight Private Limited

He is Member/Chairman in the following Committees in the other Companies:

Shareholders’/ Investors Grievance Committee:
Kirloskar Pneumatic Co. Ltd.

Audit Committee:
Kirloskar Pneumatic Co. Ltd.
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Mr. P.G. Pawar

He is the Managing Director and Managing Editor of Sakal Papers Ltd. and Chairman of Ajay Metachem Group of
Industries. He is also first President of Federation of Chambers and Associations, Deputy President of The Indian
Newspaper Society and Senate Member of University of Pune. He is well known social worker. He is associated
as Trustee/ Member with many  trusts / organisations.

Mr. P. G. Pawar holds directorships in the following other companies:

Sr. No. Name of the Company

1 P P Holdings Limited

2 Sakal Papers Limited

3 Baramati Grape Industries Limited

4 Finolex Cables Limited

5 Bharat Forge Limited

6 Force Motors Limited

7 Ajay Metachem Private Limited

8 Sakal Printers Private Limited

9 United Risk Insurance Broking Company Private Limited

10 United Metachem Private Limited

11 Ajay International Private Limited

12 Panhala Investments Private Limited

He is Member/Chairman in the following Committees in the other Companies:

Share Transfer Cum Investors’ Grievance Committee:

Finolex Cables Limited

Mr. D.R. Swar

Mr. D.R. Swar, who is a graduate in Mechanical Engineering, joined the Company in 1987. He has experience in
varied fields such as Purchase, Vendor Development, Materials Management and Manufacturing. As the head of
the Materials Development, he implemented cost reduction programmes vigorously. His efforts in productivity
improvement, cost reduction, introduction of new concepts in manufacturing, paid rich dividends. Besides being
a qualified Engineer, Mr. D. R. Swar holds Diploma in Purchasing Management from American Society and
Diploma in Material Management from Jamanalal Bajaj Institute of Management

Mr. D. R. Swar holds directorships in the following other companies:

Swaraj Engines Limited

He is not a Member/Chairman of any Committees in any Company.

Mr. Vikram Kirloskar

Mr. Vikram Shreekant Kirloskar graduated from Massachusetts Institute of Technology in the USA with a Bachelor
of Science in Mechanical Engineering and has been trained in various Companies in India and abroad in different
capacities. He is responsible for setting up successful Joint Venture Companies like Kirloskar Toyoda Textile
Machinery Pvt. Ltd. ( of which he is Chairman ), Toyota Kirloskar Motor Private Limited ( the manufacturer of the
Toyota Corolla and Toyota Innova vehicles, of which he is the Vice Chairman ) and Toyota Kirloskar Auto Parts
Private Limited ( of which he is the Vice Chairman ). He is also the Chairman & Managing Director of Kirloskar
Systems Limited and an Executive Director of Kirloskar Brothers Limited. He is also a Director on the Board of
Kirloskar Pneumatic Co. Ltd. and Kirloskar Theratronics Private Limited.
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Mr. Vikram Kirloskar holds Directorships in following other companies:

Sr. No. Name of the Company

1 Kirloskar Pneumatic Co. Ltd.

2 Kirloskar Systems Limited

3 Kirloskar Brothers Limited

4 Kirloskar Theratronics Private Limited

5 Toyota Kirloskar Auto Parts Private Limited

6 Toyota Kirloskar Motor Private Limited

7 Kirloskar Toyoda Textile Machinery Private Limited

He is Member / Chairman in the following Committees in the other Companies:

Audit Committee:

Kirloskar Systems Limited

9. Means of Communication

! The Quarterly and Half Yearly results are published in widely circulating national and local dailies such as
Economic Times ( March 2005, June 2005, September 2005, December 2005 ), in English and Sakal (March
2005, June 2005, September 2005, December 2005 ) in Marathi. Since the results of the Company are
published in the newspapers, half yearly reports are not sent individually to the shareholders.

! The Company’s results and official news releases are displayed on the Company’s website namely
www.kirloskar.com.

! The Company’s results are  also displayed on the SEBI website namely   www.sebiedifar.nic.in.

! Presentation made to analysts on 29 April 2005 was displayed on the Company’s website www.kirloskar.com.

! The Management Discussion and Analysis Report forms part of this Annual Report.

10. General Shareholder Information

Annual General Meeting

Date and Time : 22 July 2006, 11 a.m.

Venue : Hotel Le Meridien, Raja  Bahadur  Mill Road, Pune 411 001

Financial Year : 1 April 2005 to 31 March 2006

During the year the results were announced as under:

First quarter on : 15 July 2005

Second quarter on : 21 October 2005

Third quarter on : 30 January 2006

Annual on : 19  April 2006

Book Closure : 15   July 2006 to 22  July 2006 ( both days inclusive )

Dividend payment date : After 22 July 2006 but on or before 21 August 2006

Listing on stock exchanges : Bombay Stock Exchange Limited ( 500243 )
( Stock Code ) National Stock Exchange of India Ltd. ( KIRLOSOIL-EQ )
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Market Price Data

Monthly high/low during the year 2004-05 on the BSE and NSE:

Stock Exchange Bombay Stock Exchange Limited National Stock Exchange of India Ltd.

Month High ( Rs. ) Low ( Rs. ) High ( Rs. ) Low ( Rs. )

April 2005 489.70 391.00 489.90 375.30
May 2005 664.00 410.10 656.00 430.65
June 2005 699.00 602.25 699.00 614.00
July 2005 689.90 616.20 720.00 604.00
August 2005 720.00 634.00 718.00 637.40
(Before Sub-division)

August 2005 162.40 133.00 162.30 133.00
(After Sub-division)

September 2005 158.00 134.05 158.05 134.10
October 2005 159.00 130.00 155.00 131.00
November 2005 189.45 134.25 190.00 135.00
December 2005 197.00 165.00 198.40 165.10
January 2006 222.00 181.00 223.00 182.00
February 2006 208.90 178.00 209.00 179.00
March 2006 293.00 196.00 292.00 195.30

The equity shares of the Company were sub-divided with effect from 18 August 2005. For every one share of Rs. 10
each, five equity shares of Rs. 2 each were issued.

Performance of the Company’s scrip on the BSE as compared to the BSE Sensex

Distribution of Shareholding ( as on 31  March 2006 )

Range of Number of % to total holders Total Face Value % to total Face
shares holders Value

From To Physical Demat Physical Demat Physical Demat Physical Demat

1 500 12,328 9,614 46.95 36.61 1,829,150 2,610,052 0.94 1.34
501 1,000 748 1,052 2.85 4.01 1,178,060 1,731,992 0.61 0.89

1,001 2,000 389 683 1.48 2.60 1,144,350 2,047,870 0.59 1.05
2,001 3,000 133 332 0.51 1.26 660,760 1,666,336 0.34 0.86
3,001 4,000 65 141 0.25 0.54 446,340 1,009,576 0.23 0.52
4,001 5,000 48 136 0.18 0.52 442,280 1,293,230 0.23 0.67
5,001 10,000 87 211 0.33 0.80 1,195,140 3,041,850 0.62 1.57

10,001 40 252 0.15 0.96 1,810,360 172,065,034 0.93 88.61

       SUBTOTAL 13,838 12,421 52.70 47.30 8,706,440 185,465,940 4.49 95.51

TOTAL 26,259 100.00 194,172,380 100.00
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Shareholding Pattern ( as on 31 March 2006 )

Category No. of shares %

Promoters 59,214,695 60.99

Resident Individuals 15,484,405 15.95

Private Corporate Bodies 5,971,004 6.15

Financial Institutions 12,161,720 12.53

Nationalised and other Banks 81,890 0.08

FIIs and NRIs 4,172,476 4.30

TOTAL 97,086,190 100.00

Pursuant to Regulation 3( 1 )( e )( i ) of Securities and Exchange Board of India ( Substantial Acquisition of Shares &
Takeovers ) Regulations, 1997 and subsequent amendments thereto, ‘Group’ consists of Better Value Holdings Private
Limited, Kirloskar Brothers Limited, Kirloskar Oil Engines Limited, Kirloskar Pneumatic Co. Ltd., Kirloskar Ferrous
Industries Limited, Pooja Credits Private Limited, Kirloskar Systems Limited, Asara Sales & Investments Private Limited,
PIH Finvest Company Limited, Navsai Investments Private Limited, Prakar Investments Private Limited, Alpak
Investments Private Limited, Achyut & Neeta Holdings & Finance Private Limited, Sri Harihareshwara Finance &
Investments Private Limited, Cees Investments & Consultants Private Limited, Kirloskar Kisan Equipments Limited,
Kothrud Power Equipment Limited, Kirloskar Silk Industries Limited, Kirloskar Proprietary Limited, Kirloskar Copeland
Limited, G. G. Dandekar Machine Works Limited, Suman Kirloskar, Mrinalini Kirloskar, Neeta A. Kulkarni, Atul C.
Kirloskar, Arti Kirloskar, Gauri Kirloskar, Aditi Kirloskar, Sanjay C. Kirloskar, Pratima Kirloskar, Alok Kirloskar, Rama
Kirloskar, Rahul C. Kirloskar, Alpana Kirloskar, Alika Kirloskar, Aman Kirloskar, Gautam A. Kulkarni, Jyotsna Kulkarni,
Nihal Kulkarni, Shruti Kulkarni, Ambar Kulkarni, Vikram S. Kirloskar, Geetanjali Kirloskar, Mansi Kirloskar and Roopa
Gupta.

Registrar & Transfer Agent:

SEBI vide its circular D&CC/FITTC/CIR-15/2002 dated 27 December 2002 had instructed that all the work relating to
share registry in terms of both physical and electronic ( demat ) mode should be maintained at a single point i.e. either
in-house by the Company or by a SEBI registered Registrar & Transfer Agent. The Company transferred the entire
work relating to processing of transfer of shares to an outside agency i.e. Intime Spectrum Registry Limited being a
SEBI Registered R & T Agent instead of setting up an in-house share transfer registry.

Intime Spectrum Registry Limited

Head Office C–13, Pannalal Silk Mills Compound, L.B.S. Marg,
Bhandup, Mumbai 400078
Telephone No.:  ( 022 ) 25963838 Fax No. ( 022 ) 25946969
Email ID: isrl@intimespectrum.com

Pune Office Bhagirathi Building, 1202/3/11, Shivajinagar, Off Ghole Road,
Opp. Hotel Surya, Pune 411004
Telephone No.:  ( 020 ) 56203395
Email ID: pune@intimespectrum.com

Share Transfer System:

The applications for transfer of shares received by the Company’s Registrar and Share Transfer Agents in physical
form are processed, registered within 30 days of receipt of the documents valid in all respects. After such processing,
the Registrar and Share Transfer Agents will issue share certificate to all other shareholders within 30 days of receipt
of certificate for transfer. Shares under objection are returned within a week’s time. The transfer applications are
approved periodically.
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Dematerialisation of shares and liquidity:

The equity shares of the Company are in compulsory demat list, are available for trading under National Securities
Depository Limited ( NSDL ) and Central Depository Services ( India ) Limited (CDSL). The identification no. ( ISIN )
allotted to the Company’s equity shares is INE250A01021. As on 31 March 2006, 92,732,970 equity shares being
95.51% of the total equity share capital of the Company was held in dematerialised form.

Outstanding GDR/ADR/Warrants or any convertible instruments, conversion date and impact on equity.

Not  issued.

Plant  Locations:

Plant Location Products produced

Khadki, Pune Medium Engines, Auto Components

Phursungi, Pune Small Engines

Nasik Large Engines and Valves

Ahmednagar Bearings and Bimetal strips

Solapur Castings

Hospet Power

Address for correspondence:

Shareholders’ correspondence should be addressed to Intime Spectrum Registry Limited, Registrar and Transfer
Agent, at the address mentioned above.

Declaration under Clause 49 I ( D ) ( ii ) by the Managing Director of affirmation by the Board of Directors and
Senior Management of Compliance with the Code of Conduct

The Shareholders,

I, Atul C. Kirloskar, Chairman & Managing Director of the Company, do hereby declare that all the Board Members &
Senior Management personnel have affirmed compliance with the Code of Conduct for the Board of Directors & Senior
Management of Kirloskar Oil Engines Limited made effective from 1 April 2005.

Place : Pune ATUL C. KIRLOSKAR
Date : 19 April 2006 Chairman and Managing Director
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REPORT OF THE AUDITORS
ON CORPORATE GOVERNANCE TO THE MEMBERS

We have examined the records concerning the Company’s compliance of the conditions of Corporate Governance as

stipulated in Clause 49 of the Listing Agreement entered into by the Company with the Stock Exchanges of India for

the financial year ended on 31 March 2006.

The objective of our examination is to give our opinion on whether the Company has complied with the conditions of

Corporate Governance as stipulated in the provisions of Clause 49 of the Listing Agreement entered into by the

Company with the Stock Exchanges of India.

The Compliance of the conditions of Corporate Governance is the responsibility of the management. Our examination

was limited to procedures and implementation thereof, adopted by the Company for ensuring the compliance of the

conditions of Corporate Governance. It is neither an audit nor an expression of opinion on the financial statements of

the Company.

We have conducted our examination on the basis of the relevant records and documents maintained by the Company

and furnished to us for examination and the information and explanations given to us by the Company.

On the basis of the records maintained by the “Shareholder / Investors grievance Committee” of the Company, we

state that there were no investor grievances pending against the Company for a period exceeding one month.

Based on such examination, in our opinion, the Company has complied with the conditions of Corporate Governance

as stipulated in the provisions of Clause 49 of the Listing Agreement of Stock exchanges of India.

We further state that such compliance is neither an assurance as to the future viability of the Company nor to the

efficiency with which the management has conducted the affairs of the Company.

For and on behalf of
Dalal & Shah

Chartered Accountants

Shishir Dalal
Place : Mumbai Partner
Date : 19 April 2006 Membership No. 37310
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REPORT OF THE AUDITORS TO THE MEMBERS

We have audited the attached Balance Sheet of KIRLOSKAR OIL ENGINES LIMITED, as at 31 March 2006 and also
the annexed Profit and Loss Account and the Cash Flow statement of the Company for the year ended on that date, in
which are incorporated the accounts of Casting Division Solapur, as audited by M/S P. G. Bhagwat, Chartered
Accountants, whose report has been considered by us. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our
Audit.

1. We conducted our audit in accordance with auditing standards generally accepted in India. Those Standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatements. An Audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

2. As required by the Companies ( Auditor’s Report ) Order, 2003 ( CARO, 2003 ), issued by the Central Government
of India in terms of Section 227( 4A ) of the Companies Act,1956, we annex hereto a Statement on the matters
specified in paragraph 4 of the said Order;

3. Further to our comments in Annexure referred to in paragraph 2 above, we report that:

( a ) We have obtained all the information and explanations, which to the best of our knowledge and belief were
necessary for the purposes of our audit;

( b ) In our opinion, proper Books of Account as required by Law have been kept by the Company so far as
appears from our examination of the Books of the Company;

( c ) The Balance Sheet, Profit and Loss Account and Cash Flow Statement dealt with by the report are in
agreement with the Books of Account of the Company;

( d ) In our opinion, the Balance Sheet, Profit and Loss Account and Cash Flow Statement dealt with by this
report comply with the Accounting Standards referred to in Section 211 ( 3C ) of the Companies Act, 1956,
to the extent applicable (  See note no. 16  );

( e ) The reports on the accounts of the Casting Division - Solapur, referred to above, audited by M/s P.G Bhagwat,
Chartered Accountants, have been forwarded to us and the same have been considered by us in our report;

( f ) On the basis of the written representations received from the Directors as on 31 March 2006, and taken on
record by the Board of Directors, we report that none of the Directors is disqualified as on 31 March 2006
from being appointed as a director in terms of clause ( g ) of sub-section ( 1 ) of section 274 of the Companies
Act, 1956;

( g ) In our opinion, and to the best of our information and according to the explanations given to us, the said
Financial Statements read together with relevant notes thereon, give the information required by the
Companies Act, 1956, in the manner so required and present a true and fair view in conformity with the
accounting principles generally accepted in India:

( i ) In the case of the Balance Sheet, of the state of the affairs of the Company as at 31 March 2006;

( ii ) In the case of the Profit and Loss Account, of the Profit for the year ended on that date; and

( iii ) In the case of the Cash Flow Statement, of the Cash Flows for the year ended on that date.

        For and on behalf of
 DALAL & SHAH

Chartered Accountants

           SHISHIR DALAL
Place : MUMBAI Partner
Date : 19 April 2006  Membership No : 37310
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ANNEXURE TO THE AUDITOR’S REPORT:

STATEMENT REFERRED TO IN PARAGRAPH 2 OF THE AUDITOR’S REPORT OF EVEN DATE TO THE MEMBERS
OF KIRLOSKAR OIL ENGINES LIMITED ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH
2006.

On the basis of the records produced to us for our verification / perusal, such checks as we considered appropriate,
and in terms of information and explanations given to us on our enquiries and also considering the Statements made
by the auditors of the Casting Division – Solapur, we state that:

( i ) ( a ) The   Company  has maintained  proper  records  showing  full  particulars  including quantitative details and
situation of fixed assets;

( b ) As explained to us, considering the nature of the Fixed Assets, the  same have been physically verified by
the Management, at reasonable intervals, during the year as per verification schedule adopted by the
Company, whereby all the assets are verified , in a phased manner, once in block of three years, except in
respect of Leased Assets, where the confirmations have been received from the lessees. According to the
information and explanations given to us and the records produced to us for our verification, the discrepancies
noticed on physical verification were not material and the same have been properly dealt with in the Books
of Account;

( c ) As per the information and explanation given to us on our enquiries the disposal of assets during the year
were not substantial so as to have an impact on the operations of the company, or affect its going concern;

( ii ) ( a ) The inventories have been physically verified by the management at  reasonable intervals during the year
and at the close of the year except inventory lying with third parties which have been confirmed by them at
the close of the year;

( b ) The procedures of physical verification of inventories followed by the management as explained to us are, in
our opinion, reasonable and adequate in relation to the size of the Company and the nature of its business;

( c ) According to the inventory records produced to us for our verification, we are of the opinion that the Company
is maintaining proper records of its inventory. Further, discrepancies noticed on physical verification of
inventories, if any, referred to above, as compared to book records, though not material, have been properly
dealt with in the books of account;

( iii ) ( a ) As  per  the  information   and  explanation  given  to  us  and  the records produced to us for our verification,
the Company  has  not granted  loans,  secured   or  unsecured, to companies,  firms  and  other parties
covered  in the register maintained under Section 301 of the Companies Act, 1956;

( b ) As  per  the  information   and  explanation  given  to  us  and  the records produced to us for our verification,
the  Company   has  not   taken  loans, secured  or  unsecured, from companies, firms or other parties
covered in the register maintained under Section 301 of the Companies Act, 1956;

( iv ) In our opinion and according to the information and explanation given to us, there are adequate internal control
procedures commensurate with the size of the Company and the nature of its business with regard to the purchase
of inventory and fixed assets and also for the sale of goods and services. During the course of our audit, no major
weaknesses in internal control had come to our notice;

( v ) ( a ) On the basis of the audit procedures applied by us, and according to the information and explanations given
to us on our enquiries on this behalf and the records produced to us for our verification, the transactions
required to be entered into the register in pursuance of Section 301 of the Companies Act, 1956 have been
so entered;

( b ) The transactions so entered, aggregating in excess of Rs. 500,000/- in respect of each party during the year,
have been, in our opinion, as per the information and explanation given to us, made at prices, which are
reasonable, having regard to the prevailing market prices available with the Company for such transactions
or prices at which transactions for similar goods have been made with other parties at the relevant time;

( vi ) In our opinion and according to the information and explanations given to us, the Company has complied with the
directives issued by the Reserve Bank of India and provisions of Section 58A of the Companies Act, 1956, other
relevant provisions of the said Act including the Companies ( Acceptance of Deposits ) Rules, 1975, where
applicable with regard to the deposits accepted by it from the public. Since the Company has not defaulted in
repayments of deposits, compliance of Section 58AA or obtaining any order from the Company Law Board,
National Company Law Tribunal or Reserve Bank of India or any other court or tribunal, does not arise;
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( vii )On the basis of internal audit report broadly reviewed by us, we are of the opinion that, the Company has an
adequate internal audit system commensurate with the size and nature of its business;

( viii )We have broadly reviewed the books of the account maintained by the Company pursuant to the rules made by
the Central Government for the maintenance of cost records under Section 209( 1 ) ( d ) of the Companies Act,
1956, in respect of the Company’s products to which the said rules are made applicable, and are of the opinion
that prima-facie the prescribed accounts and records have been made and maintained. We have however, not
made a detailed examination of the records with a view to determine whether they are accurate;

( ix ) ( a ) According to the records of the Company, the Company has been generally regular in depositing undisputed
statutory dues including Provident Fund, Investor Education and Protection Fund, Employees State Insurance,
Income tax, Sales tax, Wealth tax, Service tax, Customs Duty, Excise Duty, Cess and other Statutory dues
with the appropriate authorities;

( b ) On the basis of our examination of the documents and records of the Company and the information and
explanations given to us upon our inquiries in this regard, disputed amounts payable in respect of Sales Tax,
Incometax, Wealth-tax, Service tax, Customs Duty and Excise Duty / cess not deposited with the appropriate
authorities are as follows:

FORUMS BEFORE WHOM PENDING

Sr. STATUTES Commissioner Tribunal High Court Supreme TOTAL
No Appeals Court

Rs. Rs. Rs. Rs. Rs.

1 Sales Tax – 4,773,122 20,266,125 – 25,039,247
2 Income Tax 12,384,080 771,349,731 3,857,676 – 787,591,487
3 Wealth Tax – – – – –
4 Customs Duty – – – – –
5 Excise 13,600,619 5,459,735 – – 19,060,354
6 Octroi – – 15,244,137 – 15,244,137
7 Entry Tax – – 16,631,421 – 16,631,421

( x ) The Company has not defaulted in repayment of dues to banks during the year;

( xi ) The Company has, in our opinion, maintained proper records and contracts with respect to its investments
where timely entries of transactions are made in the former. All investments held by the Company at the close
of the year are held in its own name;

( xii ) As per the information and explanations given to us on our enquiries, the terms and conditions at which
guarantees have been given by the Company for loans taken from financial institutions and / or banks by
others, are, in our opinion, not prejudicial to the interest of the Company;

( xiii ) As per the information and explanations given to us, term loans obtained by the Company, in our opinion, have
been applied for the purpose for which they were obtained;

( xiv ) According to the information and explanations given to us and on an overall examination of the Balance Sheet
of the Company, we are of the opinion that no funds raised on short-term basis have been used for long term
investment;

( xv ) As per the information and explanation given to us on our enquiries in this behalf there were no frauds on or by
the Company noticed or reported by the Company during the year;
In view of the nature of activities carried on by the Company clause no. ( xiii ) of CARO, 2003 is not applicable
to the Company. Further in view of the absence of conditions pre-requisite to the reporting requirement of
clauses ( iii ) ( b ), ( c ), ( d ),( f ) and ( g ), ( x ), ( xii ), ( xviii ), ( xix ), and ( xx ) the said clauses are, at present,
not applicable.

 For and on behalf of
 DALAL & SHAH

Chartered Accountants

           SHISHIR DALAL
Place : MUMBAI  Partner
Date : 19 April  2006 Membership No : 37310
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BALANCE SHEET AS AT 31 MARCH 2006
Rs. in 000’s

As at As at
SCHEDULE   31 March   31 March

 2006  2005
I. SOURCES OF FUNDS

1. Shareholders’ funds
[a] Share Capital 01 194,173 194,173
[b] Reserves and surplus 02 6,989,572 5,426,582

7,183,745 5,620,755
2. Loan funds

[a] Secured loans 03 668,350 514,922
[b] Unsecured loans 04 1,657 2,321

670,007 517,243
3. Deferred Tax Adjustment

( See note no. 21 )

[a] Deferred tax Liability 225,240 214,524
[b] Deferred tax Asset 127,748 147,853

97,492 66,671

Total 7,951,244 6,204,669

II. APPLICATION OF FUNDS

1. Fixed assets 05

[a] Gross block 4,833,834 4,215,081
[b] Less: depreciation 3,140,062 2,896,955

[c] Net block 1,693,772 1,318,126
[d] Capital work-in-progress including

Capital Advances 228,433 128,746

1,922,205 1,446,872
2. Investments 06 4,998,882 3,784,148

3. Current assets, loans and advances
[a] Inventories 07 1,109,364 866,122
[b] Sundry debtors 08 3,084,304 2,197,738
[c] Cash and bank balances 09 176,389 66,926
[d] Other current assets 10 206,511 275,001
[e] Loans and advances 11 687,905 517,447

5,264,473 3,923,234

Less: Current liabilities and provisions
[a] Liabilities 12 3,642,098 2,452,746
[b] Provisions 13 592,218 496,839

4,234,316 2,949,585

Net current assets 1,030,157 973,649

Total  7,951,244 6,204,669

Notes forming part of the Financial Statements 23

As per our attached report of  even date. For and on behalf of the Board of Directors.

For and on behalf of ATUL  C.  KIRLOSKAR GAUTAM A. KULKARNI
DALAL & SHAH Chairman & Managing Director Joint Managing Director
Chartered Accountants

SHISHIR DALAL SANJAY  D  PARANDE ADITI CHIRMULE
Partner Chief  Financial  Officer Company Secretary

Mumbai : 19  April   2006 Pune : 19  April  2006
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PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 MARCH 2006
Rs.in 000’s

SCHEDULE  2005-06 2004-05
INCOME

Sales 15,307,126 12,618,856
Less : Excise duty 1,353,769 1,132,871
Net Sales 13,953,357 11,485,985
Operating income 14 484,468 368,204
Financial Income 15 274,248 205,968

14,712,073 12,060,157
EXPENDITURE

Materials consumed 16 9,994,581 8,213,011
Manufacturing  Expenses 17 417,896 373,483
Employee Cost 18 894,318 893,287
Selling & Administration Expenses 19 1,544,976 1,231,146
Depreciation and amortisation 20 279,764 266,509
Interest & Finance charges 21 97,367 69,802

13,228,902 11,047,238
Less: expenses capitalised 1,583 3,432

13,227,319 11,043,806
Profit Before exceptional items & Taxation 1,484,754 1,016,351

Exceptional income / ( expenses ) 22 974,941 996,427
Profit Before Taxation 2,459,695 2,012,778

Provision for taxation
Current Tax ( including Wealth Tax Rs. 3,550,000/-,
Previous year Rs. 1,642,200/- ) 400,000 256,642
Deferred Tax (  See note no. 21 ) 30,821 17,190
Fringe Benefit 23,000 –

453,821 273,832
Profit for the year after taxation 2,005,874 1,738,946

Debits pertaining to earlier years
Expenses 192 377
Taxation, net ( 120 ) ( 449 )

( 72 ) 72
As per last account 1,601,635 388,447

3,607,437 2,127,465
Less :
Transferred to general reserve 2,000,000 250,000
Interim Dividend 194,173 97,087
Tax on Interim Dividend 27,233 12,688
Proposed Dividend 194,173 145,630
Tax on Proposed Dividend 27,233 20,425

2,442,812 525,830
Balance carried to Balance Sheet 1,164,625 1,601,635

Earnings Per Share ( See note no. 19 )
( Face value of Rs 2/-  )

Net Profit after Tax 2,005,802 1,739,018
Number of Shares issued & subscribed 97,086,500 97,086,500
Basic and Diluted (  In Rs. ) 20.66 17.91

Notes forming part of the Financial Statements 23

As per our attached report of  even date. For and on behalf of the Board of Directors.

For and on behalf of ATUL  C.  KIRLOSKAR GAUTAM A. KULKARNI
DALAL & SHAH Chairman & Managing Director Joint Managing Director
Chartered Accountants

SHISHIR DALAL SANJAY  D  PARANDE ADITI CHIRMULE
Partner Chief  Financial  Officer Company Secretary

Mumbai : 19  April   2006 Pune : 19  April  2006
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31  MARCH 2006
Rs in ‘000

PARTICULARS  2005-06  2004-05

A. CASH FLOW FROM OPERATING ACTIVITIES

Profit before Tax  2,459,695  2,012,778

Add  :

Depreciation  279,720  266,465

Leasehold land written off  44  44

Loss on assets sold, demolished, discarded and scrapped  1,300 1,796

Write down of obsolete and non moving components  7,288  18,885

Bad debts and irrecoverable balances written off,  net  38,919  30,708

Provision for doubtful debts and advances  20,968  ( 10,706 )

Provision for diminution in value of investments  -  7,887

Interest paid  59,076  31,636

VRS Compensation paid  767  2,083

 408,082 348,798
Less :

Profit on sale of investments  974,941  1,133,176

Profit on sale of mutual fund investment (net)  1,703  1,760

Surplus on sale of assets  32,087  5,417

Interest received  15,355  12,942

Debits (Expenses) pertaining to earlier years  192  377

Sundry Credit Balances Appropriated  8,654  3,552

Provision no longer required written back  45,989  18,398

Dividend received  257,190  191,266

Lease equalisation  ( 11,754 )  19,426

1,324,357 1,386,314

Operating Profit before working capital changes  1,543,420  975,262

Adjustments for :

Trade and other receivables  ( 1,053,007 ) ( 384,504 )

Inventories  ( 250,530 ) ( 143,976 )

Trade payables  1,274,168 426,492

( 29,369 ) ( 101,988 )

Cash generated from operations  1,514,051 873,274

VRS Compensation Paid  ( 767 ) ( 2,083 )

Net Cash generated from operations  1,513,284 871,191

Direct taxes paid  ( 430,047 ) ( 248,135 )

NET CASH FLOW FROM OPERATING ACTIVITES  1,083,237 623,056

B. CASH FLOW FROM INVESTING ACTIVITIES

Add :

Sale of fixed Assets  61,804 7,462

Sale of investments  1,325,083 1,559,753

Interest received  15,355 12,942

Dividend received  257,190 191,266

 1,659,432 1,771,423
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31  MARCH 2006
Rs in ‘000

PARTICULARS  2005-06  2004-05

Less :

Purchase of investments  1,563,172 2,202,529

Purchase of fixed assets and advances  786,115 422,153

2,349,287 2,624,682

Decrease in deposits with Joint Stock Companies – 66,870

NET CASH GENERATED FROM INVESTING ACTIVITIES  ( 689,855 )  ( 786,389 )

C. CASH FLOW FROM FINANCING ACTIVITIES

Interest paid  ( 53,742 ) ( 28,784 )

Proceeds from borrowing ( Net of repayments )  152,765 220,029

Dividend Paid  ( 335,284 ) ( 193,206 )

Tax on Dividend  ( 47,658 ) ( 25,127 )

Net Cash used in Financing Activity  ( 283,919 ) ( 27,088 )

Net increase / decrease in cash and cash equivalents  109,463 ( 190,421 )

Cash and Cash equivalents as on 1st April 66,926 257,347

Cash and Cash equivalents as on 31st March  176,389  66,926

As per our attached report of  even date. For and on behalf of the Board of Directors.

For and on behalf of ATUL  C.  KIRLOSKAR GAUTAM A. KULKARNI
DALAL & SHAH Chairman & Managing Director Joint Managing Director
Chartered Accountants

SHISHIR DALAL SANJAY  D  PARANDE ADITI CHIRMULE
Partner Chief  Financial  Officer Company Secretary

Mumbai : 19  April   2006 Pune : 19  April  2006
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Schedule Nos. 01 to 23 annexed to and forming part of the Financial Statements for the year ended

31 March 2006

Rs. in 000’s

As at As at
 31 March  31 March

 2006  2005
SCHEDULE  01

SHARE CAPITAL

AUTHORISED
5,000,000 ( 5,000,000 ) Preference Shares of Rs.10 each 50,000 50,000

110,000,000 ( 22,000,000 ) Equity Shares of Rs. 2 ( P.Y. Rs. 10 ) each 220,000 220,000

270,000 270,000

ISSUED

98,266,980 ( 19,653,396 )  Equity Shares of Rs.2 ( P.Y. Rs.10 ) each 196,534 196,534

SUBSCRIBED

97,086,500 (19,417,300 ) Equity Shares of Rs.2 ( P.Y. Rs.10 ) each 194,173 194,173

CALLED UP AND PAID UP

OUT OF ABOVE

84,083,220 ( 16,816,644 ) Equity Shares of Rs 2 ( P.Y. Rs. 10 )  each fully paid 168,167 168,167

2,000,000 ( 400,000 ) Equity shares of  Rs. 2 ( P.Y. Rs. 10 ) each  allotted
on 21 August, 1997 to shareholders of erstwhile
Kirloskar Filters Limited, on amalgamation
as per the  scheme sanctioned by the Mumbai
High Court on 17 July, 1997. 4,000 4,000

8,998,590 ( 1,799,718 )  Equity Shares of Rs. 2 ( P.Y. Rs. 10 ) each  allotted
 on  9  March, 1998, at a premium of Rs. 20 per
share on conversion of detachable tradable warrants
issued in March 1993. 17,997 17,997

 735,930 ( 147,186 ) Equity Shares of Rs. 2 ( P.Y. Rs.10 ) each  alloted
on 17 Febuary  2000 to shareholders of erstwhile
Shivaji Works Ltd, on amalgamation as per
scheme santioned by BIFR 1,471 1,471

1,268,450 ( 253,690 ) Equity Shares of Rs. 2 ( P.Y. Rs. 10 ) each alloted
on 23 April 2003 to shareholders of erstwhile
Kirloskar Power Supply Co. Ltd, on amalgamation
 as per scheme santioned by High Court 2,537 2,537

194,172 194,172
SHARE CAPITAL SUSPENSE ACCOUNT

* 310 ( 62 ) Equity Shares Rs. 2 ( P.Y. Rs. 10 ) each  to be issued and
allotted to equity shareholders of erstwhile Shivaji Works Ltd. on am
algamation  as per scheme sanctioned by BIFR. 1 1

                                                            Total 194,173 194,173

* Note : 310 Equity Shares of Rs. 2 each ( P.Y. 62 Equity Shares of  Rs. 10 each )
issued against 1550 Equity Shares of  Rs. 10 each of erstwhile Shivaji Works Ltd.
as per amalgamation scheme sanctioned by BIFR kept in abeyance on directions
of the Special Court.
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Rs. in 000’s

As at As at
 31 March  31 March

 2006  2005
SCHEDULE  02

RESERVES AND SURPLUS

General reserve
As per last account 3,522,785 3,272,785
Add: Set aside this year 2,000,000 250,000

5,522,785 3,522,785
Contingency reserve

As per last account 302,162 302,162
Surplus as per annexed profit and loss account 1,164,625 1,601,635

Total 6,989,572 5,426,582

SCHEDULE  03

SECURED LOANS

Term Loan from HDFC Bank Ltd. 243,421 300,000
( See note no. 5( a ) )

Term Loan from GE Capital Services India 169,583
( See note no 5( b ) )

Working Capital Loans from banks
( against hypothecation of Company’s inventories and book debts )

Cash credit 37,465 9,723
Export Credit 125,399 80,659
Foreign currency Demand Loans 89,245 122,756

252,109 213,138

Interest accrued and due on loans 3,237 1,784

Total 668,350 514,922

SCHEDULE  04

UNSECURED LOANS

Special capital  incentive loan 695 695

Fixed deposits
From Public 951 1,615
From shareholders 11 11

962 1,626

Total 1,657 2,321
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As at As at
31 March 31 March

Face Value 2006 2005
Per unit Nos Rs ‘( 000 ) NosRs ‘( 000 )

SCHEDULE 6
INVESTMENTS  ( At cost unless otherwise stated )

1 GOVERNMENT AND TRUST SECURITIES

A QUOTED

Unit Trust of India

6.75% Taxfree US 64 Bonds 100 235,015 32,486 235,015 32,486

Less: Provision for diminution in value 7,887 7,887

Sub-total ( 1 ) 24,599 24,599

2 FULLY PAID  EQUITY SHARES

I TRADE

A QUOTED

G.G.Dandekar Machine Works Limited 1 2,377,890 35,479 2,377,890 35,479

Kirloskar Brothers Limited 2 11,026,185 90,494 735,079 90,494

(Received 2,940,316 shares on sub-division ( P.Y. 10 )

of shares and 7,350,790 Bonus shares)

Kirloskar Ferrous Industries Limited 5 27,000,000 270,000 27,000,000 270,000

( Face value reduced from Rs. 10 to Rs. 5 ) ( P.Y. 10 )

Kirloskar Ghatge Patil Auto Limited 10 5,000 50 5,000 50

Less: Provision for diminution in value 50 50

Re. 1 - -

Kirloskar Pneumatic Company Limited 10 3,897 176 3,897 176

Swaraj Engines Limited 10 2,160,000 3,600 720,000 3,600

( Received 1,440,000 Bonus shares )

The Mysore Kirloskar Limited 10 113,460 2,733 113,460 2,733

Less: Provision for diminution in value 2,733 2,733

Re. 1 - -

399,749 399,749

B UNQUOTED

F.H.Schule Gmbh, Germany 1000 ( DM ) 1,900 12,019 1,900 12,019

Less: Provision for diminution in value 12,019 12,019

Re. 1 - -

Kirloskar Kenya Limited K.S. 1000 1,272 856 1,272 856

Kirloskar Kisan Equipments Limited 100 165,000 16,500 165,000 16,500

Kirloskar Proprietary Limited 100 2 - 2 -

Kirsons Trading Pte Limited 1 ( S $ ) 56,250 1,201 56,250 1,201

Kothrud Power Equipment Limited 10 992,143 9,921 992,143 9,921

Less: Provision for diminution in value 9,921 9,921

Re. 1 - -

Mahle Filters Systems ( India ) Pvt Limited 10 - - 200,000 8,000

Denso Kirloskar Industries Pvt Ltd 10 3,900,000 39,900 3,900,000 39,900

Kirloskar Toyoda Textile Machinery Ltd 10 9,256,117 92,561 9,256,117 92,561
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Toyota Tsusho India  Pvt Ltd 10 574,980 16,140 574,980 16,140

( Formerly known as Steel & Logistics Centre Pvt Ltd )

T. G. Kirloskar Automotive Pvt Ltd 10 5,720,000 189,232 5,720,000 189,232

Toyota Kirloskar Auto Parts Pvt Ltd 10 33,750,000 536,613 33,750,000 536,613

Toyota Kirloskar Motors  Pvt Ltd 10 77,000,000 1,563,148 - -

2,456,151 901,003

II OTHERS

A QUOTED

Cummins India Limited 2 488  - 6,374,488 483

Housing Development Finance Corporation Ltd 10 62,000 760 62,000 760

The United Western Bank Ltd 10 240 2 200 2

( Received 40 Bonus shares )

762 1,245

B UNQUOTED

The Cosmos Co-operative Bank Ltd 20 31,250 623 31,250 623

The Sangali Bank Ltd 10 100 1 100 1

The Shamrao Vitthal Co-Operative Bank Ltd 25 2,025 51 2,025 51

675 675

Sub-total ( 2 ) 2,857,337 1,302,672

3 FULLY PAID PREFERENCE SHARES

I TRADE

A UNQUOTED

Kirloskar Ferrous Industries Ltd

1% Cumulative Redeemable non-convertible 10 72,220,000 722,200 72,220,000 722,200

Preference Shares

12% Cumulative Redeemable non-convertible 10 32,466,253 274,134 32,466,253 274,134

Preference Shares

Sub-total ( 3 ) 996,334 996,334

4 DEBENTURES AND BONDS

A UNQUOTED

The Mysore Kirloskar Ltd 100 30,000 1,320 30,000 1,320

12.5% Non Convertible part “B” of Rs 44 each Debentures

Less: Provision for diminution in value 1,320 1,320

Sub-total ( 4 ) Re. 1 - -

As at As at
31 March 31 March

Face Value 2006 2005
Per unit Nos Rs ‘( 000 ) Nos Rs ‘( 000 )

SCHEDULE 6 ( CONTD )
INVESTMENTS  ( At cost unless otherwise stated )
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5 MUTUAL FUNDS

I QUOTED

A DIVIDEND SCHEME - FIXED MATURITY PLAN

Birla FMP Quarterly Series 2 Plan A- Dividend 10 - - 7,498,251 75,000

Birla FTP Quarterly Series 2 Plan A- Dividend ( B814D ) 10 5,000,000 50,000 - -

Birla FMP Quarterly Series 3 Plan A - Dividend 10 - - 9,989,212 100,000

Birla FMP Quarterly Series 2 Plan A - Dividend ( B706D ) 10 4,992,013 50,000 - -

DSP FTP Series 1 B -dividend 10 5,000,000 50,000 - -

Grindlays Fixed Maturity 10th Plan - Dividend 10 - - 3,000,000 30,000

Grindlays Fixed Maturity 19th Plan - Dividend ( G139 ) 10 5,000,000 50,000 - -

Grindlays Fixed Maturity 21st Plan - Dividend 10 5,000,000 50,000 - -

HSBC Fixed Term - Series 3 - Dividend 10 5,000,000 50,000 - -

JM FMP Quarterly Plan QSA5 - Dividend 10 - - 5,000,000 50,000

JM FMP Quarterly Plan QSF5 - Dividend 10 - - 1,000,550 10,006

KOTAK Fixed Maturity Plan Series XVIII - Dividend 10 5,000,000 50,000 - -

KOTAK Fixed maturity Plan Series XVI - Dividend 10 5,000,000 50,000 - -

Principal Deposit Fund - Dividend 10 - - 4,000,000 40,000

PRU ICICI FMP Quarterly Dividend Series XXV 10 - - 2,500,000 25,000

PRU ICICI FMP Quarterly Dividend Series XXV  ( P140YD ) 10 5,000,000 50,000 - -

PRU ICICI FMP Quarterly Dividend Series XXVI 10 - - 5,000,000 50,000

Reliance Fixed Maturity Fund-Qtly Plan 3-Series 2-Dividend 10 4,500,000 45,000 - -

Reliance Fixed Maturity Fund-Qtly Plan 3-Series 2-Dividend 10 15,500,000 155,000 - -

Reliance Fixed Term Scheme - Monthly Plan II - Dividend 10 - - 3,000,000 30,000

Reliance Fixed Term Scheme - Quarterly Plan 6 - Dividend 10 - - 2,524,500 25,245

Reliance Fixed Term Scheme - Quarterly Plan 8 - Dividend 10 - - 4,000,000 40,000

650,000 475,251

B DIVIDEND SCHEME - FLOATER

DSP Merrill Lynch Floating Rate Fund - Weekly Dividend 10 - - 8,884,872 89,152

HSBC Floating Rate - LT Plan-Instt-Weekly Dividend 10 - - 1,001,680 10,040

HSBC Floating Rate - ST Plan-Instt-Weekly Dividend 10 - - 9,990,985 100,071

Kotak Floater Short Term - Weekly Dividend 10 - - 10,005,293 100,173

Principal Floating Rate Fund SMP - Monthly Dividend 10 - - 9,987,398 100,329

PRU ICICI Floating Rate Fund Plan A - Quarterly Dividend 10 - - 5,051,146 51,023

Reliance Floating Rate Fund Instt -Weekly Dividend 10 - - 12,026,251 121,009

- 571,797

C DIVIDEND SCHEME - LIQUID

Birla Cash Plus Instt. Prem.plan - Daily Dividend 10 9,985,362 100,048 4,998,201 50,082

Birla Cash Plus Instt. Prem.plan - Weekly Dividend 10 - - 1,996,525 20,014

DSP Merrill Lynch Liquidity Fund Instt -Daily Dividend 1,000 122,629 122,653 - -

As at As at
31 March 31 March

Face Value 2006 2005
Per unit Nos Rs ‘( 000 ) Nos Rs ‘( 000 )

SCHEDULE 6 ( CONTD )
INVESTMENTS

( At cost unless otherwise stated )



38

HDFC Liquid Fund - Premium Plan - Weekly Dividend 10 - - 4,124,492 50,055

HSBC Cash Fund Instl Plus - Daily Dividend 10 - - 2,502,815 25,042

HSBC Cash Fund Instl Plus - Weekly Dividend 10 - - 4,999,281 50,034

Kotak Liquid Institutional Premium - Weekly Dividend 10 - - 5,789,631 58,097

LIC Liquid  - Daily Dividend 10 2,055,099 22,515 - -

Principal Cash Management Liquid Instt. Prem-Dividend 10 - - 10,012,401 100,170

PRU ICICI Liquid Plan Institutional Plus - Daily Dividend 10 - - 843,879 10,001

245,216 363,495

D DIVIDEND SCHEME - SHORT TERM

PRU ICICI Fortnightly  - Dividend 10 4,602,016 50,402 - -

50,402 -

E GROWTH SCHEME - FIXED MATURITY PLAN

Birla Fixed Term Plan Series C - Growth 10 2,000,000 20,000 2,000,000 20,000

Birla Fixed Term Plan Series H - Growth 10 1,500,000 15,000 - -

DSP Fixed Term Plan Series - 3 -  Growth 10 2,000,000 20,000 - -

Grindlays Fixed Maturity 22nd Plan - Growth 10 1,000,000 10,000 - -

HSBC Fixed Term Series - 6 - Growth 10 2,000,000 19,984 - -

Kotak Fixed Maturity Plan Series XIV - Growth 10 1,000,000 10,000 - -

PRINCIPALPnb Fixed Maturity Plan-385 Days- 10 2,000,000 20,000 - -

Series I Growth

PRU ICICI Plan 1 year plus - Growth 10 1,000,000 10,000 1,000,000 10,000

Principal Deposit Fund FMP( 6-20 ) 371 Days - Growth 10 2,000,000 20,000 - -

Reliance Fixed Maturity Fund Annual Plan Series-Growth 10 1,000,000 10,000 1,000,000 10,000

Reliance Fixed Tenor Fund Plan A-Growth 10 1,000,000 9,986 - -

164,970 40,000

F GROWTH SCHEME - FLOATER

DSP Merrill Lynch Floating Rate Fund -Growth 10 911,228 10,000 911,228 10,000

10,000 10,000

Sub-total ( 5 ) 1,120,588 1,460,543

Total 4,998,858 3,784,148

Application money for Investments in shares-

United Western Bank 24 -

Grand Total 4,998,882 3,784,148

Notes :

1. Aggregate Carrying Cost of Quoted Investments 1,545,698 1,886,136

2. Aggregate Market Value of Quoted Investments 7,234,246 4,126,734

3. Aggregate Carrying Cost of Unquoted Investments 3,453,160 1,898,012

4. Face value per unit in Rupees unless otherwise stated.

5. Refer Note 15 and Accounting Policy 1.1.5

As at As at
31 March 31 March

Face Value 2006 2005
Per unit Nos Rs ‘( 000 ) Nos Rs ‘( 000 )

SCHEDULE 6 ( CONTD )
INVESTMENTS

( At cost unless otherwise stated )



KIRLOSKAR OIL ENGINES  LIMITED

39

Following Investments are purchased and sold during the year. Rs ‘( 000 )

Name No of Units Face Value Purchase Cost

Birla Cash Plus  Liquid - D.Div 56,704,834 10 5,681,550
Birla FMP Qtly Series 3 Plan A 9,989,212 10 1,000,000
Birla FMP Qtly Series 2 Plan A 4,998,251 10 500,000
Birla FMP Qtly Series 2 Plan A 2,500,000 10 250,000
Birla Cash Plus W. Div 56,350,420 10 5,650,267
Birla Fixed Term Plan Series C - Growth 2,000,000 10 200,000
Birla Floating Rate Fund Short Term-W.Div 25,918,240 10 2,689,277
Birla Floating Rate Short Term Plan IP - W.Div 5,000,098 10 500,395
Birla Sunlife Cash manager - W.Div 5,003,221 10 500,517
Birla Fixed Maturity Plan Series 2 - Qtly 4,992,013 10 500,887
Birla Fixed Term Plan  Series - H 1,500,000 10 150,000
Birla Fixed Term Plan Series II - Qtly 5,000,000 10 502,061
Chola Liquid Instl Plus W.Div 14,558,481 10 1,703,595
Chola Liquid Instl Plus D.Div 1,997,446 10 200,098
DSPML Floating Rate Fund-Regular Plan W.Div 40,978,444 10 4,111,601
DSPML Floating Rate Fund-Regular Plan D.Div 7,787,198 10 780,433
DSPML Floating Rate Fund-Regular Plan Growth 911,228 10 100,000
DSPML Liquidity Fund-Institutional-D.Div 3,247,153 10 325,040
DSPML Liquidity Fund-Institutional-W.Div 5,044,642 10 625,756
DSPML Floating Rate Fund- Instltutional Plan - W.Div 170,567 1000 1,705,780
DSPML Liquid Instutional Plan-W.Div 445,892 1000 4,460,977
DSPML Fixed Term Plan -  SERIES I- Qtly Div 5,000,000 10 505,921
DSPML Liquid Instutional Plan-D.Div 287,690 1000 2,877,471
DSPML  Fixed Term Plan SERIES III - Growth 2,000,000 10 200,000
DSPML Liquid Regular Plan - D.Div 1,500,469 10 150,197
DSPML Fixed Term Plan  SERIES 1 A - Qtly Div 10,000,000 10 1,000,000
DSPML Fixed Term Plan SERIES 1 B - Qtly Div 5,000,000 10 500,000
Deutsche Floating Rate Fund Regular Plan - W.Div 14,638,278 10 1,505,968
Grindlays Cash Fund-Super Instl Plan C-D.Div 11,527,146 10 1,152,715
Grindlays Fixed Maturity 10th Plan - Div 3,343,500 10 303,435
Grindlays Cash Fund-Super Instl Plan C-W.Div 26,359,079 10 2,637,099
Grindlays Floating Rate Super Institutional ST W.Div 30,111,648 10 3,013,393
Grindlays Fixed Maturity 18th Plan - Div 5,000,000 10 505,985
StanChart Liquidity Manager D.Div 24,561,849 10 2,456,431
StanChart Liquidity Manager D.Div 7,250,457 10 725,118
Grindlays Fixed Maturity 21st Plan - Div 5,000,000 10 500,000
Grindlays Fixed Maturity 21st Plan - Div 5,000,000 10 500,000
Grindlays Fixed Maturity 22nd Plan - Gr 1,000,000 10 100,000
HSBC Floating Rate Fund Short Term- Instl Option W.Div 265,747 10 26,610
HSBC Cash Fund Institutional Plus W.Div 10,325,045 10 1,033,883
HSBC Cash Fund Institutional Plus D.Div 2,501,498 10 250,290
HSBC Floating Rate Fund Long Term- Instl Option W.Div 8,680,006 10 870,007
HSBC Fixed Term Series - 6 - Gr 2,000,000 10 200,000
HSBC Fixed Term Series - 3 - Div 5,000,000 10 500,000
HDFC Liquid Fund -Premium Plan D.Div 2,919,524 12 355,542
HDFC Cash Management Fund - Savings Plus Plan W.Div 30,406,570 10 3,045,919
ING Vysya Floating Rate Fund - W.Div 16,734,164 10 1,686,314
ING Vysya Liquid Super Instl Plan  D.Div 45,270,451 10 4,527,862
ING Vysya Liquid Super Instl Plan  W.Div 31,074,492 10 3,114,498
ING Vysya Liquid  Instl Plan  D.Div 751,598 10 75,237
ING Vysya Fixed Maturity Plan Series - IV - Div 5,000,000 10 500,000
JM Fixed Maturity Plan QSA5 Qtly - Div ( 127 ) 2,500,000 10 254,383

SCHEDULE 6 ( CONTD )

INVESTMENTS ( At cost unless otherwise stated )
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JM High Liquidity Fund - Super  Instl Plan - W.Div 4,993,572 10 500,746

KOTAK Liquid ( Instl Premium ) D. Div 24,147,076 10 2,952,729

KOTAK Liquid ( Instl Premium ) W. Div 54,198,128 10 5,436,533

KOTAK Floater Short Term - W. Div 10,437,196 10 1,044,780

KOTAK FMP SERIES XVIII - Div 10,000,000 10 1,008,533

KOTAK FMP SERIES XIV - Gr 1,000,000 10 100,000

KOTAK FMP SERIES XVI - Div 5,000,000 10 504,630

LICMF Liquid Fund - D.Div 19,273,880 10 2,109,222

PRINCIPAL Cash Management Fund Liq Instl - D.Div 6,253,830 10 625,425

PRINCIPAL Cash Management Fund Liq Instl - W.Div 21,036,594 10 2,105,009

PRINCIPAL Deposit Fund 4,045,560 10 404,556

PRINCIPAL Floating Rate Fund SMP - Instl - D.Div 12,626,994 10 1,262,788

PRINCIPAL Floating Rate Fund SMP - Instl - Monthlydiv 10,122,314 10 1,016,831

PRINCIPAL Floating Rate Fund SMP - Instl - W.Div 20,968,028 10 2,097,406

PRINCIPAL Income Fund Short Term - Instl Plan W.Div 10,113,995 10 1,106,216

PRINCIPAL Floating Rate Fund FMP - Instl - W.Div 6,830,715 10 683,646

PRINCIPAL Pnb Fixed Maturity Plan - 385 Days - Series I 2,000,000 10 200,000

PRINCIPAL DEPOSIT FUND ( FMP3-20 ) 91 DAYS DIV REINVEST 5,060,070 10 506,007

PRINCIPAL Pnb FIXED MATURITY PLAN - 385 Days - SERIES I Growth 2,000,000 10 200,000

Pru ICICI Long Term Floating Rate Plan A - Div 5,119,840 10 517,118

Pru ICICI Liq Plan Instl Plus D.Div 26,515,900 10 3,142,532

Pru ICICI Floating Rate Plan C  - D.Div 6,605,529 10 660,639

Pru ICICI Liq Plan Instl Plus W.Div 50,190,158 10 5,951,519

Pru ICICI Floating Rate Plan C D.Div 20,498,256 10 2,053,307

Pru ICICI Plan 1 year plus - Growth 1,000,000 10 100,000

Pru ICICI -FMP  SERIES XXVI - QTRLY 5,055,450 10 505,545

Pru ICICI -FMP QTRLY SERIES XXV 5,055,100 10 505,547

Pru ICICI Instl Short Term Plan - DR -Fortnightly 20,967,997 10 2,298,867

Pru ICICI - Blended Plan B - Instl Div 5,234,171 10 530,500

Pru ICICI Floating Rate Plan D - Fortnightly Div 20,577,247 10 2,057,726

Pru ICICI  Instl Liq Plan Super Instl - D.Div 17,505,951 10 1,750,595

Pru ICICI FMP Series XXV - Yr.Div 5,000,000 10 500,000

Reliance-Fixed Term Scheme-Quarterly Plan Plan 7—Div 2,524,500 10 256,578

Reliance-Fixed Term Scheme-Quarterly Plan Plan 9—Div 2,830,105 10 256,515

RELIANCE Liquid Fund Treasury Plan Instl D.Div 7,942,724 10 1,213,386

RELIANCE Liquid Fund Treasury Plan Instl W.Div 12,468,912 10 694,337

RELIANCE  Fixed Term Scheme Plan 8 Qtly Div 4,000,000 10 404,752

RELIANCE Fixed Term Scheme Monthly Plan 18 Div 3,000,000 10 301,194

RELIANCE Fixed Term Scheme Monthly Plan 9 Div 5,000,000 10 505,805

RELIANCE Fixed Maturity Fund Annual Plan Series 1 Gr 1,000,000 10 100,000

RELIANCE Floating Rate Fund Plan Instl W.Div 13,685 10 1,377

FMP Monthly plan II Series II 30,000,000 10 3,012,339

FMP Monthly plan II Series II 36,000,000 10 3,613,559

RELIANCE Fixed Maturity Plan - Qtly Plan II Series II  - Div 9,071,418 10 921,928

RELIANCE Fixed Maturity Plan Qtly Plan III Series II - Div 36,000,000 10 3,638,237

RELIANCE Liquidity Fund W.Div 10,076,026 10 1,008,154

RELIANCE Fixed Maturity Plan Qtly Plan II Series II - Div 52,500,000 10 5,262,874

RELIANCE Liquid Fund Cash Plan - W.Div 25,504,747 10 2,801,066

RELIANCE Fixed Tenor Fund Plan A - Gr 1,000,000 10 100,000

TATA Liquid Super High Inv Fund - W.Div 170,832 1000 1,935,367

TEMPLETON India Treasury Management Account Instl Plan - W.Div 15,502 1000 155,119

SCHEDULE 6 ( CONTD )

INVESTMENTS ( At cost unless otherwise stated )

Following Investments are purchased and sold during the year. Rs ‘( 000 )

Name No of Units Face Value Purchase Cost
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Rs. in 000’s

As at As at
 31 March  31 March

 2006  2005
SCHEDULE  07

INVENTORIES

*Stores and spares, at cost 39,225 35,277

*Stock-in-trade

Raw materials [including components], at cost 607,095 424,705

Unserviceable and obsolete raw materials,

at estimated realisable value 10,694 1,434

Work-in-process, at cost 205,446 157,410

Finished goods, at lower of cost or market value 192,977 175,866

1,016,212             759,415

Materials in transit, cost to date 7,340 17,064
Material in bonded warehouse, cost to date 46,587 54,366

53,927 71,430

Total 1,109,364 866,122

* as certified by the Chairman & Managing  Director

SCHEDULE  08

SUNDRY DEBTORS, UNSECURED

[i] ( a ) Outstanding for a period exceeding six months

Good 207,319 189,661

Doubtful 102,386 120,476

Less: provision 102,386 120,476

– –

207,319 189,661

( b ) Others:  good 2,876,985 2,008,077

3,084,304 2,197,738

[ii] Receivables on account of eligible export house

business, under an arrangement :

Outstanding for a period exceeding six months

Doubtful 3,094 3,094

Less: provision 3,094 3,094

– –

Total 3,084,304 2,197,738

Note : Sundry debtors include Rs. 116,392,972 /-  ( Previous Year Rs.112,934,847/-  ) due from a company promoted
by this Company of which Rs. 100,000,000 /- ( Previous year Rs.100,000,000  ) are outstanding for a period
exceeding six months.
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Rs. in 000’s

As at As at
 31 March  31 March

 2006  2005
SCHEDULE  09

CASH AND BANK BALANCES

Cash on hand 1,027 495
Bank balances with scheduled banks

In current account 129,304 61,505
In fixed deposits 46,058 4,926

175,362 66,431

Total 176,389 66,926

SCHEDULE  10

OTHER CURRENT ASSETS

Income receivable 12,607 30,395
Lease Adjustment Account 87,417 99,171
Export Incentive Receivable 36,487 45,435

Receivables from a company promoted by this Company :
Lease Rentals 70,000 100,000

Total  206,511 275,001

SCHEDULE  11

LOANS AND ADVANCES

( unsecured, good unless otherwise stated )
Advances recoverable in cash or in kind or for value to be received:

Good * 307,151 264,257

Doubtful 81,020 42,858
Less: provision 81,020 42,858

 -  -

307,151 264,257
Sundry deposits 88,982 74,233

Balance with Collectorate of Central Excise and Customs 151,329 45,679

Tax paid in advance 1,547,585 1,117,419

Less Provision for Tax Per Contra 1,407,142 984,142

140,443 133,277

Total 687,905 517,447

 * includes  Rs. 277,500 /- ( P. Y.  Rs.560/- )  due  from Company Secretary as a  loan {Maximum balance
outstanding during the year Rs.  300,000/-  ( P.Y.  Rs.3,680/- )}

 * includes loans taken by Whole Time Director prior to appointment as director Rs. Nil  ( P.Y. Rs. 88,464-).
Maximum balance outstanding during the year Rs.88,464/- ( P.Y. Rs.179,808/- )

 * includes loans taken by Whole Time Director prior to appointment as director Rs. 447,232/- (P.Y. Rs. 540,268)
Maximum balance outstanding during the year Rs.540,268/- ( P.Y.  Rs 633,304/- )
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Rs. in 000’s

As at As at
 31 March  31 March

 2006  2005
SCHEDULE  12

LIABILITIES

Acceptances 1,071,026 654,705
Sundry creditors

Due to Small Scale Industrial Undertakings 281,963 284,075
( See note no.13  )
Others 2,102,358 1,366,743

2,384,321 1,650,818

Sundry deposits 63,528 60,339
Unclaimed dividends 10,896 6,378
Unclaimed redeemed Preference share capital 152 153
Unclaimed Debentures 71 106

74,647 66,976

Advance from customers 101,386 74,865
Interest accrued but not due on loans 10,718 5,382

Total 3,642,098 2,452,746

SCHEDULE  13

PROVISIONS

Provision for gratuity 10,244 25,045
Provision for leave encashment 177,529 169,316
Provision for long service merit benefit (  See note no. 23   ) 12,590 13,610
Provision for warranty claims (  See note no. 23   ) 170,449 122,813

Provision for taxation 1,407,142 984,142
Less : Tax paid in advance Per Contra 1,407,142 984,142

- -
Proposed  Dividend 194,173 145,630
Provision for tax on Dividend 27,233 20,425

Total 592,218 496,839
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Rs. in 000’s

2005-2006 2004-2005
SCHEDULE  14
OPERATING INCOME

Job work receipts 400 623
Sale of scrap ( Net of excise duty ) 74,584 51,062
Sundry sales 605 642
Cash Discount received 17,646 6,477
Export Incentives 46,052 35,487
Royalty received 6,008 -
Rent 914 941
Lease rent 35,044 35,044
Lease Equalisation ( 11,754 ) 19,426

23,290 54,470

Service charges received 158,561 114,838
Installation charges received 21,079 11,565
Technical Fees received - 217
Commission received 27,979 22,239
Refund of Sales tax, Octroi etc 11,502 17,758
Surplus on sale of assets 32,087 5,417
Sundry credit balances appropriated 8,654 3,552
Provisions no longer required written back 45,989 18,398
Miscellaneous receipts 9,118 24,518

Total 484,468 368,204

SCHEDULE  15

FINANCIAL INCOME

Dividend
From Trade Investments 243,253 148,059
From Other Investments 13,937 43,207

Interest
Others ( gross, TDS Rs.1,494,382/ Previous Year Rs. 638,225/- ) 15,355 12,942
Profit on Sale of Mutual Fund investments ( net ) 1,703 1,760

Total 274,248 205,968
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Rs. in 000’s

2005-2006 2004-2005
SCHEDULE  16

 MATERIALS CONSUMED

[a] Raw materials and components consumed

Stocks at commencement 426,139 351,348

Less : Value of obsolete and non-moving material written-down

( Net of realisable value ) 7,288 18,885

Add: purchases 6,744,788 5,219,390

7,163,639 5,551,853

Less: stocks at close 617,789 426,139

6,545,850 5,125,714

[b] Finished goods purchases for resale 2,397,745 2,199,980

[c] Excise duty on year end  inventory of Finished Goods 12,264 13,618

[d] Job work charges 216,746 166,976

[e] Freight, octroi and entry tax 319,634 259,406

[f] Stores & spares consumed 560,201 491,211

[g] Write-down of obsolete & non-moving material 7,288 18,885

[h] ( Increase )/decrease in stocks
Stocks at close:
Work-in-process (  including finished components  ) 205,446 157,410
Finished goods 192,977 175,866

398,423 333,276

Less: Stocks at commencement
Work-in-process (  including finished components  ) 157,410 147,474
Finished goods 175,866 123,023

333,276 270,497

( 65,147 ) ( 62,779 )

Total 9,994,581 8,213,011

SCHEDULE  17

MANUFACTURING EXPENSES

Power, fuel and water 227,669  199,769

Machinery spares  45,091 46,130

Machinery repairs 47,036 51,542

Labour charges 83,207 61,253

Others 14,893 14,789

Total   417,896  373,483
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Rs. in 000’s

2005-2006 2004-2005
SCHEDULE  18

EMPLOYEE  COST

Salaries, wages, gratuity, bonus, etc. 724,085 705,455

Contribution to provident and other funds 71,844 103,755

Welfare and training expenses 93,665 78,367

Provident and other funds’ expenses 3,957 3,627

VRS compensation 767 2,083

Total   894,318 893,287

SCHEDULE  19

SELLING & ADMINISTRATION EXPENSES

SELLING EXPENSES

Discount, commission and incentive 199,304 146,639

Freight and forwarding 252,826 208,635

Sales warranty claims 184,684  108,659

Sales and service charges 108,744 76,990

Installation & commissioning charges 24,639 7,163

Royalty, technical and license fees etc 14,776 1,859

Advertisement and publicity 99,197 93,502

Others 4,492 7,601

888,662 651,048
ADMINISTRATION EXPENSES

Rent 41,676 38,758

Rates and taxes 4,292 4,108

Insurance 8,711 7,237

Building repairs 25,125 25,069

Other repairs and maintenance 104,550 109,079

Travelling and conveyance 127,830 120,514

Communication expenses  29,575 32,797

Printing and stationery 33,788 26,715

Legal & Professional fees 64,411 58,495

Auditors’ remuneration 4,464 3,492

Directors’ Commission  67,904 47,350

Directors’ fees and travelling expenses 626 365

Donations  4,605 7,224

Miscellaneous expenses 77,570 69,210

Loss on assets sold,demolished,discarded and scrapped 1,300 1,796

Provision for diminution in value of investment - 7,887

Provision for doubtful debts and advances ( net ) 20,968 ( 10,706 )

Bad debts and irrecoverable balances written off ( net ) 38,919 30,708

656,314 580,097

 Total 1,544,976 1,231,146
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Rs. in 000’s

2005-2006 2004-2005
SCHEDULE  20

DEPRECIATION AND AMORTISATION

Depreciation 279,720 266,465

Amount written off against leasehold land 44 44

Total 279,764 266,509

SCHEDULE  21

INTEREST & FINANCE CHARGES

INTEREST

On fixed loans 24,700 4,632

Others 34,376 27,004

59,076 31,636

FINANCE CHARGES

Cash discount 7,224 8,688

Discounting charges 5,135 4,694

Bank charges, commission etc. 25,932 24,784

38,291 38,166

Total 97,367 69,802

SCHEDULE  22

Exceptional Income / (  Expenses ) :

Exceptional Income

Profit / (  Loss ) on sale of Investments 974,941 1,133,176

974,941 1,133,176

Exceptional Expenses

Long Service Merit Benefits - 13,936

Warranty claims  - 122,813

- 136,749

Total 974,941 996,427
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SCHEDULE ‘23’

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS AS AT AND
FOR THE YEAR ENDED 31 MARCH  2006

1. Significant Accounting Policies

1.1 Basis of preparation of Financial Statements

The Financial Statements have been prepared in accordance with Indian Generally Accepted Accounting
Principles ( GAAP ) under the historical cost convention on the accrual basis, except in case of significant
uncertainties.

GAAP comprises mandatory accounting standards issued by the Institute of Chartered Accountants of India
( ICAI ), provisions of the Companies Act, 1956 and the guidelines issued by Securities and Exchange
Board of India.

1.2 Use of Estimates

Estimates and Assumptions used in the preparation of the Financial Statements are based on management’s
evaluation of the relevant facts and circumstances as of date of the Financial Statements, which may differ
from the actual results at a subsequent date.

1.3 Fixed Assets, Intangible Assets & Capital Work-in-progress

Fixed assets, except leasehold land, are stated at cost of acquisition or construction less accumulated
depreciation. Cost includes the purchase price and all other attributable costs incurred for bringing the asset
to its working condition for intended use. Leasehold land is valued at cost less amount written off.

Capital work-in-progress comprises outstanding advances paid to acquire fixed assets and cost of fixed
assets that are not yet ready for their intended use at the balance sheet date.

Intangible assets are recorded at the consideration paid for acquisition.

1.4 Depreciation and Amortisation

a. Freehold land is not depreciated.

b. Leasehold land is amortised over the period of lease.

c. Assets given on lease have been depreciated at the rates worked out on straight line method over
primary period of lease as stated in the lease agreements or at the rates specified in the schedule XIV
to the Companies Act, 1956, whichever is higher with reference to the month of commencement of
lease period in case of additions and upto the month of expiry of lease period in case of sale:

Assets Over Primary As specified in
Period of Lease Schedule XIV

Plant & Machinery 10.00% 10.34%

Continuous Process Plant 10.00% 5.28%

d. Depreciation on building, plant and machinery has been provided on straight line method at the rates
and in the manner specified in Schedule XIV to the Companies Act, 1956 from the beginning of the
month in which addition is made. Depreciation on additions to computers, printers, scanners etc after
1 December 2004 has been provided over the estimated economic life of respective assets or at the
rates and in the manner specified in Schedule XIV to the Companies Act, 1956, whichever is higher.

e. Depreciation on assets other than buildings, plant & machinery ( including computers ) has been provided
on written down value basis at the rates and in the manner specified in Schedule XIV to the Companies
Act, 1956 from the beginning of the month in which addition is made.

f. Depreciation on assets of Casting division has been provided on straight line method and at the rates
and in the manner specified in Schedule XIV to the Companies Act, 1956 from the date on which the
addition is made.

g. Jigs and Fixtures, Dies and Patterns costing below Rs 1 lac and other fixed assets costing below Rs
5,000/- are charged to revenue in the year of acquisition.

h. Intangible assets are amortised over their respective individual estimated useful lives on a straight line
basis, commencing from the date the asset is available to the Company for its intended use.

i. Depreciation on additions on account of increase in rupee value due to foreign exchange fluctuations is
being provided at the rates of depreciation over the future life of the said asset.

j. Depreciation on assets sold, discarded or demolished during the year is being provided at their respective
rates on prorata basis upto the end of the month during which such assets are sold, discarded or
demolished.
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1.5 Investments

Investments are valued at cost of acquisition, less provision for diminution, if any.

1.6 Inventories

a. Stores and spares, raw materials and components are valued at cost or net realizable value whichever
is lower. Cost includes all cost of purchase and incidental expenses incurred in bringing the inventories
to their present location and condition. Cost is ascertained using weighted average method.

b. Work-in-process including finished components and finished goods are valued at cost or realisable
value whichever is lower. Cost includes direct materials, labour costs and a proportion of manufacturing
overheads based on the normal operating capacity. Finished goods lying in the factory premises,
branches and depots are valued inclusive of excise duty.

c. Electricity units banked but not sold are valued at lower of cost of power generation or net realisable
value.

d. Materials-in-transit and materials in bonded warehouse is valued at actual cost upto the date of balance
sheet.

Net realizable value is the estimated selling price in the ordinary course of business, less estimated
costs of completion and the estimated costs necessary to make the sale.

1.7 Contingency Reserve

Contingency reserve created from time to time is utilized to mitigate the losses / diminution in the value of
assets, investments and advances of a permanent nature.

1.8 Foreign Currency Transactions

a. Initial Recognition

Foreign currency transactions are recorded in the reporting currency, by applying to the foreign currency
amount the exchange rate between the reporting currency and the foreign currency at the date of the
transaction.

b. Conversion

Current assets and current liabilities, secured loans designated in foreign currencies are revalorized at
the rate prevailing on the date of Balance Sheet or forward contract rate.

Foreign currency exposure for acquisition of fixed assets is revalorized at exchange rate prevailing on
the date of Balance Sheet or forward contract rate.

c. Exchange Differences

Exchange differences arising on the settlement and conversion on foreign currency transactions are
recognised as income or as expenses in the year in which they arise, except in cases where they relate
to the acquisition of fixed assets, in which cases they are adjusted in the cost of the corresponding
asset.

d. Forward Contracts

Company uses foreign exchange forward contracts to hedge its exposure against movements in foreign
exchange rates. The use of foreign exchange forward contracts reduces the risk or cost to the Company.
Foreign Exchange forward contracts are not used for trading or speculation purpose.

In respect of foreign exchange forward contracts, difference between forward contract rate and exchange
rate prevailing on the date of forward contract ( i.e. forward premium / discount ) is amortised as income
or expense over the life of the contract, except in respect of the liabilities for the acquisition of fixed
assets, where such amortisation is adjusted in the carrying cost of fixed assets.

1.9 Commodity Hedging

Difference arising in floating price and contracted price due to each Hedge Contract on International
Commodity Exchanges / Over the Counter assessments is accounted for in purchase cost of Fuel Oil on its
settlement.

1.10 Retirement Benefits

Retirement benefits in the form of Provident Fund / Pension Schemes whether in pursuance of law or otherwise
is accounted on accrual basis and charged to the Profit and Loss Account of the year.

Contribution to Superannuation fund is being made as per the scheme of the Company.

The incremental liability in respect of gratuity payable to employees covered under approved schemes of
the Company or any other approved schemes is provided on the basis of actuarial valuation. In case of
Managing Director, Joint Managing Director and other Whole Time Directors, the gratuity is provided as per
the contractual obligation.

Provision for un-availed privilege leave benefits payable to employees as per scheme of the Company is
made on the basis of actuarial valuation. In case of Managing Director and other Whole Time Directors, the
same is provided as per contractual obligations.
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1.11 Warranty

Product warranty expenses are determined based on past experience and estimates, and are accrued in
the year of sale.

1.12 Provision for Long Service Merit Benefit Scheme

Provision for Long Service Merit Benefit is made for the team members as per the terms of the agreement
with Trade Union.

1.13 Research and Development

Capital expenditure incurred on research & development is capitalized as fixed assets. Expenditure incurred
on development phase, where it is reasonably certain that the outcome of development will be commercially
exploited to yield future economic benefits to the Company, is considered as an intangible asset.

Revenue expenditure for carrying out the research activity is charged to the Profit and Loss Account in the
year in which it is incurred.

1.14 Revenue Recognition

a. Revenue from sale of goods is recognised when the significant risks and rewards of ownership of the
goods have passed to the buyer, which generally coincides with their delivery to customers. Sales are
stated net of discounts, rebates and returns.

b. Export sales are accounted on the basis of the dates of Bill of Lading.

c. Export incentives are accounted for on export of goods if the entitlements can be estimated with
reasonable accuracy and conditions precedent to claim are fulfilled.

d. Profit / loss on sale of investments are recognized on the contract date.

1.15 Leases

The Company follows the recommendations of The Institute of Chartered Accountants of India contained in
the Guidance Note on Accounting of Lease. Accordingly, a matching annual charge is made to the Profit &
Loss account representing recovery of net investments of leased assets. The said charge is calculated by
deducting finance income for the year ( arrived at by applying the rate of interest implicit in the lease to the
net investments in the lease during the year ) from the lease rental in respect of all its leased assets. This
annual charge comprises book depreciation as per policy stated in 1.4 ( c ) and a lease equalization charge
where the annual lease charge is more than book depreciation. Where the annual charge is less than book
depreciation, a lease equalization charge credit is taken. The balance standing in the Lease Adjustment
Account has been shown in Schedule 10  “Other Current Assets”.

1.16 Borrowing Cost

Borrowing Costs directly attributable to the acquisition, construction or production of qualifying assets are
capitalized till the month in which the asset is ready to use, as part of the cost of that asset. Other borrowing
costs are recognized as expenses in the period in which these are incurred.

1.17 Income Tax

Tax expense comprises both current and deferred tax. Provision for current tax is made on the basis of the
taxable profits computed for the current accounting period in accordance with Income Tax Act, 1961.

Deferred Tax resulting from timing differences between Book Profits and Tax Profits is accounted for, at
current rate of tax to the extent timing differences are expected to crystalise, in case of Deferred Tax Liabilities
with reasonable certainty and in case of Deferred Tax Assets with virtual certainty that there would be adequate
future taxable income against which deferred tax assets can be realised.

1.18 Earning Per Share

Earning per share is calculated by dividing the net profit or loss for the year after prior period adjustment
attributable to equity shareholders ( after deducting preference dividends and attributable taxes ) by the
weighted average number of equity shares outstanding during the year.

1.19 Cash Flow Statement

Cash flows are reported using the indirect method, whereby net profit before tax is adjusted for the effects of
transactions of a non cash nature and any deferral or accruals of past or future cash receipts or payments.
The cash flows from regular operating, investing and financing activities of the Company are segregated.

1.20 Segment Reporting

a. Identification of Segments

The Company’s operating businesses are organized and managed separately according to the nature
of products and services provided, with each segment representing a strategic business unit that offers
different products and serves different markets.
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b. Intersegment Transfers

The Company generally accounts for intersegment sales and transfers as if the sales or transfers were
to third parties at current market prices.

c. Allocation of common costs

Common allocable costs are allocated to each segment according to the sales of each segment to the
total sales of the Company.

d. Unallocated items

Corporate assets and liabilities, income and expenses which relate to the Company as a whole and are
not allocable to segments, have been included under unallocated items.

Rs in 000’s

31.03.2006 31.03.2005

2 ( A ) Contingent Liabilities not provided for

( a ) Disputed Central Excise demands 19,060 37,588

( b ) Disputed Sales Tax demands 43,298 33,460

( c ) Disputed Income Tax liability – 934,631 922,894
Matter under appeal, against which Company has paid
Rs 147,039 ( Previous year Rs 144,380 )

( d ) Claims against the Company not acknowledged as debts 582,363 572,687

( e ) Guarantees given to Customers by bankers 301,971 486,560

( f ) Guarantees given on behalf of third parties 461,146 751,454

( g ) Sales bills discounted with banks 113,876 118,314

2,501,943 2,922,957

2 ( B ) The Company has imported Capital Goods under the Export
Promotion Capital Goods Scheme, of the Government of India, at
concessional rates of duty on an undertaking to fulfill quantified
exports against which remaining future obligations aggregate USD
24.04 million (Previous year USD 22.53 millon ). Non fulfillment of
the balance of such future obligations, if any, entails options/rights
to the Government to confiscate capital goods imported under
the said licences and other penalties under the above referred
scheme. Minimum export obligation to be fulfilled by the Company
under the said scheme, by 31 March 2006 has been fulfilled.

3. Estimated amount of contracts remaining to be executed on capital account
and not provided for ( Net of advances ) 564,710 114,628

4. Charge of hypothecation against the Company’s current assets in favour of
bankers for cash credit facilities also extends to letters of credit issued and
guarantees given by the Company’s bankers
Aggregate value of such letters of credit outstanding 830,047 579,880

Aggregate value of such guarantees outstanding 249,867 436,340

5. Security:

a. Term Loan of Rs 30 crores availed from HDFC Bank Ltd. is secured by hypothecation by way of first charge
of specific movable Plant and Machinery.

b. Term Loan of Rs 18.50 Crores availed from GE Capital Services India, is secured by hypothecation by way
of an exclusive charge over the Company’s Raytheon Beechcraft King Air B200 aircraft.
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6. Payments to Auditors (Inclusive of Service Tax as applicable) :
Rs in 000’s

Particulars 2005-06        2004-05

Statutory Auditors  (  A  )

a ) As Auditors 3,306 2,535

b ) In other capacity:
For Tax Audit 551 441
For Certificates 94 109
For expenses 274 204

Total 4,225 3,289

Branch Auditors of Castings Division, Solapur

a ) As Auditors 242 193

b ) In other capacity :
For Tax Audit 33 27
For Certificates - 4
For expenses 15 21

Total 291 245

Cost Auditors  (  B  )

a ) As Auditors 358 276

b ) In other capacity:

For expenses 15 2

Total 373 278
Grand Total   (  A + B  ) 4,888 3,812

7. Details of Raw Materials Consumption  :

( i ) Raw materials and components consumed:

Particulars 2005-06 2004-05

Unit Quantity Rs in 000’s Quantity Rs in 000’s

a ) Steel and Steel strips MT 3,366 64,391 2,794 89,302
b ) Non-ferrous metals MT 1,373 123,780 1,229 109,915
c ) Components - 6,044,421 - 4,540,173
d ) Pig Iron MT 6,148 92,272 4,897 89,947
e ) C.I.Scrap MT 2,102 32,239 2,793 43,614
f ) Steel Scrap MT 4,050 66,875 2,685 45,274
g ) C.I.Boring MT 333 2,308 454 2,966
h ) High speed diesel oil KL 2,128 31,240 11,668 137,943
i ) Others - 88,324 - 66,580

Total 6,545,850 5,125,714

( ii )     Imported and indigenous raw materials consumption ( including components ) :

Particulars 2005-06 2004-05

Rs in 000’s            % Rs in 000’s                    %

a ) Imported 968,335 14.79 744,272 14.52

b ) Indigenous 5,577,515 85.21 4,381,442 85.48
Total 6,545,850 100.00 5,125,714 100.00
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8.       Details of purchase of Trading Goods:

Particulars 2005-06 2004-05

Unit Quantity Rs in 000’s Quantity Rs in 000’s

a ) Engines and Gensets Nos 28,641 577,092 33,044 640,123

b ) Coke MT - - 7,857 107,840

c ) K-Oil Ltrs 626,608 325,960 563,516 254,331

d ) HSFO Oil KL 112,163 1,449,417 127,346 1,139,737

e ) Others - 45,276 - 57,949

Total 2,397,745 2,199,980

9. C.I.F. value of Imports, Expenditure and Earnings in Foreign Currencies:
Rs in 000’s

Particulars 2005-06 2004-05

( A ) C.I.F. value of Imports:

( i ) Raw materials ( including components, material in transit,

Material in bonded warehouse ) 959,360 752,094

( ii ) Capital goods 393,180 112,152

( iii ) Goods for Trading Activity 1,480,465 1,366,296

Total 2,833,005 2,230,542

( B ) Expenditure in Foreign Currencies:

( i ) Interest 25,103 19,161
( ii ) Travelling 21,160 21,465
( iii ) Commission on Exports 32,127 22,869
( iv ) Advertisement & Publicity 3,481 6,565
( v ) Project / SW Support ( Capitalised ) 13,002 8,115
( vi ) Legal & Professional Fees 425 3,812
( vi ) Others 18,063 13,548

( vii ) At Foreign Branch

On Fixed Assets - 768

Others 4,163 4,559

Total 117,524 100,862

( C ) Earnings in Foreign Currencies:

( i ) F.O.B. value of Exports 1,285,852 898,882
( ii ) Miscellaneous Receipts 16,346 18,717

Total 1,302,198 917,599

( D ) Exchange ( gains )/Losses on account of fluctuations in

Foreign Currency rates:

( i ) Relating to Exports during the year as a part of “sales” ( 3,259 ) ( 4,207 )
( ii ) Relating to Imports during the year as a part of “Purchase” 1,972 10,411
( iii ) Other foreign exchange ( gains ) / losses recognized on

settlement/restatement of Current Assets, Liabilities and Borrowings

( a ) Adjustment to the cost of Assets 1,117 ( 1,064 )
( b ) Recognised in the Profit & Loss account ( 7,327 ) 347

Total ( 7,497 ) 5,487
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10. Foreign Exchange Derivatives and Exposures not hedged at close of the year

( A )  Foreign Exchange Derivatives Rs. in 000’s

Nature of Instrument Currency Sale / Purchase March 31, 2006 March 31, 2005

Forward Contracts USD Purchase 19,534 6,441
USD Sale 5,500 2,000
EUR Purchase 3,250 2,250
JPY Purchase 310,000 145,000

Option Contracts USD Purchase 500 3,500
USD Sale 3,500 1,500
EUR Purchase 1,000 2,250
JPY Purchase - 53,625

All derivative contracts stated above are for the purpose of hedging the underlying foreign currency exposure.

( B )  Exposure not hedged Rs. in 000’s

Nature of Instrument Currency March 31, 2006 March 31, 2005

Receivable USD 387 1,348
EUR 183 296
GBP 26 21

Payable
USD 5,755 3,182
EUR 147 84
GBP - 24
JPY 162,773 -

Loan USD 1,500 800
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11. Details of licensed and installed capacity, production, stock and turnover :

A ) Licensed and installed capacity and production

Sr. Class of Goods Unit Licensed Capacity Installed Capacity ( b ) Production meant for
No. Sale

2005-06 2004-05 2005-06 2004-05 2005-06 2004-05

1 Engines between
2.5 HP to 740 HP ( a ) Nos 271,400 271,400 113,394 93,827 113,394 93,827

2 Engines above
2400 HP to 10000 HP ( a ) Nos 26 26 5 6 5 6

3 Generating Sets between
5 KVA to 600 KVA ( a ) Nos. 11,800 11,800 5,474 2,995 5,474 2,995

4 Generating Sets between
1.6 MW to 4.4 MW ( a ) Nos. 14 14 6 5 6 5

5 Bimetal Bearings & Engine Nos.
Valves ( a ) and ( j ) ( 000's ) 105,050       91,250 42,707 39,830  42,707 39,380

6 Bimetal Strip-( a ) and © MT 11,981 11,981 2,809 2,713 2,808 2,713

7 C.I. Castings MT 26,200 26,200 12,889(d) 11,419 (d) 12,889 (d) 11,419 (d)

8 Investment Steel Castings MT 100 100 106 86 106 86

9 Electricity Kwh 135,000 135,000 54,822 67,441(e) 54,822 67,441(e)
( 000's)

10 Pump Sets Nos. 40,300 40,300 - - - -

11 R Type Engines ( f ) Nos. 8,000 8,000 8,000 8,000 - -

12 Air Compressors up to
1000 cfm Nos. 500 500 500 500 - -

13 Diesel/electric compressors
30 to 2500 cfm Nos. 500 500 500 500 - -

14 Garage compressors above
5 HP and parts Nos. 250 250 250 250 - -

15 Air receiver, inter coolers,
heat exchangers and parts
thereof Nos. 500 500 500 500 - -

16 Car lifts, washers and Nos.
 lubricants equipments 300 300 300 300 - -

17 Aluminium Castings MT NA NA 300 300 - -

18 Agricultural Implements MT 200 200 200 200 - -

19 Self Priming Pumps Nos. 3,500 3,500 3,500 3,500 - -

20 Camshafts Nos. 49,500 (g) 49,500 (g) - - - -

a Licenced capacity is given on the basis of IEM ( Industrial Entrepreneurs Memorandum ) received by the Company
during FY 2004-05

b Most of the plant and machinery being common for different products manufactured by the Company and installed
capacity being dependent on product mix, which in turn is decided by the actual demand for various products
from time to time and also on availing of subcontracting facilities, it is not feasible for the Company to indicate the
exact installed capacity.  The Company has, however,indicated the installed capacity on the basis of year’s
Product mix as certified by the Technical Personnel and accepted by Auditors, as correct, being technical matter.

c Includes 2,808  MT for internal consumption (Previous  year : 2,596 MT)

d Includes 6,594 MT for internal consumption (Previous  year   5,697 MT)

e Includes 976 kwh ( ‘000 )  [Previous  year : 1,546 kwh ( ‘000 ) ]  for internal consumption.
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f Unit closed.

g The Company has obtained Letter of intent ( ref : LI 2C93/16C92/Fc dated 15.01.1993 ) issued by Ministry of
Industry,  New Delhi to manufacture camshafts and crankshafts.

h The Company also holds permission to manufacture at its Ahmednagar plant, Gas Turbine up to 10 MW capacity
including packaging of various applications.

i The Company has filed Memorandum under Liberalised License Scheme to manufacture the following items:
1 )  Control Panels  2 )  Steam Turbine Generating sets  3 ) Steam Turbines.

j Production quantity represents number of components “meant for sale only” and includes components produced
and kept on hold due to technical reason in earlier years and  released after inspection, which being a technical
matter, is certified by technical personnel and accepted by auditors as correct.

k Includes 3,173 MT for internal consumption.

** Note Including 100 MT Investment Castings by way of diversification within the above Licensed capacity.

( B ) Stocks and Turnover :

Sr. Opening Stock Closing stock Turnover **Others

No. Class of Good 2005-2006 2004-2005 2005-2006 2004-2005 2005-2006 2004-2005 2005-06 2004-05

Nos Rs.in 000’s Nos Rs.in 000’s Nos Rs.in 000’s Nos Rs.in 000’s Nos Rs.in 000’s Nos Rs.in 000’s Nos Nos

1 Engines between
2.5 HP to 740HP 2,560 49,683 1,785 26,855 3,152 55,437 2,560 49,683 112,434 6,829,223 92,220 5,349,048 368 832

2 Engines above
2400 HP to 10000 HP - - - - - - - 5 197,895 6 311,282 - -

3 Generation sets
between 5 KVA to 278 19,855 211 8,111 278 34,771 278 19,855 5,408 1,101,697 3,766 475,193 66 -
600 KVA

4 Generation sets between
1.6 MW to 4.4 MW - - - - - - - - 6 303,009 5 242,844 - -

5 Bimetal bearings and
engines valves 2,344 46,029 1,229 28,216 2,344 44,506 2,344 46,029 39,534 915,822 35,782 877,166 3,173 -
(in Mn)

6 Bimetal strips -  - - - - - (0) - 2,808 - 117 12,030 - -

7 C.I. Castings 32 1,669 50 1,938 61 3,754 32 1,669 6,061 309,917 5,344 313,411 6,799 6,093

8 Investment Steel Castings 2  410 4 969 2 531 2 410 99 57,107 88 53,361 7  -

9 Eletricity 2,257 7,821 4,665 15,955 28 100 2,257 7,821 *55,522 34,212 *64,878 174,213 976 1,546

10 GoodsTraded - Engines 1,583 16,112 1,455 11,942 1,515 16,800 1,583 16,112 28,641 679,847 32,857 742,491 1 61

11 GoodsTraded - Coke(MT) - - -  -  - - - - - - 7,857 109,979  - -

12 GoodsTraded - K-oil (Liters) 20,002 6,677 9,856 4,438 17,597 5,590 20,002 6,677 628,854 414,213 553,269 317,572 159 101

13 GoodsTraded - HSFO Oil (MT) 150 1,451 - - - - 150 1,451 112,313  1,496,229 127,196 1,186,817 - -

14 Others - 26,160 - 24,617 - 31,488 - 26,160 - 1,614,186 - 1,320,578 - -

TOTAL 175,866 123,023 192,977 175,866 13,953,357 11,485,985

* Turnover in quantity and value is after adjusting  976 Kwh ( ‘000 ) [Previous Year : 3,425 Kwh ( ‘000 )] amounting
to Rs 8,135,006/- ( Previous Year: Rs 15,512,594/- ) on account of banking and wheeling charges as per agreement
with Karnataka Power Transmission co Ltd.

** includes free replacement, samples, captive consumption, scrap, shortages etc.
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12. Managerial Remuneration:

( a ) Commission payable to Managing Director, Joint Managing Director, Whole Time Directors and other Directors:

             Rs in 000’s

Computation of Net Profit and Directors’ Commission 2005-06

Profit for the year 2,005,874
Add:

Provision for taxation ( including Wealth Tax ) 453,821
Directors’ remuneration 104,312
Provision for doubtful debts & advances etc. ( Net ) 21,126

579,259
Less:

Profit on sale of Mutual Fund Investments ( Net ) 1,703
Surplus on sale of Investments 974,941
Provision no longer required written back 45,989
Excess of sales price over cost of assets sold 18,008 1,040,641

Profit for the purpose of Managerial Remuneration and
Directors’ Commission under Section 349 of the
Companies Act, 1956 1,544,492
Managing Director, Joint Managing Director and
Whole Time Directors’ Remuneration @10% 154,449
Restricted to 100,908
Non Whole time Directors’ Commission @1% 15,445
Restricted to 3,404

( b ) Details of payments and provisions included in the Profit and Loss Account on account of remuneration to
Managing Director, Joint Managing Director and Whole Time Directors

Rs in 000’s

Particulars 2005-06 2004-05

Salary 22,160 20,318

Contributions to:

Provident Fund 2,657 2,436

Superannuation Fund 3,321 3,045

Gratuity 1,023 1,240

Leave Travel Assistance 520 520

Leave Encashment 1,686 2,144

Commission 64,500 45,000

Perquisites 5,041 4,498

Total 100,908 79,201
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Gargi Industries
Gargi Steelchem Pvt. Ltd.
Gn Altech
Gurukrupa Industries
Heat Transfer Technics
Hindustan Manufacturers
I. B. Engineering
Indra Marshal Oil Engines
Innova Rubbers Pvt. Ltd.
Intertec  Engineers
Ishan Enterprises
J D Enterprises
J.B. Chemicals
Jadhav Industries
Jannhavi Filters
Jay Casting Co.
J-Cam Engineering Corporation
Jyoti Electric Co.
K & K Engg.
K.T.N. Metals
Kalpak Enterprises
Kantilal Chunilal & Sons Appl
Kapadiya Industries
Kaustubh Engg.services
Kivi Products
Kosak Engg. & Rubber Products Pvt. Ltd.
Kshitija Industries
Lakshmi Engineering Works
Laxmi Oil Pumps & Systems Pvt. Ltd.
Laxmi Engineers
Laxmi Industries
Laxmi Ratna Industries
Leena Engineering
Lonavala Engg. & Castings
Machweld Engineers
Mahesh Engineering Works
Mandar Industries
Manik Engg. Works
Marathwada Oil Chemicals
Mascot
Matchwell Engineering Pvt. Ltd.
Mayani Metals
Metal Products
Metallocraft Industries
Metallurgy Collaboration
Mona Rasayan Industries Pvt. Ltd.
Morval Industries Ltd.
Mrunal Industries
Multi-Tech Combines
Multitech Engineering
Nagesh Shell Moulding
Neha Enterprises
New Laxmi Industries
New Ramesh Industries
Nilam Engineers

Nirmitee Fibroplast
Om Enterprises
Padalkar Enterprises
Padma Industries
Parajiya Engineering Works
Perfect Coolers
Perfect Core Shop
Pooja Packers
Poona Coupling Pvt. Ltd.
Poona Pressings Pvt. Ltd.
Poona Shims Pvt. Ltd.
Power Industries
Prakash Diesels
Prakash Industries
Precision Engineering Works
Precision Components
Pundlik Sripati Jadhav
Pune  Metagraph
Purofil
Qualiturn Engineers
Quality Castings
R R Metal Pressing Company
R.B. Electronics
R.K. Manufacturers
Rahul Auto Stampings Pvt. Ltd.
Raj Engg. Works
Raj Fabricators
Raj Rajeshwari Founders
Raja Rubbers & Tubes Pvt. Ltd.
Rajavir Industries
Rajdeep Engineering Works
Rajratna Foundry
Ramson Polypack Pvt. Ltd.
Ravi Accurate Engineers Pvt. Ltd.
Ravindra Engineers
Raysons Industries
Recosan
Revansiddh Industries
Reynolds Chemequip Pvt. Ltd.
Rico
Rocket Engg. Corpn. (Pvt.) Ltd.
S S Foundry
S.B.Founders
S.H.D. Machine Tools
S.V.Engineering Works
Sadanand Enterprises
Sai Chamtech
Sai Samarth Industries
Samarth Engineering Works
Sanchit Engineering
Sanjeev Auto Parts Manufacturers Pvt. Ltd.
Saras Enterprises
Saras Plastics Pvt. Ltd.
Sarthak Engineers
Saswad Heat Transfer & Engg. Co. Pvt. Ltd.

Abhinav Alloys Pvt. Ltd.
Accuferrous
Accumax Industries
Accurate Core Shop
Adroit Engineers
Advin Diesels
Ajay Syscon Pvt. Ltd.
Akshay Foundry Services
Allied Founders Pvt. Ltd.
Almo Electrical Industries
Ambarati
Ameet Lubricants & Chemicals
Amol Castings
Applied Industries
Ashok Safe Mfg.Co.
Associated Road Carriers Ltd.
Atul Minerals
Auto Steel & Rubber Ind. Pvt. Ltd.
Autofit
Autoturn Industries
B.B.Chemicals Pvt. Ltd.
Belgaum Silicates & Chemicals
Bharat Automotive Pressings
(India) Pvt. Ltd.
Bharat Machine Tools
C.P. Engineering Works
Castomate Pvt. Ltd.
Castwell Industries
Chandrakant Shah & Company
Chopda Auto Parts
Consultechcombines Pvt. Ltd.
Corrugraphic
Cotmac Electronics Pvt. Ltd.
Cougar Paints Private Ltd.
Crystal Plastic Industries
D. D. Packers Pvt. Ltd.
D.D.Maindargi & Co. Saw Mill
Deck
Deep Engineering Services
Deshmukh Rubber Works Pvt. Ltd.
Deshpande Engg. Works
Electral Controls
Electro-Dip
Eureka Industrial Equipments Pvt. Ltd.
Fan Services
Flexo Graphica
Forth Leather Enterprises
Fourtech Engineers
G P Enterprises
Gajanan Metal Works
Ganesh Engg.Works
Ganesh Packing
Gangadhar Alloy Pvt. Ltd.
Garg Metals Pvt. Ltd.
Gargi Huttenes Albertus Pvt. Ltd.

13. The names of Small Scale Industrial Undertaking to whom the Company owes sums which are outstanding for

more than 30 days are given below. There are no amounts overdue and unpaid to small scale and / or ancillary

industrial suppliers on account of principal and/or interest as at the close of the year. This disclosure is on the basis

of information available with the Company regarding the status of suppliers as defined under the "Interest on delayed

payments to Small Scale and Ancillary Industrial Undertaking Act, 1993".
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Sbpt Technologies Pvt. Ltd.
Sciaky Wire Cut Pvt. Ltd.
Seva Industries
Shanti Iron & Steel
Sheetal  Enterprises
Shilp Enterprises
Shirodkar Packings (Pimpri)
Shirodkar Saw Mills
Shradha Engg. Works
Shree Engineering Works
Shree Engineering Works, BMS
Shree Kartik Engg.Works
Shree Rameshwar Engg. Works
Shreeram Engineering
Shri Industrial Corporation
Shri Padma Engineers
Shri Ramvijay Piston
Shri Sai Engineering
Shri Swami Samarth Industries
Shri Varudikrupa Industries
Shridhar Rubber Products
Shrijay Udyog
Shrikrishna Engg.Works
Shrikrupa Enterprises
Shrinidhi Agency

Siddhesh Engineers
Siddhi Hydro Carbon
Siddhivinayak Engg. Works
SLR Industries
Smita Engineering Company
Soudamini Instruments
Span Engineers
Spark Enterprises
Spa-Tial Engineering Pvt. Ltd.
Sri Laxmi Spares Pvt. Ltd.
Sunil Industries
Super Industries
Supreme Industrial Corpn.
Supreme Iron  (I) Pvt. Ltd.
Sushant Engg. Works
Sushil Engg. Works
Susira Industries
Suyash Enterprises
Suyash Industries
Suyog Engg. Works
Swastik Metal Industries
Swati Industries
Sweta Print Pack Pvt. Ltd.
Talab Engineering Company
Technocraft Engineering Works

Technograph Industries
Tejas Enterprises
The Agri Chemicals & Foundry
Thermo Electricals
Trillion Plastics Pvt. Ltd.
Turnwell Engineers Pvt. Ltd.
UGC Logistic Pvt. Ltd.
Unique Blastings Pvt. Ltd.
United Gaskets & Components Pvt. Ltd.
Unpa Engineering
Vadgama Industries
Varun Castings Co.
Varun Engineering
Vijay Copolymers
Vijay Engg. & Manu.
Vijay Industries
Vikas Industries
Vinmar Engineering
Vishal Engineering Company
Vishal Foundry
Vivek Enterprises
Worth Engineering
Yash  Enterprises
Young Industries

14. Research and Development Expenditure:
Rs in 000’s

Particulars 2005-06 2004-05

Revenue Expenditure 121,150 85,689

Capital Expenditure 30,260 40,962

Total 151,410 126,651

15. Investments made by the Company being of long term nature, diminution in the value of quoted investments, if any,
are not considered to be of a permanent nature. However provision of estimated diminution in the value wherever
considered necessary by the Management has been made in the Financial Statements.

16. The incremental liability in respect of gratuity payable to employees is provided on the basis of actuarial valuation,
however, contribution to Gratuity Fund is made on the basis of limits specified under the Income Tax Rules, 1962.

17. Segment information as required by Accounting Standard 17 issued by the Institute of Chartered Accountants of
India is set out in a separate statement annexed to the schedule.

18. Related parties, as defined under clause 3 of Accounting Standard ( AS 18 ) "Related Party Disclosures" issued by
The Institute of Chartered Accountants of India, have been identified on the basis of representation made by the
key management persons and taken on record by the Board. Disclosure of transactions with Related Parties are as
under.

( A ) Name of the related party and nature of relationship where control exists:

1. Companies controlled by Kirloskar Oil Engines Ltd.
Kirloskar Ferrous Industries Ltd.
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2. Associate Companies
Kothrud Power Equipments Ltd.
Kirloskar Kisan Equipments Ltd.
Mahila Udyog Ltd.
G.G.Dandekar Machine Works Ltd.

3. Joint Venture Companies
Kirloskar Toyoda Textile Machinery Pvt. Ltd.
Denso Kirloskar Industries Pvt. Ltd.
Kirloskar Kenya Ltd.
T. G.Kirloskar Automotive Pvt. Ltd.( Associate Company till 9th September 2005 )
Toyota Tsusho India Pvt Ltd ( Formerly Steel & Logistics Centre Pvt. Ltd. )
Toyota Kirloskar Auto Parts Pvt. Ltd.

4. Companies controlled by Key Management Personnel
Cees Investments & Consultants Pvt. Ltd.
Navsai Investments Pvt. Ltd.
Achyut & Neeta Holding & Finance Pvt. Ltd.
Alpak Investments Pvt. Ltd.

5 . Key Management Personnel & their relatives

Key Management Personnel
Relatives

Name Designation

Atul C. Kirloskar Chairman & Managing Director Arti A. Kirloskar, Gauri A. Kirloskar, Aditi A.
Kirloskar, Sanjay  C. Kirloskar, Rahul C.
Kirloskar,  Suman C. Kirloskar

Gautam A Kulkarni Joint Managing Director Jyotsna G. Kulkarni, Nihal G. Kulkarni Ambar
G. Kulkarni, Ashwini H. Parulkar, Achyut N.
Kulkarni, Neeta A. Kulkarni

Rahul C. Kirloskar Whole time Director Alpana R. Kirloskar, Aman R. Kirloskar,
Alika R. Kirloskar, Atul C. Kirloskar,
Sanjay C. Kirloskar, Suman C. Kirloskar

A.N. Alawani Whole time Director Shilpa A. Alawani, Ashutosh Alawani,
( upto 31 August 2005 ) Ashok N. Alawani, Atul N. Alawani,

Meena Dhavale,  Sudha N. Alawani

D.R. Swar Whole time Director Smita D. Swar, Sameer D. Swar,
Yogita S. Narvekar, Gauri D. Swar,
Subhash R. Swar, Shekhar R. Swar,
Nalini N. Pangam, Neela A. Mirkar,
Mangal D. Pokale, Ramakrishna N. Swar,
Nalini R. Swar

R. R. Deshpande Whole time Director Veena R. Deshpande, Kaustabh R.
( w.e.f. 29 April 2005 ) Deshpande, Saurabh R. Deshpande,

D. R. Deshpande,  P. R. Deshpande,
R. G. Deshpande,  Leela R. Deshpande
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( B ) Related Party Transactions (Rs. in 000’s)

Nature of Transaction Year Companies Associate Joint Venture Key Relatives
controlled Companies Companies Management of  Key
by  KOEL Personnel Management

Personnel

Sale of Goods 2005 – 06 117,362 - 23,368 - -
2004 – 05 225,822 - 25,692 - -

Purchase of Goods 2005 – 06 294,684 34,051 - - -
2004 – 05 286,646 33,645 - - -

Other Expenses 2005 – 06 13,425 - - - -
2004 – 05 - - - - -

Rendering of Services 2005 – 06 - - - 100,908 720
2004 – 05 5,776 - - 79,201 720

Rent Paid 2005 – 06 6,000 - - 662 3,463
2004 – 05 6,000 - - - -

Dividend Received 2005 – 06 113,379 3,567 2,627 - -
2004 – 05 - 101,080 - - -

Lease Rent Received 2005 – 06 35,044 115 - - -
2004 – 05 35,044 115 - - -

Sale of assets 2005 – 06 - - - - 42,700
2004 – 05 - - - - -

Loans & advances given 2005 – 06 - 2,135 - - -
2004 – 05 - 1,000 - - -

Investments made 2005 – 06 - - - - -
2004 – 05 - 189,232 - - -

Investments sold 2005 – 06 - - - - -
2004 – 05 - (424,226) - - -

Guarantees given 2005 – 06 - - - - -
2004 – 05 400,000 - - - -

Outstanding as on
31 March 2006

Receivables 2005 – 06 186,393 - 21,128 - -
2004 – 05 212,935 - 20,284 - -

Payables 2005 – 06 29,660 1,614 - 64,500 -
2004 – 05 21,571 421 - 45,000 -

Loans & Advances 2005 – 06 - 2,135 - - -
2004 – 05 - - - - -

Investments 2005 – 06 1,266,334 51,979 875,303 - -
2004 – 05 1,266,334 241,210 133,317 - -

Guarantees 2005 – 06 250,000 - - - -
2004 – 05 500,000 - - - -

19. The equity shares of the Company were sub-divided w.e.f. 18 August 2005. For every one share of Rs 10 each,
five equity shares of Rs 2 each were issued. Consequently, the number of equity shares of the Company is
changed from 19,417,238 shares of Rs 10 each to 97,086,190 equity shares of Rs 2 each. All the related references
for the previous year have been restated for the sake of comparability.

20. The Company did not have any subsidiaries during the year. The Company holds 27,000,000 equity shares in
Kirloskar Ferrous Industries Limited ( KFIL ), which works out to 37.38% of its equity capital. The Company also
holds 104,686,253 Cumulative Redeemable Preference Shares ( CRPS ) in KFIL on which, dividend is in arrears
in respect of 72,220,000 Preference Shares. By virtue of Section 87( 2 )( b ) of the Companies Act, 1956, KOEL
is entitled for voting rights on every resolution passed in the General Body Meeting of KFIL. With this, the Company’s
voting power in KFIL exceeds 50%. In spite of this, KFIL is not considered as a subsidiary of the Company since
voting power resulting out of arrears of preference dividend is considered to be of temporary nature.

In view of this, Accounting Standard AS 21 “Consolidated Financial Statement” issued by the Institute of Chartered
Accountants of India is not applicable.
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21. As required by Accounting Standard ( AS 22 ) “ Taxes on Income” issued by The Institute of Chartered Accountants
of India, which is mandatory in nature, the Company has recognised deferred taxes, which result from timing
differences between book profits and tax profits for the year aggregating Rs 30,821,180/- in the Profit and loss
Account, the details of which are as under:

                                                                                                                                                             Rs. in 000’s

Particulars Balance as at Arising During Balance as at
1 April  2005 the year 31 March

2006

( i )   Deferred Tax Liabilities
a ) Depreciation 181,142 14,673 195,815
b ) Lease Adjustment account   33,382 ( 3,957 ) 29,425

Total ( a+b ) [i] 214,524 10,716 225,240

( ii ) Deferred Tax Assets
a ) Disallowance under section 43B

of Income Tax Act 80,767 ( 13,574 ) 67,193
b ) Provision for doubtful debts and Advances 56,020 ( 7,795 ) 48,225
c ) VRS compensation 10,881 ( 8,706 ) 2,175
d ) Others     185 9,970 10,155

Total ( a+b+c+d ) [ii] 147,853 ( 20,105 ) 127,748

Deferred Tax Liability ( Net ) [i-ii] 66,671 30,821 97,492

22. The disclosures required by Accounting Standard – 26 “Intangible Assets” are as follows:
                           Rs in 000’s

Intangible Assets Drawings  & Computer Total
Designs  Software

Gross Carrying Amount
As at 31 March 2005 133,703 23,410 157,113
Additions - 14,081 14,081
As at 31 March 2006 133,703 37,491 171,194
Amortisation
Up to 31 March 2005 131,302 2,505 133,807
For the Year 493 5,491 5,984
Up to 31 March 2006 131,795 7,991 139,791
Net Block
As at 31 March 2006 1,908 29,501 31,403
As at 31 March 2005 2,401 20,905 23,306

a. Useful life 115 months 60 months
b. Amortisation method Straight Line Straight Line

23. The disclosures required by Accounting Standard – 29 “Provisions, Contingent Liabilities, Contingent Assets”

 Rs in 000’s

Class of Provision Carrying amount Provision made / Amounts used Carrying
as on  Increase in during the  amount as on

1 April  2005 Provision year  31 March 2006

Warranty 122,813 184,684 137,048 170,449

Long Service Merit Benefit 13,610 161 1,181 12,590

Total 136,423             184,845 138,229 183,039
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 i. Nature of Obligation :

a. Warranty is given to customers at the time of sale of engines and generating sets manufactured. Warranty
cost includes expenses in connection with repairs, free replacement of parts / engines and after sales services
during warranty period which varies from 1 year to 4 years.

b. Long Service Merit Benefit is accounted as per the terms of agreement with Employees’ Trade Union in
respect of eligible employees.

ii. Expected Timing of resulting Outflow:
a. Majority of warranty cost will be incurred in the next financial year and balance will be incurred in the following

years.
b. Long Service Merit Benefit will be incurred at the time of resignation or retirement of eligible employees.

24. Disclosure required as per clause 32 of the Listing Agreement are as follows:
Rs in 000’s

Loans and Advances Investments

Name of the Company Amount Maximum Amount
outstanding  balance outstanding

as at  31 March outstanding as at
2006 during 31 March

the year  2006

Associates
Kothrud Power Equipments Ltd. - - -
Kirloskar Kisan Equipments Ltd. - - 16,500
Mahila Udyog Ltd.* 2,135 8,328 -

G.G.Dandekar Machine Works Ltd. - - 35,479

* Interest free advance. No repayment schedule.

There are no loans and advances in the nature of loans to firms/companies in which Directors are interested.

25. The Company, in order to hedge its price exposure on imports of “Decanalised Petroleum Products” viz Fuel Oil,
has entered into Hedging Contracts on Over The Counter ( OTC ) assessments, in terms of Para 6 of Notification
Number FEMA 25/RB-2000 dated 3  May 2000, on the basis of RBI approval accorded to the Company.

Consequently any difference arising in floating price and contracted price on each settlement of the contract, is dealt
with in the respective heads of account. During the year net gain has been adjusted in purchase cost of Fuel Oil.

Though the Company is not exposed to the price risk arising out of positions, it has with its counter parties, the
exposure as on  31 March 2006 is as follows:

 1 ) SWAPS :     4,500 mt

2 ) OPTIONS : 90,000 bbl

3 ) OPTIONS :     4,500 mt

26. Previous year’s figures have been re-grouped wherever considered necessary to make them comparable with
those of the current year.

27. Figures less than Rs 500 have been shown at actuals in bracket as the figures have been rounded of to the
nearest thousands.

28. Information required in terms of Part IV of Schedule VI of the Companies Act, 1956 is attached.

Signatures to the Schedules 1 to 23, forming part of the Financial Statement

As per our attached report of  even date. For and on behalf of the Board of Directors.

For and on behalf of ATUL  C.  KIRLOSKAR GAUTAM A. KULKARNI
DALAL & SHAH Chairman & Managing Director Joint Managing Director
Chartered Accountants

SHISHIR DALAL SANJAY  D  PARANDE ADITI CHIRMULE
Partner Chief  Financial  Officer Company Secretary

Mumbai : 19  April   2006 Pune : 19  April  2006
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BALANCE SHEET ABSTRACT AND COMPANY’S GENERAL BUSINESS PROFILE
I. Registration Details

Registration No. L 2 9 1 1 2 P N 1 9 9 5 P L C 0 8 8 9 7 2

State Code 1 1 Balance Sheet Date 3 1 0 3 0 6

II. Capital raised during the year: ( Amount in Rs. Thousands )

Public Issue Rights Issue

N I L N I L

Bonus Issue Private Placement

N I L N I L

III. Position of Mobilisation and Deployment of Funds ( Amount in Rs. Thousands )

Total Liabilities Total Assets

7 9 5 1 2 4 4 7 9 5 1 2 4 4

Sources of Funds
Paid Up Capital Reserves and Surplus

1 9 4 1 7 3 6 9 8 9 5 7 2

Secured Loans Unsecured Loans

6 6 8 3 5 0 1 6 5 7
Application of Funds

Net Fixed Assets Investments

1 9 2 2 2 0 5 4 9 9 8 8 8 2

Net Current Assets Misc. Expenses

1 0 3 0 1 5 7 N I L

Accumulated Losses

N I L

IV. Performance of the Company ( Amount in Rs. Thousands )

Turnover Total Expenditure

1 5 6 8 7 0 1 4 1 3 2 2 7 3 1 9

V. Profit of Company
Profit/( Loss ) before tax Profit/( Loss ) after tax

+ 2 4 5 9 6 9 5 2 0 0 5 8 7 4

Earning per share ( Rs. ) Dividend Rate

2 0 . 6 6 % 2 0 0*

* Includes Interim Dividend of 100% ( Rs. 2 per share ) paid in February 2006.

VI. Generic name of three principal products/services of Company ( as per monetary terms )

Item Code No. 8 4 . 0 8

( ITC Code )

Product Description I N T E R N A L C O M B U S T I O N

D I E S E L E N G I N E S

Item Code No. 8 4 . 0 9

( ITC Code )

Product Description B I M E T A L B E A R I N G S

Item Code No. 8 5 . 0 2

( ITC Code )

Product Description G E N E R A T I N G S E T S

Item Code No. 7 3 2 5 9 9 . 0 9

( ITC Code )

Product Description C A S T I R O N C A S T I N G S A N D

I N V E S T M E N T / S T E E L C A S T I N G S
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