


Committed to the environment

While we meet our energy needs for today, we must not turn off the tap for tomorrow's
generation. At Kirloskar we believe in responsible industry leadership, creating profitable

growth in harmony with the environment.

t KFIL, we are committed to protect the environment through our
manufacturing processes. Our foundry which produces critical castings like
cylinder blocks and heads for the automobile and tractor industry, has been awarded the
status of “Green Foundry” by Indian Institute of Foundry men in 2004. A culture of

conscientious and responsible engineering has enabled us to not only cut down our

energy needs through process improvements but also generate more electricity out of

our waste heat.




KIRLOSKAR FERROUS INDUSTRIES LIMITED éggg%?eport

16" Annual Report for the
financial year ended on 31" March, 2007

BOARD OF DIRECTORS

Mr. Atul C. Kirloskar Chairman

Mr. Sanjay C. Kirloskar

Mr. R. V. Gumaste Managing Director
Mr. A. R. Jamenis

Mr. C. V. Tikekar

Mr. S. N. Inamdar

Mr. S. G. Chitnis

Mr. A. N. Alawani

COMPANY SECRETARY
Mr. C. S. Panicker

AUDITORS
M/s P. G. Bhagwat
Chartered Accountants

BANKERS

State Bank of India
Bank of Maharashtra
UTI Bank Ltd.

IDBI Bank Ltd.

ING Vysya Bank Ltd.
HDFC Bank Ltd.

REGISTRAR & TRANSFER AGENT
Intime Spectrum Registry Limited

Block No. 202, 2nd Floor,

Akshay Complex, Near Ganesh Temple,
Off Dhole Patil Road, Pune 411 001

REGISTERED OFFICE
13, Laxmanrao Kirloskar Road, Khadki, Pune - 411 003

FACTORY

1) Bevinahalli Village
P. O. Hitnal,
Taluk & Dist. Koppal
Karnataka - 583 234

2) Hotgi Road,
Shivashahi, Solapur,
Maharashtra - 413224

Information for shareholders Contents Page No.
16th Annual General Meeting Board of Directors 1
Date . Thursday, 26th July, 2007 Notice 3
Time : 11.30 A.M. Directors’ Report 6
Venue . Mahratta Chamber of Commerce, | Corporate Governance 15
Industries and Agriculture, Auditors’ Report 29
Tilak Road, Near Nehru Stadium, Balance Sheet 32
Swargate Corner, Profit & Loss Account 33
Pune 411002 Cash Flow Statement 34
Dates of Book Closure ;19" July, 2007 to 26" July, 2007 Schedules 1 to 20 35-50
(Both days inclusive) Forming part of Abstract &
Company's General Business Profile 51
Decade at a glance 53







KIRLOSKAR FERROUS INDUSTRIES LIMITED éggg%?eport

NOTICE

Notice is hereby given that the 16" Annual General Meeting of the Members of Kirloskar Ferrous Industries
Limited will be held on Thursday the 26" day of July, 2007 at 11.30 A.M. at Mahratta Chamber of Commerce,
Industries and Agriculture, Tilak Road, Near Nehru Stadium, Swargate Corner, Pune 411002 to transact the
following business:

ORDINARY BUSINESS
ItemNo.1:

To receive, consider and adopt the Audited Profit and Loss Account for the financial year ended on 31* March,
2007 and the Balance Sheet as at that date and also the reports of the Auditors and the Board of Directors
thereon.

ItemNo.2:

To appoint a Director in place of Mr. Sanjay C. Kirloskar, who retires by rotation and being eligible, offers
himself for re-appointment.

ItemNo.3:

To appoint a Director in place of Mr. Chintaman V. Tikekar, who retires by rotation and being eligible, offers
himself for re-appointment.

ItemNo.4:

To appoint a Director in place of Mr. Sudhakar G. Chitnis, who retires by rotation and being eligible, offers
himself for re-appointment.

ItemNo.5:

To appoint Auditors to hold office from the conclusion of this Annual General Meeting to the conclusion of the
next Annual General Meeting and to fix their remuneration.

By order of the Board of Directors
Registered Office :
Laxmanrao Kirloskar Road,
Khadki, Pune 411 003.

C.S.Panicker
Pune : 28th April, 2007 Company Secretary




NOTES:

i)

i)

vi)

vii)

viii)

The Register of Members and the Share Transfer Books of the Company will remain closed from
19" July, 2007 to 26" July, 2007 (both days inclusive) in connection with the 16" Annual General
Meeting.

A MEMBER OF THE COMPANY ENTITLED TO ATTEND AND VOTE AT THE SAID MEETING IS
ENTITLED TO APPOINT A PROXY TO ATTEND AND VOTE INSTEAD OF HIMSELF AND THE
PROXY NEED NOT BEAMEMBER OF THE COMPANY.

Proxies if any, in order to be effective, must be received at the Registered Office of the Company at
Pune, notlater than 48 hours before the time fixed for the meeting.

Proxies shall not have any right to speak at the meeting.

Members who hold shares in physical form are requested to advise the Company immediately of any
changeintheiraddresses.

Members who hold shares in dematerialised form are requested to intimate details regarding change of
address, etc. to the Depository Participants where they have their D-mat accounts.

Members may avail of the facility of dematerialisation by opening D-mat accounts with the Depository
participants of either National Securities Depository Limited or Central Depository Services (India)
Limited and get equity share certificates held by them dematerialised.

Members, who hold shares in dematerialised form, are requested to bring their Client Id and DP Id for
easy identification.

Since Company's shares are in compulsory Dematerialised trading, to ensure better investor service
and elimination of risk of holding shares in Physical form, it is requested that the shareholders holding
shares in Physical form to get their shares dematerialised at the earliest.

In case members wish to ask for any information about accounts or operations of the Company, they
are requested to send their queries in writing at least 7 days before the date of the meeting so that the
information can be made available at the time of the meeting.

Members / Proxies are requested to bring their attendance slip duly filed in.

Members are requested to bring their copy of Annual Report for the meeting.

Members having multiple folios are requested to intimate to the Company such folios to enable the
Company to consolidate all shareholdings into one folio.
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EXPLANATORY STATEMENT PURSUANT TO
CLAUSE 49 OF THE LISTING AGREEMENT

ITEM NO. 2 OF THE NOTICE
Mr. Sanjay C. Kirloskar retires by rotation, and being eligible, offers himself for re -appointment.

He holds 380 (0.0003%) equity shares in the Company.

ITEM NO. 3 OF THE NOTICE
Mr. C. V. Tikekar retires by rotation, and being eligible, offers himself for re-appointment.

He holds 6,000 (0.004%) equity shares in the Company.

ITEM NO. 4 OF THE NOTICE
Mr. S. G. Chitnis retires by rotation, and being eligible, offers himself for re-appointment.

He holds 1,900 (0.0014%) equity shares in the Company

By order of the Board of Directors,
Registered Office :
13, Laxmanrao Kirloskar Road,
Khadki, Pune 411 003.

C. S. Panicker
Pune : 28th April, 2007 Company Secretary




DIRECTORS' REPORT TO THE MEMBERS

Your Directors have pleasure in presenting this 16" Annual Report together with Audited Accounts for the
year ended 31* March, 2007.

1.

FINANCIAL PERFORMANCE :

(Amount in Rupees)

2006-2007 2005-2006
Income 5,287,571,734 4,871,979,263
Profit before tax 665,595,413 397,597,651
Provision for:
Deferred tax 183,261,411 131,762,836
Fringe Benefit Tax 1,341,036 1,609,804
Minimum Alternate Tax 39,620,000 3,400,000
Wealth tax 145,512 108,803
Adjustment of previous year (net) (3,400,000) —
Profit after tax 444,627,454 260,816,208
Appropriation:
Dividend on Preference Shares :
12% Redeemable Cumulative non convertible Preference shares 35,864,091 38,959,503
1% Redeemable Cumulative non convertible Preference shares 6,648,197 188,830,677
Tax on Dividend 5,962,348 31,947,573
Profit after appropriation 396,152,818 1,078,455
Balance of Profit / (Loss) brought forward from previous year (379,117,455) (380,195,910)
Balance carried to Balance Sheet 17,035,363 (379,117,455)

Dividend:

Your Company achieved profit for the fifth consecutive year and posted a profit after tax of Rs. 444.63
Million in 2006-07.

Your Company has paid dividend of Rs. 35.86 Million on 32,466,253 --12% Redeemable Cumulative
non convertible Preference Shares and dividend of Rs.6.65 Million on 72,220,000 --1% Redeemable
Cumulative non convertible Preference Shares which were redeemed on 3rd March 2007.
2. MANAGEMENT DISCUSSION AND ANALYSIS:
A. Economy and Industry Overview:
The World economy showed an impressive growth of 5.1% for the year 2006-07. This was
contributed by Emerging and Developing markets which grew by 7%. The oil and metal prices

have peaked new heights.

During the year 2006-07 the Indian economy witnessed a growth more than 8% .
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The performance of Indian Auto Industry was impressive. The production / sale of light vehicle
assembly touched 1.52 Million in 2006 and is expected to grow @ 12.5% CAGR to reach 2.75
Million by the year 2011. The Auto Mission Plan draft released by the Ministry of Heavy Industry
aims at doubling the contribution from Auto Industry by 2016.

The Tractor Industry posted an impressive growth for the third consecutive year and export of
tractors constituted 11% of the total production.

The good performance by the Auto and Tractor Industries enabled a favourable market demand
for the sale of castings.

On Iron and Steel front, the crude steel production in India reached a level of 50 Million Tonnes in
2006-07 and is expected to grow to 110 Million Tonnes by 2020. In consequence thereof the
demand for Metallurgical coal and coke are also expected to show an increasing trend.

There was a good demand for pig iron both in the domestic as well as in the international market,
which helped the marketing of the entire pig iron in the market, in spite of the fact that many new
players got added during the year.

The outlook on Indian economy looks good as India is set to become third largest economy after
China and USA by the year 2020. The 11" plan projects a GDP growth of 9%. However the
Inflation levels hovering around 6% has become a matter of concern.

The entire economic scenario has made the business more challenging in terms of precise
planning, timely execution and driving down the manufacturing cost.

There has been a steep rise in the interest rates on borrowings during the year under review. This
has set another challenge of properly managing the working capital by maximising the
productivity of various resources.

The rupee has also been appreciating against the dollar giving some relief to the importers who
depend on crude oil, metals and other raw materials for their operations.

With the growth in various sectors of the economy, the Indian Industry has now started feeling the
crunch of talented and skilled manpower as they are facing the vagaries of high attrition rate.

Company Performance:

During the year under review, your Company achieved sales of Rs.5251 Million (previous year
Rs. 4827 million) resulting in marginal increase in sales by 9% over the previous year. The sales
value increased as compared to previous year due to the increase in sales of pig iron and
castings. There has been an increase in growth in volume of castings by 32% and improved
realisation in pig iron.

The profit before tax for the year under review stood at Rs. 665.59 Million as compared to
Rs. 397.60 Million of the previous year after providing for depreciation and amortization.

The increased profitability was due to effective manufacturing cost controls and coke purchase
strategy and improved realisation in pig iron.

Having experienced some erratic peaks in the prices of imported coke in the past, your Company
had adopted sourcing of indigenous coke by opting for coal to coke conversion. However during
the year under review, your Company did not exercise this option as the imported coke price was
favourable.

Your Company has entered into negotiations with the Workmen Union on their charter of demand.
Efforts are on to arrive at a settlement.




During the year under review your Company has been able to reduce the quantum of loans, wipe
of accumulated losses and redeemed the preference shares thus ensuring a better financial
position.

Company has purchased one mini blast furnace and turbo generators which were earlier taken on
lease.

Operational Performance
Pig iron prices were relatively stable as compared to the price variations experienced in the

previous years.

The coke prices which were at a level of USD 156/MT at the beginning of the year increased
steadily to reach a level of USD 215/MT towards the close of the year. The prices of iron ore
continued to increase through out the year, on account of the continued additional demand from
China as well as from the domestic industry.

The iron ore prices (ex-mines) during the year under review have risen by 20% over the previous
year.

Increased diesel cost had its impact on the logistic cost of raw materials.
The productivity in the pig iron plant has steadily improved by 11.76 %.

There has been a reduction in liquid metal production by 2% on account of the stoppage of mini
blast furnace for 55 days for completing the relining work and other repair works.

Your Company sold 206,365 MT of pig iron valued at Rs. 3017 Million as compared to 221,218MT
valued at of Rs. 3067 Million in the previous year.

With the increased demand for castings from both the auto and the tractor industry, your
Company was able to sell castings aggregating to Rs.1657 Million as compared to Rs.1185
Million in the previous year.

There has also been an improvement in the production of net good castings.

Cost Control:

Your Company has adopted following measures to reduce the cost :

1. Introduction of alternate low cost materials as substitute for part of the present materials

without compromising on quality of the product.

2. Improvement in the flooring in the raw material yard has contributed to the reduction in the
wastage.

3. Improvements in casting handling system have resulted in reduction in the damages of
castings at shake out stage and in the casting storage area of the foundry.

4. Streamlining of core trolley movement and handling have resulted in reduction in the
damage / rejection of cores.

Concerns and Threats:
Entry of new players into the pig iron market may affect the pig iron realisation due to competition.

Continuous increase in iron ore price will result in increase in input costs and thereby putting
pressure on realisation.

Coke is an important material required for the manufacture of pig iron. Any rise in the price or
change in duty structure or change in the policy of the Chinese Government may adversely affect
the availability / cost of the coke.
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The foundry at Solapur acquired by the Company during the year under review, requires
upgradation and restructure. High pressure moulding line has been planned to be installed and
also the total infrastructure at Solapur foundry will be revamped.

High turnover of the experienced managers is an area of concern. Company is making all efforts
to retain the talent through proper rewarding and career planning system.

Wage negotiation with Workmen Union is yet to be completed. Presently the settlement of
Charter of Demand has been referred to the Industrial Tribunal by the Government of Karnataka,
for hearing and final disposal. However efforts are also made to arrive at an amicable settlement.

Prospects for the Current Year:

The world growth in 2007 is projected to be driven more from Asia Pacific Region and China and
India in particular. It is expected that India's GDP will grow at around 8% for the financial year
2008. This will support increase in steel consumption in the country, there by sustaining the
demand for the pig iron. The auto industry as well as tractor industry is expected to register
growth for the coming year as well. Export of tractors to developed countries is also on an
increasing mode.

The Government's continued thrust on irrigation and agricultural credit will continue to support the
tractor demand. Therefore, your Company expects to have good demand for its castings.

In order to become cost competitive, the Company has identified the following projects for cost
saving:

1. Installation of stoves to reduce coke consumption and increase productivity in the blast
furnace plants.

2.  Construction of Railway siding within the factory premises to reduce the logistics cost. Your
Company is completing the process of acquisition of land required for the installation of
Railway siding.

3. Installation of casting handling device and effective cooling system at casting evacuation
section in foundry to improve the handling system and thereby reduce the casting damages.

Price of iron ore is rising owing to the increased demand in the domestic as well as in
international market. There is some progress to get iron ore mines on lease from Government of
Karnataka. This will reduce the dependency of iron ore supplies from private iron ore suppliers.

Your Company is also planning to enhance the machining capacity at Solapur by installation of
additional machines to increase the value addition.

Cautionary Statement:

Statements in this report, particularly those which relate to Management Discussion and Analysis,
describing the Company's objectives, projections, estimates and expectations may constitute
“forward looking statements” within the meaning of applicable laws and regulations. Actual results
may differ materially from those either expressed or implied.

Internal Control Systems and their adequacy:
The Company has a proper and adequate system of controls in order to ensure that all assets are
safeguarded against loss from unauthorized use or disposal. All transactions are properly

checked, verified, recorded and reported correctly.

Regular Internal Audit checks are carried out to ensure that the responsibilities are executed
effectively and that proper and adequate systems are in place.




Your Company implemented Integrated Information System on Informix RDBMS from April 1994.
The Company has commenced working on Web based applications and is moving towards
paperless office concept.

Your Company is also in the process of migrating from the present Informix RDBMS to Oracle
based system and is expected to complete the same during the financial year 2007-08.

Safety, Health and Environment :

Your Company is giving utmost importance to safety, health and environment related issues. The
employees are educated and trained to improve their awareness and skills.

All safety statutory requirements like licenses, mock drills under emergency conditions and testing
of lifting tackles and pressure vessels, etc. are being complied with. As a proactive approach,
periodical safety audit is conducted to identify and eliminate possible potential causes of
accidents.

Requirements of environmental acts and regulations are also complied with. Monitoring and
analysis of waste water, stack emissions and Ambient Air Quality are undertaken periodically to
verify whether the level of environmental parameters are well within the specified limits.
Immediate, corrective and preventive measures are undertaken in case of deviations from the
specified norms. [SO-14001:2004 for Environment systems has been re-certified for the
Company by the M/s IRQS, Chennai in December 2005.

Effluent treatment of waste products and suppression of fugitive emissions through sprinklers is
also carried out effectively. Massive tree plantation has been undertaken to improve the greenery
all around the plant.

Medical check up for the employees is being conducted at the pre-employment stage and
thereafter periodical check up is undertaken during the continuance of the employment period.
Based on the medical reports of the employees, necessary measures are taken to improve the
health condition of the employees. Your Company has appointed a full time Doctor and qualified
nurses for the Occupational Health Centre, which cater to the medical needs of the employees.

Social responsibility:

As a part of its corporate responsibility to the society, your Company has been supporting and
providing assistance to nearby villages by supply of good quality drinking water and educational
assistance for the village people. Also basic facilities such as roads, drainages, school building
and medical centre have been provided though the Trust set up by your Company. Biweekly
medical check ups by the specialist doctors with medicine is provided in the neighbouring village.
Seed money has also been provided to rural women for self employment scheme. Financial
assistance to needy farmers and supply of water for irrigation during summer are some measures
taken by the Company.

Human Resources:

Your Company considers human resource to be an important valuable asset for the organisation
and therefore constantly strives to attract and recruit best talent for the current and future needs.
The Company has taken necessary steps to upgrade the skills of present employees by
conducting various in-house training programs and courses. Further measures for the safety of
the employees are also adopted through training programs on safety and mock drills. As on 31*
March, 2007 the total number of salaried employees stood at 798. The Employer Employee
Relations have been generally cordial throughout the year. The last Wage agreement with the
Company's workman union expired on January 31, 2005. The worker Union has submitted its
Charter of Demand. Unfortunately, the settlement could not be reached on mutually agreeable
terms. Presently the settlement on the Charter of Demand has been referred to the Industrial
Tribunal by the Government of Karnataka, for hearing and final disposal. However efforts are also
made to arrive at an amicable settlement.
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