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DEFINITIONS AND ABBREVIATIONS

DEFINITIONS
Term Description
“BEML” or “the | Unless the context otherwise requires, refers to Bharat Earth Movers Limited, a public
Company” or “our | limited company incorporated under the Companies Act, 1956 having its registered
Company” or “Bharat | office at BEML Soudha, 23/ 1, 4™ Main, Sampangiramanagar, Bangalore — 560 027.
Earth Movers Limited”
“Subsidiary” Unless the context otherwise requires, refers to our subsidiary Vignyan Industries
Limited
“we” or “us” and “our” Refers to Bharat Earth Movers Limited and, where the context requires, its subsidiary,
namely Vignyan Industries Limited.

Issue Related Terms

Term

Description

Allotment

Unless the context otherwise requires, the issue of Equity Shares, pursuant to this
Issue.

Article/Articles of
Association

Articles of Association of our Company.

Auditors

The statutory auditors of our Company, being M/s. Rao Associates, Chartered
Accountants.

Bankers to the Company

Banks who have provided working capital facilities to the Company, in this case
being State Bank of India, State Bank of Mysore, State Bank of Saurashtra, Bank of
India, Canara Bank, Punjab National Bank, State Bank of Patiala, State Bank of
Bikaner and Jaipur, State Bank of Hyderabad, Bank of Baroda and Union Bank of
India.

Banker(s) to the Issue

ICICI Bank Limited, UTI Bank Limited, The Hongkong and Sanghai Banking
Corporation Limited, State Bank of India.

Bid An indication to make an offer during the Bidding Period by a prospective investor
to subscribe to our Equity Shares at a price within the Price Band, including all
revisions and modifications thereto.

Bid Amount The highest value of the optional Bids indicated in the Bid cum Application Form
and payable by the Bidder on submission of the Bid in the Issue.

Bid/Issue Closing Date The date after which the Syndicate will not accept any Bids for the Issue, which shall

be notified in an English national newspaper and Hindi national newspaper and a
newspaper in the regional language with wide circulation.

Bid cum Application Form

The form in terms of which the Bidder shall make an offer to subscribe to the Equity
Shares of our Company and which will be considered as the application for issue of
the Equity Shares pursuant to the terms of the Red Herring Prospectus.

Bidder

Any prospective investor who makes a Bid pursuant to the terms of the Red Herring
Prospectus and the Bid cum Application Form.

Bidding Period / Issue Period

The period between the Bid/Issue Opening Date and the Bid/Issue Closing
Date/Issue Closing Date inclusive of both days and during which prospective
Bidders can submit their Bids.

Bid / Issue Opening Date The date on which the Syndicate shall start accepting Bids for the Issue, which shall
be the date notified in an English national newspaper and a Hindi national newspaper
and a newspaper in the regional language with wide circulation.

BgSE Bangalore Stock Exchange

Board of Directors/Board The board of directors of our Company or a committee constituted thereof.

Book Building Process Book building route as provided under Chapter XI of the SEBI Guidelines, in terms

of which the Issue is made.




Term

Description

BRLM/ Book Running Lead | Book Running Lead Manager to the Issue, in this case being ICICI Securities
Manager Primary Dealership Limited having its office at ICICI Centre, 163, Backbay
Reclamation, H.T. Parekh Marg, Mumbai - 400020.

BSE The Bombay Stock Exchange Limited
CAN/ Confirmation of Means the note or advice or intimation of allocation of Equity Shares sent to the

Allocation Note

Bidders who have been allocated Equity Shares after discovery of the Issue Price in
accordance with the Book Building Process.

Cap Price

The higher end of the Price Band, above which the Issue Price will not be finalised
and above which no Bids will be accepted.

Companies Act

The Companies Act, 1956 as amended from time to time.

Cut-off Price

Any price within the Price Band finalised by us in consultation with the BRLM. A
Bid submitted at the Cut-off Price by a Retail Individual Bidder and Eligible
Employees under the Employee Reservation Portion is a valid Bid at all price levels
within the Price Band.

Depository

A body corporate registered under the SEBI (Depositories and Participant)
Regulations, 1996, as amended from time to time.

Depositories Act

The Depositories Act, 1996, as amended from time to time.

Depository Participant

A depository participant as defined under the Depositories Act.

Designated Date

The date on which funds are transferred from the Escrow Account to the Issue
Account after the Prospectus is filed with the RoC, following which the Allotment
will be made to successful Bidders.

Designated Stock Exchange

Bombay Stock Exchange Limited

Director(s)

Director(s) of Bharat Earth Movers Limited, unless otherwise specified.

Draft Red Herring
Prospectus

Draft Red Herring Prospectus issued in accordance with Section 60B of the
Companies Act, which does not have complete particulars on the price at which the
Equity Shares are offered and size of the Issue. It carries the same obligations as are
applicable in case of a Prospectus and will be filed with RoC at least three days
before the Bid/Issue Opening Date. It will become a Prospectus upon filing with RoC
after the pricing of Equity Shares.

Eligible Employee/
Employees (in the Employee
Reservation Portion)

The term “Eligible Employee”, as used in the context of the Employee Reservation
Portion, means a permanent employee of our Company who is an Indian national,
based in India and physically present in India on the date of submission of the Bid-
cum-Application Form. Also, such person should be a permanent employee of our
Company on the Bid/Issue Opening Date. “Eligible Employee”, if any, who is a
person resident outside India within the meaning of FEMA, is not eligible to invest in
the Issue.

Employee Reservation
Portion

The portion of this Issue being a maximum of 4,90,000 Equity Shares available for
Allocation to Eligible Employees.

Equity Shares

Equity shares of our Company of Rs. 10/- each unless otherwise specified in the
context thereof.

Escrow Account

Account opened with an Escrow Collection Bank(s) and in whose favour the Bidder
will issue cheques or drafts in respect of the Bid Amount when submitting a Bid.

Escrow Agreement

Agreement entered into amongst the, our Company, the Registrar, the Escrow
Collection Bank(s), the BRLM and the Syndicate Members for collection of the Bid
Amounts and for remitting refunds, if any, of the amounts collected, to the Bidders.

Escrow Collection Bank(s)

The banks, which are clearing members and registered with SEBI as Banker to the
Issue at which the Escrow Account will be opened in this case being ICICI Bank
Limited, UTI Bank Limited, The Hongkong and Sanghai Banking Corporation
Limited, State Bank of India.

FEMA Foreign Exchange Management Act, 1999, as amended from time to time, and the
regulations framed thereunder.
FII Foreign Institutional Investor (as defined under Foreign Exchange Management

(Transfer or Issue of Security by a Person Resident outside India) Regulations, 2000)
registered with SEBI under applicable laws in India.




Term

Description

Financial Year /fiscal / FY

Period of twelve months ended March 31 of that particular year, unless otherwise
stated.

First Bidder

The Bidder whose name appears first in the Bid cum Application Form or Revision
Form.

Floor Price

The lower end of the Price Band, below which the Issue Price will not be finalised
and below which no Bids will be accepted.

FIPB Approval Letter The FIPB Approval Letter as mentioned in the section titled “Regulations and
Policies” beginning on Page 87 of the Red Herring Prospectus.

Gol/Government The Government of India.

GoK The Government of Karnataka.

Indian GAAP Generally accepted accounting principles in India.

I.T. Act The Income Tax Act, 1961, as amended from time to time.

Issue / FPO/ Follow-on Public issue of 49,00,000 Equity Shares at the Issue Price pursuant to the Red

public offering Herring Prospectus.

Issue Price

The final price at which Equity Shares will be allotted in terms of this Red Herring
Prospectus, as determined by us in consultation with the BRLM, on the Pricing Date.

Issue Account

Account opened with the Banker(s) to the Issue to receive monies from the Escrow
Account for the Issue on the Designated Date.

Margin Amount

The amount paid by the Bidder at the time of submission of his/her Bid, being 10%
or 100% of the Bid Amount, as applicable.

Memorandum /

Memorandum of Association

The Memorandum of Association of our Company.

MoD

Ministry of Defence, Government of India

Mutual Fund Portion

5% of the QIB Portion of the Issue, being not less than 1,10,250 Equity Shares of Rs.
10/- each available for allocation on proportionate basis to the Mutual Funds only.

Mutual Funds

Mutual Funds registered with SEBI under the SEBI (Mutual Funds) Regulations,
1996.

NSE

The National Stock Exchange of India Limited.

Net Issue

The Issue other than the Employee Reservation Portion, in this case, being 44,10,000
Equity Shares.

Non-Institutional Bidders

All Bidders that are not eligible Qualified Institutional Buyers for this Issue or Retail
Individual Bidders and who have bid for an amount more than Rs. 100,000/-.
However, Bids by Non-Institutional Bidders who are persons resident outside India,
otherwise eligible to invest in the Issue, would be allowed only if and to the extent
permitted by the FIPB. Our Company has applied to the FIPB vide its letter dated
March 31, 2007, and the same has been approved by the FIPB. For details in relation
to the FIPB application and the FIPB approval, please refer to section titled
“Regulations and Policies” beginning on page 87 of this Red Herring Prospectus.

Non-Institutional Portion

The portion of the Issue being not less than 6,61,500 Equity Shares of Rs. 10/- each
available for allocation to Non-Institutional Bidders on a proportionate basis.

Non Residents

Non-Resident is a person resident outside India, as defined under FEMA..

NRI / Non-Resident Indian

Non-Resident Indian, is a person resident outside India, who is a citizen of India or a
person of Indian origin and shall have the same meaning as ascribed to such term in
the Foreign Exchange Management (Transfer or Issue of Security by a Person
Resident Outside India) Regulations, 2000.

OCB/Overseas Corporate
Body

A company, partnership, society or other corporate body owned directly or indirectly
to the extent of at least 60% by NRIs including overseas trusts, in which not less than
60% of beneficial interest is irrevocably held by NRIs directly or indirectly as
defined under Foreign Exchange Management (Transfer or Issue of Security by a
Person Resident Outside India) Regulations, 2000, as amended from time to time.
Pursuant to the existing regulations, OCBs are not eligible to participate in this Issue.

Pay-in Date

Bid/Issue Closing Date or the last date specified in the CAN sent to Bidders, as
applicable.

Pay-in-Period

(1) With respect to Bidders whose Margin Amount is 100% of the Bid Amount, the




Term

Description

period commencing on the Bid/Issue Opening Date and extending until the Bid/Issue
Closing Date, and (ii) with respect to Bidders whose Margin Amount is less than
100% of the Bid Amount, the period commencing on the Bid/Issue Opening Date
and extending until the closure of the Pay-in Date, as specified in the CAN.

Person/Persons

Any individual, sole proprietorship, unincorporated association, unincorporated
organization, body corporate, corporation, company, partnership, limited liability
company, joint venture, or trust or any other entity or organization validly constituted
and/or incorporated in the jurisdiction in which it exists and operates, as the context
requires.

Price Band

The price band with a minimum price (Floor Price) of Rs. [e] and the maximum
price (Cap Price) of Rs [] including revisions thereof.

Pricing Date

The date on which our Company in consultation with the BRLM finalise the Issue
Price.

Prospectus

The Prospectus, filed with the RoC containing, inter alia, the Issue Price that is
determined at the end of the Book Building Process, the size of the Issue and certain
other information.

Qualified Institutional
Buyers or QIBs

Public financial institutions as specified in Section 4A of the Companies Act, FIIs,
scheduled commercial banks, mutual funds registered with SEBI, multilateral and
bilateral development financial institutions, venture capital funds registered with
SEBI, foreign venture capital investors registered with SEBI, state industrial
development corporations, insurance companies registered with the Insurance
Regulatory and Development Authority, provident funds with minimum corpus of
Rs. 2500 lakh and pension funds with minimum corpus of Rs. 2500 lakh. However,
Bids by QIB’s, who are persons resident outside India, otherwise eligible to invest in
the Issue, would be allowed only if and to the extent permitted by the FIPB. Our
Company has applied to the FIPB vide its letter dated March 31, 2007 and the same
has been approved by the FIPB. For details in relation to the FIPB application and
the FIPB approval, please refer to section titled “Regulations and Policies” beginning
on page 87 of this Red Herring Prospectus.

QIB Portion

The portion of the Issue being 22,05,000 Equity Shares of Rs. 10 each at the Issue
Price, available for proportionate allocation to QIBs.

Registered Office

The registered office of our Company located at BEML Soudha, No. 23/1, 4™ Main,
Sampangiramanagar, Bangalore — 560027, Karnataka

Registrar /Registrar to the
Issue

Registrar to the Issue, in this case being Karvy Computershare Private Limited

Retail Individual Bidders

Individual Bidders (including HUFs and NRIs) who have bid for Equity Shares for
an amount less than or equal to Rs. 1,00,000/-, in any of the bidding options in the
Issue. However, Bids by Retail Individual Bidders who are persons resident outside
India, otherwise eligible to invest in the Issue, would be allowed only if and to the
extent permitted by the FIPB. Our Company has applied to the FIPB vide its letter
dated March 31, 2007 and the same has been approved by the FIPB. For details in
relation to the FIPB application and the FIPB approval, please refer to section titled
“Regulations and Policies” beginning on page 87 of this Red Herring Prospectus.

Retail Portion

The portion of the Issue being not less than 15,43,500 Equity Shares of Rs. 10 each
available for allocation to Retail Individual Bidder(s).

Revision Form

The form used by the Bidders to modify the quantity of Equity Shares or the Bid
Price in any of their Bid cum Application Forms or any previous Revision Form(s).

RHP or Red Herring Means the document issued in accordance with Section 60B of the Companies Act,

Prospectus which does not have complete particulars on the price at which the Equity Shares are
offered and the size of the Issue. The Red Herring Prospectus which will be filed
with the RoC at least 3 days before the Bid/Issue Opening Date and will become a
Prospectus after filing with the RoC after pricing and allocation.

RoC Registrar of Companies, Bangalore, Karnataka




Term Description

SCRR Securities Contracts (Regulation) Rules, 1957, as amended from time to time.

SEBI The Securities and Exchange Board of India constituted under the SEBI Act, 1992.
SEBI Act Securities and Exchange Board of India Act, 1992, as amended from time to time.
SEBI Guidelines SEBI (Disclosure and Investor Protection) Guidelines, 2000 issued by SEBI on

January 27, 2000, as amended, including instructions and clarifications issued by
SEBI from time to time.

SEBI Takeover Regulations | Securities and Exchange Board of India (Substantial Acquisition of Shares and
Takeover) Regulations, 1997, as amended from time to time.

Stock Exchanges BSE, BgSE and NSE.

Syndicate The BRLM and the Syndicate Members.

Syndicate Agreement The agreement to be entered into among our Company and the members of the
Syndicate, in relation to the collection of Bids in this Issue.

Syndicate Member ICICI Securities Limited

TRS or Transaction The slip or document issued by the Syndicate Members to the Bidder as proof of

Registration Slip registration of the Bid.

U.S. GAAP Generally accepted accounting principles in the United States of America.

Underwriters ICICI Securities Primary Dealership Limited and ICICI Securities Limited

Underwriting Agreement The Agreement among the members of the Syndicate to be entered into on or after
the Pricing Date.

ABBREVIATIONS

Abbreviation Full Form

AS Accounting Standards as issued by the Institute of Chartered Accountants of India

CAGR Compounded Annual Growth Rate

CDSL Central Depository Services (India) Limited

CIN Company Identification Number

CQA Controllerate of Quality Assurance

DIN Director Identification Number

EGM Extraordinary General Meeting

EPS Earnings per share

FCNR Account Foreign Currency Non Resident Account

FEMA Foreign Exchange Management Act, 1999

FIPB Foreign Investment Promotion Board

GIR Number General Index Registry Number

I-Sec ICICI Securities Primary Dealership Limited

KGF Plant at Kolar Gold Fields

LC Letters of credit

NAV Net Asset Value

NRE Account Non Resident External Account

NRO Account Non Resident Ordinary Account

NSDL National Securities Depository Limited.

P/E Ratio Price/Earnings Ratio

PAN Permanent Account Number

PAT Profit after tax

PBDIT/ PBIDT/ EBIDTA | Profit before depreciation, amortisation and interest

PBT Profit before tax

Plan/ Five Year Plan Development Plans prepared by the Planning Commission covering a period of five
years

PSU Public Sector Undertaking

RBI The Reserve Bank of India

RONW Return on Net Worth




Supreme Court The Hon’ble Supreme Court of India

TIN Tax payers Identification Number

VIL Vignyan Industries Limited

INDUSTRY RELATED TERMS

ADB Asian Development Bank

ARV Armoured Recovery Vehicles

BOOT Build, Own, Operate and Transfer

BOT Build Operate and Transfer

CAD Computer Aided Design

CAE Computer Aided Engineering

CAM Computer Aided Manufacturing

CCC Companhia Comercio E Construcoes

CIL Coal India Limited

CKD Completely Knocked Down

DDP Department of Defence Production

DEMU Diesel Electric Multiple Units

DMRC Delhi Metro Rail Corporation

DRDO Defence Research and Development Organization
EMU Electric Multiple Units

IFC International Finance Corporation

IR Indian Railways

MEMU Main Line Electric Multiple Units

NICMAR National Institute of Construction Management and Research
NSEW North South East West

NTPC NTPC Limited (earlier known as National Thermal Power Corporation Ltd)
OTR Off-the-road

RUP Recommendation-for-User-Profit

SAIL Steel Authority of India Limited

SKD Semi-knocked Down

USD or US$ | United States Dollar
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CERTAIN CONVENTIONS; USE OF MARKET DATA

Unless stated otherwise, the financial data in this Red Herring Prospectus is derived from our restated
unconsolidated financial statements prepared in accordance with Indian GAAP and included elsewhere in
this Red Herring Prospectus. Unless stated otherwise, the operational data in this Red Herring Prospectus is
presented on a consolidated basis and includes the operations of our Company and our subsidiary. Our
fiscal year commences on April 1 and ends on March 31 of each year, so all references to a particular fiscal
year are to the twelve-month period ended March 31 of that year. In this Red Herring Prospectus, any
discrepancies in any table between the total and the sums of the amounts listed are due to rounding.

There are significant differences between Indian GAAP and U.S. GAAP; accordingly, the degree to which
the Indian GAAP financial statements included in this Red Herring Prospectus will provide meaningful
information is entirely dependent on the reader’s level of familiarity with Indian accounting practices. Any
reliance by Persons not familiar with Indian accounting practices on the financial disclosures presented in
this Red Herring Prospectus should accordingly be limited. We have not attempted to explain those
differences or quantify their impact on the financial data included herein, and we urge you to consult your
own advisors regarding such differences and their impact on our financial data.

All references to “India” contained in this Red Herring Prospectus are to the Republic of India. All
references to “Rupees” or “Rs.” are to Indian Rupees, the official currency of the Republic of India. Rs.
lakh means Rs. 1,00,000. All references to “US$”; “U.S. Dollar” or “US Dollars” are to United States
Dollars, the official currency of the United States of America.

For additional definitions, please see the section titled “Definitions and Abbreviations” on page i of this
Red Herring Prospectus.

Unless stated otherwise, industry data used throughout this Red Herring Prospectus has been obtained from
industry publications and publicly available Government documents. Industry publications generally state
that the information contained in those publications has been obtained from sources believed to be reliable
but that their accuracy and completeness are not guaranteed and their reliability cannot be assured.
Similarly, while information contained in publicly available Govertnment documents relied upon for the
purposes of this Red Herring Prospectus is believed to be complete and reliable, but there can be no
assurance of the same.

As used in this Red Herring Prospectus, the terms, “Ninth Plan”, “Tenth Plan” and “Eleventh Plan” refer to
the Five Year Plans of the Government, and mean the Ninth Five Year Plan covering the period fiscal
1998-2002, the Tenth Five Year Plan covering the period fiscal 2003-2007 and the Eleventh Five Year Plan
covering the period fiscal 2008-2012, respectively.

vii



SECTION Il - RISK FACTORS
FORWARD-LOOKING STATEMENTS

We have included statements in this Red Herring Prospectus which contain words or phrases such as
“will”, “aim”, “will likely result”, “believe”, “expect”, “will continue”, “anticipate”, “estimate”, “intend”,
“plan”, “contemplate”, “seek to”, “future”, “objective”, “goal”, “project”, “should”, “will pursue” and

similar expressions or variations of such expressions, that are “forward-looking statements”.

Actual results may differ materially from those suggested by the forward looking statements due to risks or
uncertainties associated with our expectations with respect to, but not limited to, regulatory changes
relating to the mining & construction sector, defence sector and railways & metro sector in India and our
ability to respond to them, our ability to successfully implement our strategy, our growth and expansion,
including our ability to complete our expansion plans, technological changes, our exposure to market risks,
general economic and political conditions in India which have an impact on our business activities or
investments, the monetary and fiscal policies of India, inflation, deflation, unanticipated turbulence in
interest rates, foreign exchange rates, equity prices or other rates or prices, the performance of the financial
markets in India and globally, changes in domestic and foreign laws, regulations and taxes and changes in
competition in our industry.

For further discussion of factors that could cause our actual results to differ, see the section titled “Risk
Factors” beginning on page ix of this Red Herring Prospectus. By their nature, certain market risk
disclosures are only estimates and could be materially different from what actually occurs in the future. As
a result, actual future gains or losses could materially differ from those that have been estimated. Neither
our Company nor the members of the Syndicate, nor any of their respective affiliates have any obligation to
update or otherwise revise any statements reflecting circumstances arising after the date hereof or to reflect
the occurrence of underlying events, even if the underlying assumptions do not come to fruition. In
accordance with SEBI requirements, our Company and the BRLM will ensure that investors in India are
informed of material developments until such time as the grant of listing and trading permission by the
Stock Exchanges.
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RISK FACTORS

An investment in equity securities involves a high degree of risk. You should carefully consider all of the
information in this Red Herring Prospectus, including the risks and uncertainties described below, before
making an investment in our Equity Shares. Any of the following risks as well as the other risks and
uncertainties discussed in this Red Herring Prospectus could have a material adverse effect on our
business, financial condition and results of operations and could cause the trading price of our Equity
Shares to decline, which could result in the loss of all or part of your investment.

Internal Risks

Risks related to Objects of the Issue

1.

We have not placed orders for approximately 54% of the total plant, machinery and other
equipments proposed to be purchased by us as part of the objects of the Issue. We may face time and
cost overruns in relation to the same.

We have not yet entered into any definitive agreements or placed orders for machinery and equipment
amounting Rs. 14,127 lakhs out of total plant and machinery and civil works of Rs. 25,926 lakhs
required for our Project. We are subject to risks on account of inflation in the price of machinery and
other equipment that we require for the Project. Further, in respect of the machinery/equipment/other
project related services that we propose to import/procure from overseas, we may be subject to the
risks arising out of currency rate fluctuations. These factors may increase the overall cost of our
Project, and we may have to raise additional funds by way of additional debt or equity placement to
complete the objects of this Issue, which may have an adverse effect on our business and results of
operations.

We have not commissioned an independent appraisal by any bank or financial institution for the
objects of this Issue and the fund requirements are based primarily on management estimates.
Further, there is no monitoring agency appointed to monitor the use of proceeds of this Issue. There
can be no assurances that we will be able to implement the projects forming part of the objects of
this Issue at the cost and as per the schedule estimated by us and this could result in cost over run or
delays.

The purposes for which we intend to use the Issue proceeds, as mentioned in section titled “Objects of
the Issue” beginning on page 22 of this Red Herring Prospectus, has not been independently appraised
by any bank or financial institution. Further, appointment of monitoring agency is not mandatory for
the Issue in terms of Clause 8.17 of the SEBI Guidelines, and we have not opted for appointment of
any monitoring agency for monitoring the use of proceeds of the Issue.

We have not identified alternate sources of financing the objects of this Issue and any delay on our
part to raise money through this Issue or to arrange financing from alternate sources may delay the
proposed implementation of our plans

The total requirement of funds, as proposed in the section titled “Objects of the Issue”, is proposed to
be funded completely by proceeds from this Issue. We have not identified alternate sources of
financing for the same. Any shortfall in the proceeds of the Issue would be met with internal accruals
of our Company. Our profit after tax for the nine months ended December 31, 2006 was Rs. 11,142
lakhs and our reserves and surplus as on that date was Rs. 93,194.42 lakhs. However, there can be no
assurance that our present and future internal accruals will be adequate to cover such shortfall. Any
delay on our part to raise money through this Issue or to arrange financing from alternate sources,
including our internal accruals may delay the proposed implementation of our plans. For details, please
refer to section titled “Objects of this Issue” beginning on page 22 of this Red Herring Prospectus.



Funding for the R&D Centre of Excellence for Metro Coaches, a society registered under the
Karnataka Societies Registration Act, 1960, is to be received by way of Government grants. The
same are yet to be received.

One of the objects of this issue is contribution of an amount of Rs. 900 lakhs towards the R&D Centre
of Excellence for Metro Coaches. The R&D Centre of Excellence for Metro Coaches has been set up
as a society under the Karnataka Societies Registration Act, 1960. The setting up of this centre depends
substantially on funding by way of government grants. There are no alternate financing plans for
funding of the R&D Centre of Excellence for Metro Coaches and if the Government grants are not
received in a timely manner, or not received at all, it may adversely affect the setting up and the
operations of the R&D Centre of Excellence for Metro Coaches. For further details please refer to page
30 of this Red Herring Prospectus.

The implementation of the activities required pursuant to the objects of this Issue is dependent on
performance of external agencies. Any shortfall in the performance of these external agencies may
adversely affect our expansion plans.

The implementation of the activities required pursuant to the objects of this Issue is dependent on
performance of external agencies, which are responsible for construction of buildings, installation and
commissioning of plant and machinery and supply and testing of equipment. We cannot assure that the
performance of external agencies will meet the required specifications or performance parameters. If
the performance of these agencies is inadequate in terms of the requirements, this may result in
incremental cost and time overruns, which in turn may adversely affect our expansion plans.

The plant & machinery proposed to be purchased from the Issue proceeds include those, which need
to be imported and any fluctuation in the exchange rate may have an adverse impact on the cost of
the same.

We have placed or intent to place orders for purchase of equipment with certain foreign companies and
the same would be imported into India for our proposed project. An amount of Rs. 28,742 lacs is
proposed to be utilized out of the Issue proceeds for purchase of plant and machinery and civil work.
Of this orders worth Rs. 1180 lacs have been placed with overseas suppliers. Orders for plant and
machinery and civil work aggregating to Rs. 18,510 lacs have not yet been placed. In case such orders
are placed with overseas suppliers then 69% of the plant and machinery and civil work being
purchased out of the Issue proceeds could be exposed to foreign exchange fluctuations. A downward
fluctuation in the exchange rate could negatively affect the cost of the said machinery.

Any delay in the commencement of operations as scheduled as per the proposed expansion plan for
the projects being set up by us as part of objects of the Issue may affect our profitability.

We have embarked on setting up the metro coach manufacturing facility at Bangalore, modernisation
and upgradation of existing infrastructure including implementation of enterprise resource planning
and setting up of SMW Windmill for captive consumption. Delay in the timely commencement of
commercial operations at these projects may result in cost over runs and have a critical bearing on our
financial performance and may adversely affect the market price of the Equity Shares.

Business Related Risks

8.

A major proportion of our revenues historically have been dependent on the sale of earthmoving
and construction equipment to various core sectors of the industry. A substantial decrease in the
orders or the selling price for such equipment may adversely impact our revenues and profitability.

Our earthmoving and construction equipment business contributed 63% of total revenues for the year
ended March 31, 2006. The mining, irrigation, infrastructure, energy, steel and cement industries are
major users of our earthmoving and construction equipment. Decisions to purchase our equipments are
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11.

dependent upon performance of these industries. Prices of commodities in these industries are
frequently volatile and change in response to economic growth, commodity inventories and any
disruptions in production. Commodity prices lower than those assumed have the potential to negatively
impact our sales. In case the demand of output in these industries decreases, then the demand for our
products could also decrease. The rates of infrastructure spending, residential housing and commercial
construction play a significant role in our results. Our products are an integral component of these
activities, and as these activities increase or decrease, demand for our products may be significantly
impacted.

We depend significantly on a small number of customers for sale of defence equipments and railway
products. A substantial decrease in the orders placed on us by these customers or a decrease in the
selling price of these products may adversely impact our revenues and profitability.

The Ministry of Defence is our largest customer for defence products. Similarly, a substantial
proportion of our sale of railway products is currently made and is expected to be made to a small
number of customers such as Indian Railways, Delhi Metro Railway Corporation and other metro rail
transit agencies. For the year ended March 31, 2006, 32 % of our total revenue was derived from sale
of defence products to Gol. Further, 5% of our total revenues for the year ended March 31, 2006 was
derived from sale of railway and metro products to Gol and DMRC. The loss of Gol as our customer
would have a material adverse effect on financial statement of our Company. The number and value of
defence and railway products that we supply is likely to vary from year to year depending on the
government policies and budgets for defence and railway / metro transport. Further, in the past, our
entire revenue from supply of metro rail components has come out of supply to equipment to DMRC
for the phase I of the Delhi metro project. DMRC has recently floated tenders for phase III of the
Metro project and the same is open even to foreign companies. In the event that we are unable to
procure such contracts, it will affect our revenues and profitability.

Due to any future changes to government policies or budgets, the demand for our defence products and
railway products may reduce. In addition, there are a number of factors, other than our performance,
that are not predictable and could adversely affect our revenues from sale of defence products or
railway products.

The demand for our railway products such as passenger coaches and Metro coaches will depend on
the implementation schedule of metro and railway projects and growth of passenger traffic in
railways and metro rail transit system.

We manufacture and supply passenger coaches to Indian Railways and metro coaches to various metro
rail transit systems. The demand for passenger coaches and metro coaches will be dependent on
implementation schedule of metro and railway projects and the growth of passenger traffic in the
railway and the metro rail transit system. Passenger traffic in railways faces competition from other
means of transport such as road transport as well as from low-budget airlines. The metro rail transit
system in India is slowly evolving and its implementation could be delayed on account of project cost,
delays in land acquisition, etc. Our revenues from sale of railway products would depend on the
growth of the passenger traffic in railways and metro rail transit system and a lesser than expected
growth could adversely affect the demand for our railway products.

Our business of manufacture and sale of railway products has been yielding negative operating
profit margins. Further, this business segment has contributed less than 25% of our revenues in the
last three fiscal years.

We have been manufacturing and supplying railway products on a regular basis over past several
years. This business segment has contributed 1%, 6%, 5% and 3% of our revenues during FY2004,
FY2005, FY2006 and nine months ended December 31, 2006 respectively. The operating profit margin
for this sub-segment of business has been negative during the past 5 years mainly due to limited
discretion in the fixation of selling price and unavailability of raw material supplies at competitive
prices which is adversely affecting our operations. For the FY 2006, our business segment of railway
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and metro products contributed Rs. 10,582 lakhs i.e. about 5% of total revenues out of which Rs. 7,606
lakhs i.e. about 72% was contributed by railway products. For FY 2006, the segment result from
railway and metro products was Rs. (-)1,512 lakhs or (-)14% of the total revenue from this segment. If
the business conditions for railway products remain unfavourable for us, it shall continue to affect our
business adversely. For details, please refer the section titled Management Discussion and Analysis on
page 173 of this Red Herring Prospectus.

Our dependence on outside agencies / companies for the supply of technology and equipment for the
manufacture of earth moving equipments, defence equipment, railway equipments and mining
activities is substantial. Any constraint in our business relations with these agencies / companies
would affect our business and financial conditions adversely.

We have entered into agreements with foreign companies wherein these companies provide us with
timely updates on the latest technology and also supply essential components for the earth moving
equipments, defence equipment, railway equipments manufactured by us and our mining activities.
Please refer to page 92 of this Red Herring Prospectus for brief details on such agreements entered into
by our Company. Should there be any constraint in our relation with these companies in the future, our
business and financial conditions could be adversely affected.

Our Company had a negative cash flow in certain years during the last five fiscal years and the nine
months ended December 31, 2006.

Our Company had a negative cash flow from operations of Rs. 13,015.47 lacs and Rs. 14,062.69 lacs
for the period of nine months ended December 31, 2006 and for FY2005 respectively. Similarly, our
Company had a negative cash flow from operations, investing and financing activities of Rs. 11,219.55
lacs, Rs. 1691.61 lacs, Rs. 11,103.07 lacs and Rs. 5747.04 lacs for the period of nine months ended
December 31, 2006, FY2006, FY2005 and FY2003 respectively. For details please refer to the section
titled “Auditor’s report to the restated unconsolidated and consolidated financial statements” on page
112 of this Red Herring Prospectus.

The shortage of various raw materials and manufactured components can adversely affect our
results of operations.

We rely on various suppliers to secure raw materials such as steel, manufactured components, sub-
assemblies and other inputs like tyres, batteries, glass windows, etc., required for the manufacture of
our products. A disruption in timely deliveries from our suppliers or decrease in availability of such
components could have an adverse affect on our ability to meet our commitments to customers or
increase our operating costs. While we believe that our source of supply of raw materials and
components will be generally sufficient for our needs in the foreseeable future, our results of
operations or financial condition could be negatively impacted should the supply turn out to be
insufficient for our operations. There may be instances of delay in delivery of raw materials and
manufactured components, which may hamper our production schedule and lead to delays, which may
result in orders being cancelled, delays in revenue recognition and we may even be required to pay
liquidated damages to our customers.

Increases in the cost of raw materials and components or an increase in labour costs can put
pressure on our margins and may adversely impact our financial condition and results of
operations.

Our business is subject to the risk of price increases and fluctuations. Our operations require
substantial amounts of steel and other components such as tyres, batteries, glass windows, etc. We do
not typically enter into long term contracts for the supply of raw materials or components and are
hence exposed to fluctuations in the price and demand for such components, which may be driven by
governmental regulations, import duties, manufacturing costs, etc. To the extent our contracts do not
include price variation clauses we are exposed to price fluctuations in procuring high value
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components and raw materials for our customers. In the event the cost of raw materials and
components increases after we enter into contracts with our customers and we are not able to pass on
such price increase to our customers, we would be forced to absorb such increases. Any such
absorption of increased costs would cause a material adverse impact on our financial position.

Further, steel based raw materials are principal inputs in manufacturing metro coaches, railway
coaches, bridges and heavy engineering equipment. The prices at which we purchase steel plates and
steel beams are significantly dependent on steel prices in the international markets. The prices of steel
are highly volatile and cyclical in nature. As such, any price fluctuations in the prices of steel will
adversely affect our business and financial conditions.

If we are unable to adapt to technological changes, our business could suffer.

Our future success will depend in part on our ability to respond to technological advances in the
businesses in which we operate, on a cost-effective and timely basis. The development and
implementation of such technology entails significant technical and business risks. We cannot assure
you that we will successfully implement new technologies effectively. If we are unable, for technical,
legal, financial or other reasons, to adapt in a timely manner to changing market conditions, customer
requirements or technological changes, our business, financial performance and the trading price of our
Equity Shares could be adversely affected.

The level of our order book may not necessarily indicate what our future sales will be and our actual
sales may fall short of the estimated sales value attributed to our order book.

We define our order book as the sales value of products or services for which our customers have
placed orders on us and which are pending execution from our end. We consider the order book to be
an indicator of future sales. Customer orders may be subject to cancellation, inspection delays and
other customary industry terms, and delivery dates maybe subject to delay, thereby extending the date
on which we will deliver the products and realize revenues. Furthermore, we cannot guarantee that all
contracts included in our reported order book that actually generates sales would be as profitable as
they have been in the past. Therefore, our current levels of reported order book may not necessarily
represent the level of sales that we may generate in any future period.

We are subject to risks of assuming performance guarantees and product warranty costs due to
unforeseen defects in our products and liquidated damages for delays in delivery at times, due to
circumstances beyond our control, which could generate adverse publicity and affect our business,
results of operations and financial condition.

Certain clauses in our contracts at times, expose us to warranty claims. Certain of our supply contracts
provide for warranty periods varying from 12 months to 24 months against manufacturing defects.
Although, third party supplied items are covered under warranties provided by certain of our vendors,
we may not always be able to strictly enforce the same. In defending any such claim, we could incur
certain costs and receive adverse publicity. Management resources could be diverted away from our
business towards defending such claims. In addition, certain contracts also require us to provide
performance guarantees, valid for the duration of the warranty period, which can be encashed against
us, in the event there are manufacturing defects that are not rectified by us in time. Our contracts are
generally time bound and may provide for liquidated damages to be paid in the event there is a delay in
delivery, beyond the stipulated time lines in the contract. The nature of damages usually incurred in
case performance guarantee and product warranties are invoked include forfeiture of performance
guarantees, costs associated with replacement of relevant part(s)/entire machine in a timely manner and
servicing costs, if the liability is accepted by the Company, in absence of legal proceedings. In case of
institution of legal proceedings finally decided against the Company, these costs may also include legal
fees and expenses, liquidated damages/costs of litigation, compensation for loss of business and profits
of the customer, compensation/ costs for mental harassment, by whatever name or description claimed,
to the extent awarded by the Court. Any one or more of the aforesaid could have an adverse effect on
our business, results of operations and financial conditions.
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We may face increased competition and our market share could decline.

We compete on the basis of price, product performance and quality, warranty and commercial terms
and customer service. There can be no assurance that our products will be able to compete successfully
with the products of other companies. Thus, our share of industry sales could be reduced due to
aggressive pricing or product strategies pursued by competitors or our failure to price our products
competitively. The defence sector has been opened up for entry to public and private sectors and we
could face increased competition from other manufacturers both in India and outside. We face
competition from various companies including Larsen and Toubro, Mahindra and Mahindra, Tractors
India Ltd. (TIL), Automotive Coaches and Components, etc. for full-fledged manufacture and supply
of defence equipment.

We may face increased competition in earthmoving equipment and railway products due to
liberalization of imports as well as from domestic manufacturers. We face competition from various
international and domestic companies including Hitachi, Caterpillar, Komatsu, Terex, Volvo, Larsen
and Toubro, Tractors India Limited, Action Construction Limited, etc. The main competitor in our
railways EMU and wagons business are Jessop and Company Limited, Kolkata, Texmaco Limited,
Titagarh Wagons Limited, BESCO Limited, Braithwaite and Co. Limited, Modern Industries Limited,
etc. The major global players competing for the Metro coach orders in DMRC Phase-III as well as
other Metro projects across the country include Bombardier (Canada), Alstom (France), Siemens
(Germany), CAF (Spain) and Kawasaki (Japan).

In addition, our competitors may foresee the course of market development more accurately than we
do, develop new products that are superior to ours or adapt more quickly than we do to new
technologies or evolving regulatory, industry or customer requirements. As a result we might not be
able to compete effectively with them. Some of our competitors are companies, or divisions, units or
subsidiaries of companies that are larger and have greater financial and other resources than we do.

Our inability to effectively manage our growth or to successfully implement our business plan and
growth strategy could have a material adverse effect on our operations, results of operations and
financial condition.

We have experienced considerable growth over the last few years. From FY 2002 through FY 2006,
our total sales revenue on a consolidated basis has grown at a compound annual growth rate of 11%,
from Rs. 135,104 lakh in FY2002 to Rs. 206,016 lakh in FY 2006. Our future prospects will depend
upon our ability to grow our business and operations further. The development of such future business
could be affected by many factors, including general political and economic conditions in India,
government policies or strategies in respect of specific industries, prevailing interest rates, price of
equipment and construction materials, fuel supply and currency exchange. In order to manage growth
effectively, we must continuously implement improved operational systems, procedures and internal
controls on timely basis. If we fail to implement these systems, procedures and controls successfully
on timely basis, or if there are weaknesses in our internal controls we may not be able to meet our
customers’ needs, pursue our future strategies or operate our business effectively. There can be no
assurance that our existing management, operational and financial systems, procedures and controls
will be adequate to support future operations or establish or develop business relationships beneficial
to future operations. Failure to manage growth effectively could have a material adverse effect on our
business, results of operations and financial condition.

We are entering into new businesses and activities namely, contract mining and trading business
and operating a captive windmill power plant and we cannot assure you that the new businesses will
be successful.

We plan to diversify our operations, either on our own or through joint ventures/associates, by taking

advantage of opportunities created by regulatory and economic reforms. We plan to enter into contract
mining, trading business. We have also entered into an MoU to enter into a joint venture with a
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construction equipment company based in Brazil. We intend to set up and operate a captive windmill
power plant to meet a portion of our energy requirements. These new ventures and the regulatory
environment may pose significant challenges to our administrative, financial and operational resources.
We do not have significant experience in these new businesses and activities, and they may involve
risks and difficulties with which we are not familiar. They may require capital and other resources, as
well as management attention, which could place a burden on our resources and abilities. An amount
of Rs. 2700 lakhs out of the Issue proceeds will be utilised for setting up the captive windmill power
plant and we could also finance the other new businesses namely, contract mining and trading business
as a part of the general corporate purposes which amounts to Rs.[*]. We may not be successful in these
businesses and activities and cannot provide you with any assurances as to the timing and amount of
any returns or benefits that we may receive from these new businesses or any other new businesses we
may enter into.

Our business is dependent on our manufacturing facilities. The loss of or shutdown of operations at
any of our manufacturing facilities may have a material adverse effect on our business, financial
condition and results of operations.

Our principal manufacturing facilities at Bangalore, Mysore and Kolar Gold Field are subject to
operating risks, such as the breakdown or failure of equipment, power supply or processes,
performance below expected levels of output or efficiency, obsolescence, labour disputes, strikes, lock-
outs continued availability of services of our external contractors, earthquakes and other natural
disasters, industrial accidents and the need to comply with the directives of relevant government
authorities. The occurrence of any of these risks could significantly affect our operating results.

Our success depends in large part upon our Directors and key managerial personnel and our ability
to attract and retain them. Our inability to do so may have a material adverse effect on our business,
results of operations and financial condition.

We are highly dependant on the expertise and services of our Directors and key managerial personnel.
If we lose any of these key personnel, we may find it difficult to find replacements with similar
knowledge and experience, especially in relation to our business and our Company, and integrate them
into our organisation. As a result, our business and financial condition could be adversely affected. If
we are unable to attract highly skilled professionals, fail to integrate them into our organisation, or fail
to retain them after we have invested resources in their training, our ability to compete and our results
of operations may be adversely affected.

Legal, Regulatory and other risks

24,

There are legal and regulatory proceedings which our Company is involved in, which if determined
against us can have a material adverse impact on us.

Our Company is involved in various legal proceedings which are pending at various stages of adjudication
before the Supreme Court, High Court, City Courts, Tribunals and various other authorities. If a claim is
determined against us and we are required to pay all or any portion of the disputed amount, it could have a
material adverse impact on our cash flows, results of operations and financial condition. For further
information regarding outstanding litigations we are involved in, please refer section titled “Outstanding
Litigations, Material Developments and Other Disclosures” beginning on page 190 of this Red Herring
Prospectus. The following table lays down a summary of the litigations in which our Company is a party to,
involving potential cash outflow, and estimates of the amounts involved in such matters:

(Rs. in lakhs)
Matters pending Number of cases pending Amounts involved*
Tax litigation at assessment stage Demands and penalties for various 620.73

assessment years involving our
Company and our regional/district
offices
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Civil Cases 42 92.71

Matters pending Number of cases pending Amounts involved*

Consumer Cases 8 29.62

Motor accident claims 1 Not quantifiable
Excise matters and service tax 5 208.62
Labour disputes 12 Not quantifiable
Customs cases 2 5269.86
Criminal Cases 1 Not quantifiable
Property 2 Not quantifiable
Arbitration 1 76.94
Automobile Cess 5 26.76

* The amount involved is the amount expressly claimed against our Company, being the liability and/or
financial impact which may be incurred if we are unsuccessful in legal proceedings. However, it does not
include those penalties, interests, costs and other amounts, if any, which may have been pleaded but not
expressly quantified in the course of legal proceedings, or which the Court/Tribunal otherwise has the
discretion to impose. Such liability, if any, would crystallize only on the order of the Court / Tribunal where
the case is pending.

25. There are legal and regulatory proceedings which our subsidiary Vignyan Industries Limited is
involved in, which if determined against us can have a material adverse impact on us on a
consolidated basis.

Our subsidiary VIL is involved in various legal proceedings, if a claim is determined against VIL and if
they are required to pay all or any portion of the disputed amount, it could have a material adverse impact
on VIL’s cash flows, results of operations and financial condition, and would consequently affect our
consolidated financial results. VIL is involved in 6 cases wherein the amounts involved in these cases are
not quanifiable. For further details please refer to page 229 of this Red Herring Prospectus

26. We have contingent liabilities under Indian Accounting Standards, which may adversely affect our
financial condition.

The contingent liabilities of our Company as on December 31, 2006 are as follows:
(Rs. in Lakhs)

a | Estimated amount of Contracts remaining to be executed on capital accounts and 2,078.12
not provided for
b | On account of Letter of credit issued by Banks on behalf of the Company 14,270.36
¢ | (i)Counter Guarantees given to Banks for guarantees issued by the Banks on behalf 11,191.58
of the Company
(if)Corporate Guarantees given to Banks for credit extended to subsidiary and to 100.00
customers for performance guarantee
d | Claims against the Company not acknowledged as debts: 8,494.94
(1) Disputed statutory demands like sales tax, service tax, etc. 1,335.47
(i1) Others 7,159.47

27. There is a substantial amount of money that is outstanding to our creditors which includes small
scale undertakings for a period of more than one month and an amount of more than Rs. 1 lakh to
each of them.

As on March 20, 2007 there is an amount of Rs. 7,302 lakh outstanding to our creditors which include

small scale undertakings for a period of more than one month. The amount outstanding to each one of
them is either Rs. 1 lakh or more.
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We have to renew or maintain our statutory and regulatory permits and approvals as required to
operate our business and any delay or inability to obtain the same may have a material adverse
effect on our business. Further, we have not applied for, or obtained, any statutory or regulatory
approvals in relation to the objects of the Issue.

We require certain statutory and regulatory permits and approvals to operate our business. Some of
these approvals are granted for fixed periods of time and need renewal from time to time. Following
are details of the applications made for the licenses whose validity has expired:

=  Application dated December 5, 2006 for Renewal of the Registration and Licensing of the factory
under the Factories Act, 1948 for our factory located at our Regional office in Kolkata.

=  Application dated May 30, 2007 made for renewal of Sales Tax Registration under the Bihar Sales
Tax Act for our regional office at Ranchi which will expire on May 31, 2007.

Further, we have not applied for, or obtained, any statutory or regulatory approvals in relation to the
objects of the Issue. Any failure or delay in applying for or obtaining the same may lead to
delay/deferment in the implementation of the relevant object(s),

Sale deeds for some of our properties have not been registered and any claim or liability arising
from non-registration or dispossession of the same from us can adversely affect our business

Of the eight freehold properties that we have, three of the sale deeds are not registered. Any claim or
liability arising from non-registration or dispossession of the same from us can adversely affect our
business. For more detail of the same, please refer section titled “Our Business” beginning on page 54
of this Red Herring Prospectus.

We have entered into various lease Deeds for carrying on our business activities in various parts of
the country, which have expired and the said lease deeds have not been renewed yet but are in the
process.

We have entered into various lease deeds for our regional / district offices in different parts of India for
carrying on business activities. The tenure of the lease deeds in respect of our offices at Kolkata,
Ranchi, and Bilaspur have expired, the renewal of the same is in process. Pending finalisation of the
same, any claims that may arise from the said properties can have an adverse impact on our business.

We may be adversely affected by restrictive covenants in certain joint venture agreements to which
we are a party.

We have entered into various long term agreements / MoU’s/ JV agreements with companies/ entities
in India and abroad. These agreements have restrictive covenants with respect to exclusivity. For
example, as per the terms of these agreements / MoU’s, we are bound by exclusivity clauses wherein
we cannot use raw material, equipment components manufactured by other companies. These may
hamper our future prospects in the event we are able to identify other companies / firms either within
India or abroad who could supply the same equipment on better terms. Breach of any of the
confidentiality/secrecy and other material clauses of these agreements/MoUs/JV agreements may form
a ground for termination of the same or make us liable for penalties/other actions arising from the
breach of contract.

There was a shortfall in the actual performance as compared to the projections made in the offer
documents in respect of our previous issues.

We made a public issue of 60,00,000 12.50% Secured Redeemable Partly Convertible Debentures of

Rs. 195/- each for cash at par in the financial year 1994-1995 and rights issue of 10,00,000 12.50%
Secured Redeemable Partly Convertible Debentures of Rs. 180/- each for cash at par in the financial
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year 1994-1995. The projections in respect of the major heads made in the prospectus (for the public
issue) and the letter of offer (for the rights issue) and actual performance is as follows:

(Rs. in Lakhs)

For the year Particulars
Sales PBIDT PBT PAT Dividend
1994-1995 Projected 100,200 17,300 4,900 2,700 15%
Actual 102,113 13,064 1,450 1,050 15%
Shortfall - 4,236 3,450 1,650 -
1995-1996 Projected 108,200 18,700 6,600 4,300 15%
Actual 101,110 15,030 2,245 1,245 15%
Shortfall 7,090 3,670 4,355 3,055 -
1996-1997 Projected 109,600 21,100 8,400 4,900 20%
Actual 116,979 16,661 3,116 1,616 20%
Shortfall - 4,439 5,284 3,284 -
1997-1998 Projected 111,200 22,000 9,700 5,800 20%
Actual 125,971 14,137 1,626 1,065 20%
Shortfall - 7,863 8,074 4,735 -

33.

For further details, please refer section titled “Other Regulatory and Statutory Dicslosures” beginning
on page 241 of this Red Herring Prospectus.

We will continue to be controlled by the Gol following this Issue, and our other shareholders may be
unable to affect the outcome of shareholder voting.

After the completion of this Issue, the Government will own nearly 54.03% of our paid-up capital.
Consequently, the Government, acting through the Ministry of Defence, will continue to control us and
will have the power to elect and remove our directors and therefore determine the outcome of most
proposals for corporate action requiring approval of our Board of Directors or shareholders, such as
proposed annual and five-year plans, revenue budgets, capital expenditure, dividend policy,
transactions with the Government and Government-controlled corporations (who are our largest
customers ) or the assertion of claims against such companies and other public sector companies.
Further, the Government of India (through the President of India) has special rights in terms of Article
119 and certain other articles under our Articles. For further details on our Articles of Association, see
the section titled “Main Provisions of Articles of Association of Our Company” on page 287 of this
Red Herring Prospectus. The interests of the Government may be different from our interests or the
interests of our other shareholders. The Government could, by exercising its powers of control, delay
or defer a change of control of our Company or a change in our capital structure, delay or defer a
merger, consolidation, takeover or other business combinations involving us, or discourage a potential
acquirer from making a tender offer or otherwise attempting to obtain control of our Company. In
particular, given the critical importance of the defence and railway sector to the country, the
Government could require us to take actions designed to serve the public interest in India and not
necessarily to maximise our profits.

External Risks

34. There may be changes in the regulatory framework that could adversely affect us.

The statutory and regulatory framework for the Indian earth moving and construction equipment,
railways and defence industry may see changes in the next few years. We presently do not know what
the nature or extent of the changes will be and cannot assure you that such changes will not have an
adverse impact on our financial condition and results of operations. For a discussion on the regulatory
framework of these industries in India, see the sections titled ‘Regulations and Policies’ on page 87 of
this Red Herring Prospectus.
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35.

36.

37.

38.

Terrorist attacks and other acts of violence or war involving India and other countries could
adversely affect the financial markets and our business.

Regional or international hostilities, terrorist attacks or other acts of violence of war could have a
significant adverse impact on international or Indian financial markets or economic conditions or on
Government policy. Such incidents could also create a greater perception that investment in Indian
companies involves a higher degree of risk and could have an adverse impact on our business and on
the market price of our equity shares.

Political, economic and social developments in India could adversely affect our business.

We derive virtually all of our revenues from India. Our operations and financial results and the market
price and liquidity of our equity shares may be affected by changes in Indian Government policy or
taxation or social, ethnic, political, economic or other developments in or affecting India. Since
achieving independence in 1947, India has had a mixed economy with a large public sector and an
extensively regulated private sector. Since 1991, the Government has significantly relaxed most of
these restrictions. India has also witnessed civil disturbances in recent years. While these civil
disturbances did not directly affect our operations, it is possible that future civil unrest as well as other
adverse social, economic and political events in India could have an adverse impact on us.

After this Issue, the price of our Equity Shares may be volatile, or an active trading market for our
Equity Shares may not sustain.

The prices of our Equity Shares may fluctuate after this Issue due to a wide variety of factors,

including:

e volatility in the Indian and global securities markets;

e our operational performance, financial results and capacity expansion;

e developments in India’s economic liberalization and deregulation policies, particularly in the
construction equipment, defence-related equipment and railway products sectors; and

e changes in India’s laws and regulations impacting our business.

We cannot assure you that an active trading market for our equity shares will be sustained after this
Issue or that the price at which our equity shares would be traded subsequent to this Issue will
correspond to the current prices for our already existing equity shares.

Any future issuance of Equity Shares by us may dilute your shareholding and adversely affect the
trading price of the Equity Shares.

Any future instance issuance of Equity Shares by us or any future issuance of convertible securities by
us, may significantly affect the trading price of our Equity Shares. Such issuances of Equity Shares and
convertible securities may dilute the positions of investors in the Equity Shares and could adversely
affect the market price of our Equity Shares.

Notes to risk factors:

e  Public Issue of 49,00,000 Equity Shares of Rs. 10/- each at a price of Rs. [®] per Equity Share
aggregating Rs. [@] Lakhs (the “Issue”) including a reservation for Eligible Employees of 4,90,000
Equity Shares aggregating Rs. [®] Lakhs and a Net Issue to the Public of 44,10,000 Equity Shares
by Bharat Earth Movers Limited. The Issue would constitute 11.77% of the fully diluted post-
Issue paid-up capital of our Company.

e The net worth of our Company as on December 31, 2006 was Rs. 96,881.64 lakhs (on an
unconsolidated basis).
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Book value of the Equity Shares of our Company as on December 31, 2006 is Rs. 263.66 per
Equity Share (on an unconsolidated basis).

The average cost of acquisition of Equity Shares by our Promoter is Rs. 10/- per Equity Share.

For details on Related Party Transactions and Loans and Advances made to any company in which
our Directors are interested please refer to the section titled “Related Party Disclosures” appearing
in section titled “Auditors’ Report to the Restated Unconsolidated And Consolidated Financial
Statements” beginning on page 112 of this Red Herring Prospectus.

We have not issued Equity Shares for consideration other than cash or out of revaluation reserves
since inception except 64,630 Equity Shares of Rs. 1000/- each issued in the year 1966 issued to
Gol on transfer of the rail coach Division of HAL to BEML and the same were subdivided into
64,63,000 Equity Shares of Rs. 10/- each in the year 1992.

In the event of the Issue being oversubscribed, the allocation shall be on a proportionate basis to
QIBs, Retail Individual Bidders, Non-Institutional Bidders and Eligible Employees in the
Employee Reservation Portion. For more details, please refer “Basis of Allotment” in section titled
“Issue Procedure” beginning on page 259 of this Red Herring Prospectus.

Under subscription, if any, in any category shall be allowed to be met with spillover from the other
categories, at the sole discretion of our Company in consultation with the BRLM. Allocation in all

the categories shall be on a proportionate basis.

Investors may contact the BRLM for any complaints, information or clarifications pertaining to
the Issue.

Investors are advised to refer to the section titled “Basis of Issue Price” on page 35 of this Red
Herring Prospectus.

All information shall be made available by the BRLM and our Company to the public and
investors at large and no selective or additional information would be available for a section of the

investors in any manner whatsoever.

Trading in Equity Shares of our Company would be in dematerialised form only.
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SECTION Il - INTRODUCTION
SUMMARY OF INDUSTRY AND OUR BUSINESS

You should read the following summary with the Risk Factors beginning on page ix of this Red Herring Prospectus and the
more detailed information about us and our financial statements included elsewhere in this Red Herring Prospectus.

SUMMARY OF INDUSTRY:
Industry Classification

Our Company primarily deals with three business segments comprising of Construction and Mining equipment business,
Defence business and Railway & Metro business, all of which are very diverse businesses. As a result we cannot be classified
in any one particular industry but form part of the three industries described below:

e  Construction and Mining Equipment Industry
e Defence Products Industry

e Railway & Metro Products Industry
Construction and Mining Equipment Industry

The Construction and Mining Equipment Industry plays a vital role in the economic development of our country. This industry
is closely linked with major development and infrastructural sectors such as coal and mineral mining, irrigation, road and power
projects, ports, steel, cement, fertilizers, etc. The construction and mining equipments currently being manufactured cover
dozers from 65 HP to 770 HP, excavators starting from 7 tonnes (T) to 160 T, wheel dozers of 300 HP and 460 HP, wheel
loaders with bucket capacity ranging from 1.7 to 4.7 cubic metres (cu.m.), mechanical dumpers from 35 T to 100 T, electrical
dumpers of 120 T and 170 T (with plans to add 190 T, 240 T and 360 T in the near future), rope shovels of 10 cu.m., 20 cu.m.
and 42 cu.m., draglines of 24/96 and 30/96 sizes, motor graders of 145 HP and 280 HP and backhoe loaders. Side discharge
loaders and load haul dumpers for underground mining applications are also being manufactured. For road building, vibratory
compactors, hot mix plants, pavers etc. are also being manufactured indigenously. These machines help to speed up
development in irrigation and power projects, coal and iron ore mining, for excavation of lime stone for cement, for
development and reclamation of vast track of land, building roads, making canals, preparing industrial sites and all facets of the
country’s development activity. These machines also reduce dependence on labour and provide automation in the core sectors.

Defence Products Industry

Defence production is under the Department of Defence Production (DDP). The DDP deals with the indigenisation,
development and production of defence equipment, both in the public and private sectors. It caters to production infrastructure
for aircraft and helicopters, warships, submarines, heavy vehicles and earthmovers, missiles, a variety of electronic devices and
components for the defence sector, and alloys and special purpose steel. DDP has a substantial infrastructure developed over
the years, consisting of 40 Ordnance Factories and 8 Defence Public Sector Undertakings (DPSUs) including BEML. The total
defence budget for FY 2008 is proposed at Rs. 960,000 million which is an increase of 11.6% over the previous year. Out of the
total defence budget, Rs. 410,000 million is allocated for capital expenditure, an increase of 19% over the previous fiscal year’s
actual capital expenditure.

Railway & Metro Products Industry

Indian Railways (IR) is considered the backbone of our national transport infrastructure. It is the world’s second largest system
under one management which has an extensive route length. It is often described as the nation’s lifeline with its vast network
and reach. As per the Railways Year Book 2004 — 2005, there were 222,379 Wagons, 48,263 Coaches and 7,131 stations
throughout the country. The Indian Railways requires various products such as passenger rail coaches, electrical multiple units
(EMU) and AC/ DC EMUss for transportation of passengers.



With the increased demand of transportation needs, many urban cities in India having a population of more than 3 million are
now planning to introduce Metro rail transportation. Delhi Metro Rail Corporation (DMRC) has already taken a lead in
establishing a world-class Metro in Delhi which was well received by the public and has become a role model for future
upcoming Metro projects in the country. Cities like Mumbai, Bangalore, Hyderabad, Ahmedabad, Chennai and Cochin have
already finalized their project reports with DMRC being a prime consultant for these Metros. A substantial number of Metro
coaches would be required in the immediate future to cater to the upcoming Metro projects in the country. These projects are
highly capital intensive and include high technology. Manufacturing of Metro cars involves state-of-the-art technologies in
terms of materials, fabrication, power electronics, digital controls, software driven aggregates, etc. Import of these hi-tech
Metro coaches is prohibitively expensive and hence there was a pressing need to take up their manufacturing in India.

SUMMARY OF OUR BUSINESS:
Overview

We are one of the major manufacturers of mining and construction equipments in India. We are a multi-locational and multi-
product company. We primarily deal in three product segments comprising Mining and Construction equipments, Defence
products and Railway & Metro products through which we cater to vital applications in diverse sectors of the economy such as
mining, steel, cement, power, irrigation, construction, road building, defence, railway and Metro transit system. Recently we
have expanded our product range to cover high-quality hydraulics, heavy-duty diesel engines, welding robots and heavy
fabrication jobs. In the beginning of fiscal 2007, we decided to foray into two more new business areas — a) technology,
providing engineering design software solutions and b) trading, for marketing non-Company products, components, aggregates
and commodities for domestic and international markets.

We are a Mini-Ratna (Category 1) Company under the Ministry of Defence and ranked as the first among the Fastest Growing
Construction Equipment Companies in India (Construction World — NICMAR Survey 2005). We are an ISO 9001-2000
certified company. We have been at the forefront of delivering robust, high-quality products to our customers resulting in low
cost of ownership. To this extent, we incorporate state-of-the-art technology in all our products through market-driven R&D,
and collaborate with international companies for imbibing the latest technology.

We have our corporate head office and central marketing division at Bangalore, Karnataka, India. We have 3 manufacturing
facilities in Bangalore, Mysore and Kolar Gold Fields, all in the state of Karnataka, India. We have an extensive procurement,
sales and marketing network across India, consisting of 4 zonal offices, 10 regional offices, 15 district offices and 6 service
centres. We are progressively growing as a global player and export to 38 countries in Asia, Africa, Europe and Latin America.
To support our international operations, we have recently opened representative offices in Singapore and Shanghai.

We have also set in motion our offshore expansion plans, and signed a Memorandum of Understanding (MoU) for establishing
a Joint Venture (JV) Company in Brazil with CCC (Companhia Comercio E Construcoes) for manufacture and supply of rail
wagons and bogies, mining and construction equipment and spares for the Brazilian market. As a part of our diversification
strategy, we also plan to enter the contract mining business, and have tied up with a Indian mining company. We expect to
exploit the high business potential projected in this segment by coal companies, state electricity boards and power plants.

We are a public sector undertaking (PSU) in which, as on December 31, 2006, the Government of India holds a 61.23% stake
and the remaining shares are held by financial institutions, mutual funds, foreign institutional investors (FIIs), corporate bodies,
public individuals and others. Our shares are traded on the Bombay Stock Exchange (BSE), National Stock Exchange (NSE)
and Bangalore Stock Exchange. Our Company has a subsidiary — Vignyan Industries Limited located at Tarikere, Karnataka,
which manufactures steel castings, bulk of which is supplied to the Company. We had a manpower strength of 11,748 as on
March 31%, 2007.

Business Overview

We primarily deal with three product segments comprising mining and construction equipment, defence products and railway &
Metro products. From fiscal 2007, our business has been restructured into three business groups, reflecting our main product
offerings, viz. Mining & Construction, Defence and Railway & Metro Business. We have also opened two new divisions — a)
Technology Division, providing engineering design software solutions and b) Trading Division, for marketing non-Company
products, parts, aggregates and commodities for domestic and international markets. All our products are manufactured at our



three existing facilities located at Bangalore, Kolar Gold Fields and Mysore in the state of Karnataka, all the three plants being
interdependent.

Our Competitive Strengths

We believe following to be our competitive strengths:

1.

Diverse product portfolio: We have a diverse portfolio of products which caters to different core segments of the
economy such as mining, steel, cement, power, irrigation, construction, road building, defence equipment, railways
and Metro transit systems. We are not dependent on any single sector for most of our revenues. Our products are used
in sectors like coal, steel, cement, railways and power, and we are thus able to capitalise on the positive trends
witnessed by these sectors, in view of focus of the government on developing infrastructure. Some of the projects in
the pipeline are Golden Quadrilateral, National Highways Development Project, Pradhan Mantri Gram Sadak Yojana,
North-South and East-West corridors, metro rail projects in major cities and river-linking projects. These projects are
expected to generate significant demand for our products.

Significant presence in mining and construction equipment: We are the one of the leading players in the domestic
industry with a significant market share. Our sales from the mining and construction segment were Rs. 1,39,777 lakh
in fiscal 2006 which constituted 63% of our total turnover. We manufacture a variety of products for opencast mining,
underground mining and construction sectors, all of which are core sectors of the economy. We were ranked as the
first among the Fastest Growing Construction Equipment Companies in India (Construction World - NICMAR Survey
2005).

Major manufacturer of Metro coaches in the country: We have established ourselves as the major metro coach
manufacturer in the country and have successfully delivered 188 Metro coaches to DMRC till date. We are thus well-
placed to play a big role by supplying coaches for the upcoming Metro projects in the country in cities such as
Mumbeai, Chennai, Bangalore, Hyderabad, Ahmedabad and Kochi, as well as Phase III of the Delhi Metro.

Strong and experienced management team: We have an experienced senior management team that have decades of
experience in the engineering and manufacturing industry. We believe our management team has successfully
managed our business and are primarily responsible for growth in our gross revenues and profitability. They have been
responsible for growing our net sales from Rs. 135,104 lakhs in fiscal 2002 to Rs. 206,016 lakhs in fiscal 2006.

Research and development capabilities: Our R&D Division continues to play a vital role in the design and
development of our products and indigenisation. Focus is on continuous innovation and design and development of
new products and technologies to suit the customer requirement by using concurrent engineering practices. During the
fiscal 2005, 7T Class Excavator BE7] and economy version Motor Grader BG60O5X have been developed
successfully, which cater mainly to the small contractor segment in road and canal building projects. Other successful
launches includes Side Discharge Loader, BH100 Rear Dump Truck and 100T Class Pipe Layer BP100.

Increasing global alliances and operations: We have tie ups with international players for the manufacture of walking
draglines, rope shovels, dumpers, heavy-duty vehicles, armoured recovery vehicles and Metro coaches. These
alliances have helped us to get access to world-class technology and production processes. We have successfully
imbibed the best practices and high-end technology from our collaborative partners and consequently, we produce
equipments that are hi-tech and cost effective.

We have presence in the international markets with supplies to 38 countries in Asia, Africa, Europe and Latin
America. In an effort to increase our operations in international markets, we have appointed new overseas
representatives and set up overseas offices in Shanghai and Singapore to aid in the procurement of high quality parts
and engineering components at competitive prices.

High-quality product offering with value-added services: Our product support packages during their lifetime include
annual maintenance contracts, service contracts and maintenance and repair contracts. Our value-added services
include application engineering services encompassing pre- and post-sales, preparation of pre-feasibility reports,
equipment selection studies, total fleet optimization solutions and customisation of equipment. Recommendation-for-



User-Profit (RUP) studies enable customers to improve machine productivity and reduce operating costs. Prompt after-
sales service to ensure no downtime, timely supply of spares, maintenance assistance, rehabilitation of equipment,
service at the doorstep of customers and lifetime service of high-cost machines are the many dimensions of our
‘customer first’ policy.

Stringent quality norms: The quality systems of all our manufacturing divisions have been upgraded to ISO 9001-2000
certification. We undertake periodic assessment of vendors, and their continuous development is a key component in
our Company’s strategy to achieve total quality. In order to ensure optimum performance of equipment each product is
tested in working conditions in our company's own tracks and fields.

Our Business Strategy

We intend to grow our business and become one of the major global players in the industry by implementing the following
strategies:

1.

Increased focus towards supply of Metro Coaches for projects across the entire country: Metro transport is planned to be
introduced in all cities in India having a population of more than 3 million. In view of this, the estimated requirement of
Metro coaches in the coming 5 years is expected to be very substantial. We have been participating in the Expression of
Interest against the tenders floated by various Metro corporations and are trying to submit a competitive quote to win the
orders. The State Government of Karnataka has agreed to reimburse the CST/ VAT and with this, we envisage our price to
be competitive even against global competition.

A new Metro Fabrication Hangar is to come up at our Company’s Bangalore Unit for manufacturing Metro Cars to be
supplied to the Delhi Metro Rail Corporation, and also to cater to upcoming Metro projects in the country. We are also in
the process of setting up an independent R&D Centre of Excellence for Metro Rail Systems and related hi-tech products at
Bangalore.

Offshore expansion in the Latin American market: Our proposed Joint Venture (JV) Company with CCC (Companhia
Comercio E Construcoes) will manufacture and supply rail wagons and bogies, mining and construction equipment and
spares. Given the growing demand in the Brazilian market as well as other South American countries in terms of expansion
of mines and offtake of wagons, this JV shall help us penetrate into new markets overseas. This step shall also help us to
consolidate our position in construction and mining machines and railway products in the mineral-rich territory of Brazil,
and provide a foothold for expanding into Latin America and West Africa.

Introduction of high-capacity mining equipment: We are currently manufacturing mechanical dump trucks in the range of
35 tonnes to 100 tonnes. With private players entering into coal mining and bidding for bigger blocks, higher capacity
dump trucks are expected to have good demand. Further, greater demand is expected for higher capacity excavators to
match with the above trucks. We have signed an agreement with an international player to manufacture and market electric
dump trucks with their design in the range of 120 tonnes to 360 tonnes. We shall continue to scale up the capacities of our
products to match the requirements.

Tie-up with global industry players: We will continue to pursue alliances, strategic collaborations, transfer of technology
agreements with international players to keep pace with the latest technologies, imbibe them and ultimately indigenise
them. We have signed MoUs with international players to jointly work on the modernization of T72 tanks and armoured
recovery vehicles, to promote multi-utility armoured vehicles and mine-laying vehicles; to manufacture light-rail vehicles
and mining & tunnelling equipment, mine ploughs and heavy-duty trucks.

Improve our distribution and marketing network: We intend to set up sales and service centres either directly or by
developing relationships with dealers across the country for sales and service of our heavy mining and construction
equipment. Our new dealer initiative which was introduced in fiscal 2007 will be expanded to reach out to the non-
institutional customer. We are currently exploring various options for branding and marketing of our heavy earth moving
and mining equipment by creating strong brand awareness for our products.



Joint Venture to take up Contract Mining: We have signed a MoU with an Indian company to form a Joint Venture
Company to take up contract mining as coal blocks have been offered by the coal ministry for captive/ contract mining.
Since companies like National Thermal Power Corporation (NTPC) which have no coal mining experience, are willing to
engage companies with mining experience, there is enough scope to increase the business volumes through contract
mining. The JV Company will place orders directly with us for its entire mining equipment requirement. This will also
assure business for spare parts for the life of the equipment.

Investment in production facilities of Indian tyre companies for the production of OTR Tyres: The mining and construction
equipment industry is suffering due to the shortage in supply of OTR (off-the-road) tyres. We have tied up with two Indian
tyre companies and have signed an Agreement to invest in setting up production facilities for them to manufacture OTR
tyres at Mysore to meet our exclusive requirements.

Ramp up of production capacities and introduction of new products to cater to the Railway Business: In order to cater to
the increased passenger traffic, Indian Railways proposes to introduce enhanced passenger capacity coaches, increase
production of DEMU, MEMU and EMU coaches. Further, Railways is also actively examining the feasibility of
introducing high-speed corridors. In addition, it has plans to introduce air-conditioned EMU coaches in Mumbai, Chennai
and Kolkata. We are enhancing our capacity to produce coaches to 550 units a year from the present 400, through the
newly commissioned Rail Products Fabrication Unit at our KGF Complex. In view of the high demand for wagons with
higher axle load from Indian Railways, we are in the process of entering into Transfer of Technology agreement with high
axle load wagon manufacturers in the international market to produce and supply them to Indian Railways. We have also
taken up the work of designing, developing and supplying SS EMU coaches and air-conditioned EMU coaches to the
Railways.



THE ISSUE

Equity Shares Offered:

Issue by our Company

49,00,000 Equity Shares aggregating Rs. [e] lakh.

Of which

Employee Reservation Portion

4,90,000 Equity Shares aggregating Rs. [e] lakh

Net Issue

44,10,000 Equity Shares aggregating Rs. [e] lakh

Of which:

A) Qualified Institutional Buyers Portion"”

Upto 22,05,000 Equity Shares aggregating Rs. [e] lakh, constituting upto 50%
of the Net Issue. 5% of the QIB Portion i.e. 1,10,250 Equity Shares aggregating
Rs. [#] lakh, being the Mutual Fund Portion, shall be available for allocation on
proportionate basis only to Mutual Funds. Balance i.e. 20,94,750 Equity Shares
shall be available for allocation on proportionate basis to QIBs including
Mutual Funds.

B) Non-Institutional Portion "

Minimum of 6,61,500 Equity Shares aggregating Rs. [e] lakh, constituting not
less than 15% of the Net Issue that will be available for allocation on a
proportionate basis to Non-Institutional Bidders.

C) Retail Portion "

Minimum of 15,43,500 Equity Shares aggregating Rs. [e] lakh constituting not
less than 35% of the Net Issue that will be available for allocation on a
proportionate basis to Retail Individual Bidders.

Equity Shares outstanding prior to the Issue

3,67,44,500 Equity Shares

Equity Shares outstanding after the Issue

4,16,44,500 Equity Shares

Use of Proceeds

Please refer to section titled “Objects of the Issue” on page 22 of this Red
Herring Prospectus for additional information.

W Under-subscription, if any, in any category shall be allowed to be met with spillover from the other categories, at the sole
discretion of our Company in consultation with the BRLM and the Designated Stock Exchange. Allocation in all the aforesaid

categories shall be on a proportionate basis.




SUMMARY FINANCIAL INFORMATION

The selected historical restated consolidated summary financial information presented below as at and for the financial years
ended March 31, 2002, 2003, 2004, 2005 and 2006, and as at and for the nine months period ended on December 31, 2006 has
been prepared in accordance with Indian GAAP and should be read together with the Auditors’ Reports and the consolidated
financial statements and notes thereto contained in this Red Herring Prospectus and the sections entitled ““Auditors’ Report to
the Restated Unconsolidated And Consolidated Financial Statements™, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and ““Our Business” on page 112, 173 and 54 respectively, of this Red Herring
Prospectus. The summary consolidated financial information presented below does not purport to project our results of
operation or financial condition. Our financial year ends on March 31 of each year, so all references to a particular financial
year are to the twelve months ending March 31 of that year.

The statements of Assets & Liabilities of our Company and its subsidiary Vignyan Industries Limited as at December 31, 2006
and March 31, 2006, 2005, 2004, 2003, 2002 are set out below:
(Rs. in Lakhs)

PARTICULARS As At As at March 31,
December 31,
2006 2006 2005 2004 2003 2002
ASSETS
A | Fixed Assets
Gross Block 58,362.73 | 57,124.29 | 54974.03 | 54,805.91 | 53,886.92 | 53,309.73
Less: Depreciation 45,270.38 | 44,305.28 | 43,026.40 | 41,214.49 | 39,458.56 | 37,874.36
Add: Capital Works in Progress 2,839.35 889.79 647.10 177.67 346.67 83.70
Net Block 15,931.70 | 13,708.80 | 12,594.73 | 13,769.09 | 14,775.03 | 15,519.07
B | Investments 0.04 0.04 0.04 26.05 409.94 531.82
C | Current Assets, Loans &
Advances
Inventories 87,295.64 | 65,288.55 | 62,421.77 | 57,608.30 | 75,156.39 | 64,201.24
Sundry Debtors 79,901.41 | 76,982.77 | 60,853.92 | 44,433.35 | 49,494.06 | 56,924.67
Cash & Bank Balances 26,781.39 | 38,000.54 | 39,692.16 | 50,795.20 | 20,177.19 | 25,896.16
Other Current Assets 1,219.71 649.31 1,450.49 1,266.18 936.45 441.04
Loans & Advances 14,133.56 15,315.56 | 21,738.20 6,570.54 16,196.10 7,867.06
Total Current Assets, Loans 209,331.71 | 196,236.73 | 186,156.54 | 160,673.57 | 161,960.19 | 155,330.17
and Advances
D | TOTAL ASSETS 225.263.45 | 209,945.57 | 198751.31 | 174468.71 | 177145.16 | 171381.06
LIABILITIES
A | Minority Interest 18.39 15.51 13.25 11.80 11.76 0.00*
B | Loan Funds
Secured Loans 10,012.66 2,523.51 7,586.16 3,163.97 3,220.29 | 28,169.85
Unsecured Loans 0.00 0.00 0.00 180.25 219.80 1,944.77
Total Loan Funds 10,012.66 2,523.51 7,586.16 3,344.22 3,440.09 | 30,114.62
C | Deferred Tax Liability 834.29 138.08 275.07 1,540.05 2,087.19 2,599.44
D | Current Liabilities &
Provisions
Current Liabilities 116,993.74 | 118,506.75 | 113,919.64 | 110,792.97 | 117,313.18 | 85,944.14
Provisions 289.12 3,220.84 7,433.96 1,818.41 1,001.96 594.99
Total Current Liabilities & 117,282.86 | 121,727.59 | 121,353.60 | 112,611.38 | 118,315.14 | 86,539.13




Provisions

TOTAL LIABILITIES 128,148.20 | 124,404.69 | 129,228.08 | 117,507.45 | 123,854.18 | 119,253.19
Net Assets 97,115.25 | 85,540.88 | 69,523.23 | 56,961.26 | 53,290.98 | 52,127.87
Represented by :

Share Capital — (1) 3,687.22 3,687.22 3,687.22 3,687.22 3,687.22 3,687.22
Add: Free Reserves & Surplus 95,675.83 | 84,456.38 | 69,894.66 | 56,510.95 | 54,898.64 | 52,546.86
—(2)

Less: Miscellaneous (2,247.80) | (2,602.72) | (4,058.65) | (3,236.91) | (5,294.88) | (4,106.21)
Expenditure — (3)

Net Worth - (1)+(2)-(3) 97,115.25 | 85,540.88 | 69,523.23 | 56,961.26 | 53,290.98 | 52,127.87
Total Shareholders funds 97,115.25 | 85,540.88 | 69,523.23 | 56,961.26 | 53,290.98 | 52,127.87

*Note: As share of loss of Minority has exceeded the Share Capital, the same is adjusted against Majority Interest as per AS —
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The statements of restated Profit and loss account of our Company and its subsidiary Vignyan Industries Limited as at

December 31, 2006 and March 31, 2006, 2005, 2004, 2003, 2002 are set out below:

(Rs. in Lakhs)

PARTICULARS As At As at March 31,
December31,
2006 2006 2005 2004 2003 2002

INCOME
Sales Less Excise Duty

Manufactured products 123,836.08 | 172,877.39 | 143,713.50 139,624.14 | 130,778.33 111,646.94

Traded Products 24,760.00 33,139.00 29,708.00 27,689.00 26,432.00 23,457.00
Total 148,596.08 | 206,016.39 | 173,421.50 167,313.14 | 157,210.33 135,103.94
Other Income 3,139.33 6,414.99 5,598.18 4,111.93 5,360.66 1,499.59
Increase / (Decrease) in Work in 7,630.82 (2,638.39) 3,017.51 (7,396.91) 5,866.87 1,202.02
Progress/ Finished Stock
Excise Duty on Closing stock 1,483.42 1,444.75 1,368.69 2,622.11 2,589.30 2,484.68
Total Income 160,849.65 | 211,237.74 | 183,405.88 166,650.27 | 171,027.16 140,290.23
EXPENDITURE
Cost of Raw Materials & Spares 100,860.44 | 125,807.50 | 102,309.46 104,432.78 | 110,417.52 89,446.11
consumed/ sold
Employees Remuneration & 25,908.35 33,718.05 35,948.80 34,976.00 33,747.45 32,848.19
Benefits
Depreciation 1,001.27 1,437.47 2,321.84 1,848.79 1,950.46 2,233.76
Other Expenses 21,014.66 27,625.70 21,847.40 26,666.75 27,116.87 20,241.67
Minority Interest 2.88 2.27 1.44 0.04 20.07 0.55

148,787.60 | 188,590.99 | 162,428.94 167,924.36 | 173,252.37 144,770.28
Less: Expenditure other than (5,400.44) | (6,484.08) (6,485.60) (6,383.29) (6,922.04) (8,006.12)
materials allocated to Capital &
Other Accounts
143,387.16 | 182,106.91 | 155,943.34 161,541.07 | 166,330.33 136,764.16

Interest 302.82 467.26 181.75 151.27 305.33 2,231.50
Total Expenditure 143,689.98 | 182,574.17 | 156,125.09 161,692.34 | 166,635.66 138,995.66
Profit for the year 17,159.67 28,663.57 27,280.79 4,957.93 4,391.50 1,294.57
Prior Period Adjustments 0.29 21.85 (89.50) (63.51) 60.48 (16.14)
Profit before Tax 17,159.38 28,641.72 27,370.29 5,021.44 4,331.02 1,310.71
Less: Provision for Tax 5,939.93 9,890.22 9,802.04 2,577.45 1,157.75 765.58
(Including Deferred Tax and
Fringe Benefit Tax)




Profit after Tax available for 11,219.45 18,751.50 17,568.25 2,443.99 3,173.27 545.13
appropriations

Add:Profit brought forward from 4,291.82 1,730.12 346.40 383.34 (360.88) (315.08)
previous year

Profit available for 15,511.27 20,481.62 17,914.64 2,827.33 2,812.39 230.05
appropriation

Appropriations:

Proposed Dividend 0.00 2,572.12 3,123.28 734.89 734.89 440.93
Tax on Dividend 0.00 360.74 438.04 96.04 94.16 0.00
Interim Dividend and Tax 0.00 1,256.94 623.20 0.00 0.00 0.00
thereon

General Reserve 0.00 12,000.00 12,000.00 1,650.00 1,600.00 150.00
Balance transferred to Balance 15,511.27 4,291.82 1,730.12 346.40 383.34 (360.88)

Sheet




Bharat Earth Movers Limited
Registered and Corporate Office

BEML Soudha,

No. 23/1,

4™ Main Road,
Sampangiramanagar,
Bangalore — 560 027

Tel: +91-80-2296 3142

Fax: +91-80-2296 3278
Email: office@cs.beml.co.in

Our Company has been allocated CIN L35202KA1964PLC001530 and is registered with the Registrar of Companies,

GENERAL INFORMATION

Karnataka situated at 2" Floor, Kendriya Sadan, Koramangala, Bangalore — 560034.

Our Board of Directors

Name of Director

Designation

Mr. V. RS. Natarajan

Mr. Ramesh C Suthar

Director -Production (Executive Director)

Mr. N. K. Sreenivasan

Director —-Marketing (Executive Director)

Mr. Rabindra Kumar Rustagi

Director -Human Resources (Executive Director)

Mr. Bhushan Lal Bajaj

Director -Finance (Executive Director)

Mr. Vishwanathan Mohan

Director -Defence Business (Executive Director)

Mr. Mohammed Haleem Khan

Part-Time Director (Non- Executive Director)

Dr. Mrs. Kiran Chadha

Part-Time Director (Non- Executive Director)

Mr. A. Prasad

Part-Time Director (Independent Director)

Prof. Prakash G. Apte

Part-Time Director (Independent Director)

Mr. Birendra Kumar

Part-Time Director (Independent Director)

Mr. KVK Seshavataram

Part-Time Director (Independent Director)

Mr. Arabinda Tripathy

Part-Time Director (Independent Director)

Mr. Shrinivas Narayan Chary

Part-Time Director (Independent Director)

Mr. Nalini Ranjan Mohanty

Part-Time Director (Independent Director)

Mr. Jayanta Kumar Bagchi

Part-Time Director (Independent Director)

For further details of our Chairman and Managing Director and other directors, refer to the section titled “Our Management” on

page 94 of this Red Herring Prospectus.
Company Secretary and Compliance Officer

Mr. K. C. Medapa

Bharat Earth Movers Limited
BEML Soudha,

No. 23/1, 4™ Main Road,
Sampangiramanagar,

Bangalore — 560 027

Tel: +91-80-2296 3142

Fax: +91-80-2296 3278

Email: medappakc(@cs.beml.co.in

Chairman and Managing Director (Executive Director)

Investors can contact the Compliance Officer in case of any pre-Issue or post-Issue related problems such as non-receipt of
letters of allotment, credit of allotted shares in the respective beneficiary account, refund orders etc.
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ISSUE MANAGEMENT TEAM
Book Running Lead Manager

ICICI Securities Primary Dealership Limited
ICICI Centre, 163, Backbay Reclamation,
H.T.Parekh Marg, Mumbai, 400020

Tel : +91-22-22882460

Fax : +91-22-22837045

Email : beml_fpo@isecltd.com

Website : www.icicisecurities.com

Contact Person: Mr. Saurabh Vijayvergia

Syndicate Member

ICICI Securities Limited

ICICI Centre, 163, Backbay Reclamation,
H.T.Parekh Marg, Mumbai, 400020

Tel : +91-22-22882460

Fax : +91-22-22837045

Email : beml_fpo@isecltd.com

Website : wwwe.icicisecurities.com
Contact Person: Mr. Anil Mokashi

Registrar to the Issue

Karvy Computershare Private Limited
Plot No. 17-24, Vitthal Rao Nagar,
Madhapur,

Hyderabad — 500 081.

Tel : +91 40 2342 0818

Fax : +91 402342 0814

E-mail : einward.ris@karvy.com
Website: http://kepl.karvy.com

Contact Person: Mr. Murali Krishna

Legal Advisors to the Issue

M/s. Crawford Bayley & Co

Advocates, Solicitors and Notaries

State Bank Buildings, 4™ Floor,

N.G.N. Vaidya Marg,

Fort, Mumbai — 400 023.

Tel: +91-22-22663713

Fax: +91-22-22663978

Email: sanjay.asher@crawfordbayley.com

Banker to the Issue and Escrow Collection Bankers

ICICI Bank Limited

Capital Markets Division,

30, Mumbai Samachar Marg,
Mumbai-400 001

Tel: 022-2262 7600

Fax: 022-2261 1138
Email:sidhartha.routray@jicicibank.com
Contact Person: Sidhartha Routray
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UTI Bank Limited

No.9, M.G. Road, Bangalore-560 001
Tel : 080-2537 0602

Fax : 080-2555 9444

Email: j.ravindranath@utibank.co.in
Contact Person: J.Ravindranath

The Hongkong and Sanghai Banking Corporation Limited
No.7, Post Bag 5267,

M.G. Road, Bangalore 560001

Tel: 080-25002148

Fax: 080-25002152

Email:saurabhkejriwal@hsbc.co.in , abhishekdalmia@hsbc.co.in
Contact Person: Saurabh Kejriwal/Abhishek Dalmia

State Bank of India

New Issues & Securities Services Division

Mumbai main Branch,

Mumbai Samachar Marg,

P.B. No. 13, Fort,

Mumbai-400 023

Tel : 022-22651579, 22662133,22652363

Fax : 022-22670745,22695277

Email: mmbnewiss@sbi.co.in, rajeev.kumar@sbi.co.in
Contact Person: Kannan Raj/Rajeev Kumar

Bankers to the Company

State Bank of India Canara Bank

Overseas Branch, Corporate Service Branch,

No. 65 St. Marks Road, Shankarayana Buildings,

Bangalore — 560001 M. G. Road,

Phone: +91-80- 25943401 Bangalore — 560001

Fax: +91-80- 25943412 Phone: +91-80-25581751

Email: shiobbng@vsnl.com Fax: +91-80-25599108
Email: fcsbes@canarabank.co.in

State Bank of Mysore Punjab National Bank

Industrial Finance Branch, Hudson Circle,

No. 18, Ramanashree Arcade, Bangalore — 560002

M. G. Road, Bangalore — 560001 Phone: +91-80-22221093

Phone: +91-80-25596901 Fax: +91-80-22278794

Fax: +91-80-25583642 Email: pnbbocty@vsnl.net

Email: ifbbangalore@sbm.co.in

State Bank of Saurashtra State Bank of Patiala

Mission Road, Badami House,

Bangalore — 560027 N. R. Square, Bangalore — 560002
Phone: +91-80-22102740 Phone: +91-80-22243344

Fax: +91-80- 22239365 Fax: +91-80-22276622

Email: sbsbangalore@yahoo.com Email: sbpbaang@vnl.net
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Bank of India

Industrial Finance Branch
Skip house, Museum Road,
Bangalore — 560025
Phone: +91-80-22231908
Fax: +91-80- 22242090
Email: boibcbb@vsnl.com

State Bank of Bikaner & Jaipur
No. 122, 6" Cross,

Gandhinagar,

Bangalore — 560009

Phone: +91-80-2225089

Fax: +91-80- 22250589

Email: gnbblore@sbbj.co.in

Bank of Baroda

HJS Chambers,

No. 26 Richmond Road,
Bangalore — 560025

Phone: +91-80-22270567

Fax: +91-80- 22271569

Email: corban@bankofbaroda.com

State Bank of Hyderabad
Industrial Finance Branch
Sheriff House, 1* Floor,
No. 85 Richmond Road,
Bangalore — 560 025
Phone: +91-80-22242008
Fax: +91-80-22271482
Email: sbhif743@vsnl.com

Union Bank of India
Industrial Finance branch
Hafeeja Chambers,

K. H. Road,

Bangalore — 560027

Phone: +91-80-22271779

Fax: +91-80-22235362

Email: ubifbbir@bgl.vsnl.net.in

Statutory Auditors

M/s. Rao Associates
Chartered Accountants

17/1 Seshadri Road,
Gandhinagar,

Bangalore — 560 009

Tel: +91-80-22260970

Fax: +91-80-22201160
Email: sudhindra@vsnl.com

Grading

As this is a follow-on public offering, grading of this Issue is not mandatory.

Credit Rating

As this is an Issue of Equity Shares, credit rating is not required.

Monitoring Agency

As the net proceeds of the Issue will be less than Rs. 50,000 lakh, under the SEBI Guidelines it is not required that a monitoring
agency be appointed by our Company.

Trustees

As the Issue is of Equity Shares, the appointment of Trustees is not required.




Book Building Process

Book Building refers to the process of collection of Bids, on the basis of the Red Herring Prospectus within the Price Band. The
Issue Price is fixed after the Bid/Issue Closing Date.

The principal parties involved in the Book Building Process are:

(1) The Company;

(2) Book Running Lead Manager;

(3) Syndicate Members who are intermediaries registered with SEBI or registered as brokers with NSE/BSE and eligible to act
as Underwriters. Syndicate Members are appointed by the BRLM;

(4) Registrar to the Issue.

SEBI through its guidelines has permitted an issue of securities to the public through 100% Book Building Process, wherein: (i)
upto 50% of the Net Issue shall be allocated on a proportionate basis to QIBs (ii) not less than 15% of the Net Issue shall be
available for allocation on a proportionate basis to the Non-Institutional Bidders (iii) not less than 35% of the Net Issue shall be
available for allocation on a proportionate basis to Retail Individual Bidders, subject to valid Bids being received at or above
the Issue Price.

Pursuant to recent amendments to the SEBI Guidelines, QIB Bidders are not allowed to withdraw their Bid (s) after the
Bid/Issue Closing Date and for further details please refer to the “Terms of the Issue” on page 256 of this Red Herring
Prospectus.

Our Company shall comply with guidelines issued by SEBI for this Issue. In this regard, our Company has appointed ICICI
Securities Primary Dealership Limited, as the BRLM to manage the Issue and to procure subscription to the Issue.

The process of book building, under SEBI Guidelines, is relatively new and the investors are advised to make their own
judgment about investment through this process of book building prior to making a Bid in the Issue.

llustration of Book Building and Price Discovery Process (Investors should note that this example is solely for illustrative
purposes and is not specific to the Issue)

Bidders can bid at any price within the price band. For instance, assume a price band of Rs. 20 to Rs. 24 per share, issue size of
3,000 equity shares and receipt of five bids from bidders out of which one bidder has bid for 500 shares at Rs.24 per share
while another has bid for 1,500 shares at Rs.22 per share. A graphical representation of the consolidated demand and price
would be made available at the bidding centers during the bidding period. The illustrative book as shown below shows the
demand for the shares of the company at various prices and is collated from bids from various investors.

Bid Quantity Bid Price (Rs.) Cumulative Quantity Subscription
500 24 500 27.77%
1000 23 1500 83.33%
1500 22 3000 166.67%
2000 21 5000 277.78%
2500 20 7500 416.67%

The price discovery is a function of demand at various prices. The highest price at which the issuer is able to issue the desired
number of shares is the price at which the book cuts off i.e. Rs. 22 in the above example. The issuer, in consultation with the
BRLM, will finalise the issue price at or below such cut off price, i.e., at or below Rs. 22. All bids at or above this issue price
and cut-off bids are valid bids and are considered for allocation in the respective categories.

Steps to be taken for bidding:
1. Check eligibility for bidding (please refer to the section “Issue Procedure” on page 259 of this Red Herring Prospectus);
Ensure that the Bidder has a demat account; and

3. Ensure that the Bid cum Application Form is duly completed as per instructions given in this Red Herring Prospectus and
in the Bid cum Application Form.
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Withdrawal of the Issue

Our Company in consultation with the BRLM, reserves the right not to proceed with the Issue at anytime after the Bid / Issue
Closing Date but before allotment, without assigning any reason thereof.

Underwriting Agreement

After the determination of the Issue Price and allocation of our Equity Shares but prior to filing of the Prospectus with RoC, our
Company will enter into an Underwriting Agreement with the Underwriters for the Equity Shares proposed to be offered
through this Issue. It is proposed that pursuant to the terms of the Underwriting Agreement, the BRLM shall be responsible for
bringing in the amount devolved in the event that the Syndicate Members do not fulfill their underwriting obligations.

The Underwriters have indicated their intention to underwrite the following number of Equity Shares:

(This portion has been intentionally left blank and will be filled in before filing of the Prospectus with RoC)

Name and Address of the Underwriters Indicative Number of Equity | Amount Underwritten
Shares to be Underwritten (Rs. in Lakhs)

ICICI Securities Primary Dealership Limited 48,99,900 [e]
ICICI Centre,

163, Backbay Reclamation,
H.T. Parekh Marg,
Mumbeai, 400020

ICICI Securities Limited 100 [e]
ICICI Centre,

163, Backbay Reclamation,
H.T. Parekh Marg,
Mumbai, 400020

The above mentioned amount is indicative underwriting and this would be finalized after pricing and actual allocation. The
above Underwriting Agreement is dated [ o]

In the opinion of the Board of Directors acting through the Chairman & Managing Director, based on a certificate dated [e]
given to them by BRLM and the Syndicate Members, the resources of the Underwriters are sufficient to enable them to
discharge their respective underwriting obligations in full. All the above-mentioned Underwriters are registered with SEBI
under Section 12(1) of the SEBI Act or registered as brokers with the stock exchanges. The above Underwriting Agreement has
been accepted by the Board of Directors acting through the Chairman & Managing Director or the Director (Finance) of our
Company and our Company has issued letters of acceptance to the Underwriters.

Allocation among Underwriters may not necessarily be in proportion to their underwriting commitments. Notwithstanding the
above table, the Underwriters shall be severally responsible for ensuring payment with respect to Equity Shares allocated to
investors procured by them. In the event of any default, the respective Underwriter in addition to other obligations to be
defined in the Underwriting Agreement, will also be required to procure / subscribe to the extent of the defaulted amount.
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CAPITAL STRUCTURE

Share capital as at the date of filing of Red Herring Prospectus with SEBI (before and after the Issue) is set forth below:

(Rs. in Lakhs)

Share Capital Aggregate value at nominal| Aggregate value at Issue
price Price
A. Authorised Capital
10,00,00,000 Equity Shares of Rs. 10/- each 10,000.00
B. Equity Capital before the Issue
Issued
3,70,00,000 Equity Shares of Rs. 10/- each 3700.00 |
Subscribed and Paid Up Capital
3,67,44,500 Equity Shares of Rs. 10/- each 3674.45
Forfeited Shares* 12.77
C. Present Issue in terms of this Red Herring Prospectus
49,00,000 Equity Shares of Rs. 10/- each 490.00 [e]
Of which:
(1) 4,90,000 Equity Shares of Rs. 10/- each are reserved for 49.00 [e]
Eligible Employees
(ii) 44,10,000 Equity Shares of Rs. 10/- each as Net Issue 441.00 [o]
D. Equity Capital after the Issue
Issued
4,19,00,000 Equity Shares of Rs. 10/- each 4190.00 [e]
Subscribed and Paid Up Capital
4,16,44,500 Equity Shares of Rs. 10/- each 4164.45 [e]
Forfeited Shares* 12.77
E. Securities Premium Account
Before the Issue 10,401.66
After the Issue [o]

* - Amount received by our Company in respect of the 2,55,500 Equity Shares forfeited by our Company.

Details of Increase in Authorised Equity Share Capital

Date of Increase

Details

May 11, 1964

Rs. 7,50,00,000 divided into 75,000 Equity Shares of Rs. 1000/- each.

January 30, 1967

Increased from Rs. 7,50,00,000 to Rs. 10,00,00,000 divided into 1,00,000 Equity Shares of Rs.
1000/- each.

July 22, 1969

Increased from Rs. 10,00,00,000 to Rs. 15,00,00,000 divided into 1,50,000 Equity Shares of Rs.
1000/- each.

April 27, 1982

Increased from Rs. 15,00,00,000 to Rs. 30,00,00,000 divided into 3,00,000 Equity Shares of Rs.
1000/- each.

June 23, 1987

Increased from Rs. 30,00,00,000 to Rs. 40,00,00,000 divided into 4,00,000 Equity Shares of Rs.
1000/- each.

February 21, 1992

Split in face value of Equity Shares from Rs. 1000/- each to Rs. 10/- each. Thus Authorised
Equity Share Capital of Rs. 40,00,00,000 divided into 4,00,00,000 Equity Shares of Rs. 10/- each

September 7, 1994

Increased from Rs. 40,00,00,000 to Rs. 60,00,00,000 divided into 6,00,00,000 Equity Shares of
Rs. 10/- each.

July 13, 2005

Increase from Rs. 60,00,00,000 to Rs, 1,00,00,00,000 divided into 10,00,00,000 Equity Shares of
Rs, 10/- each
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Notes to the Capital Structure

1. Share Capital History of our Company:

DEE @ Cumulative S Cumulative
allotment/ No. of Face | Price per] Securities Nature of .
. . number of ! . . Securities
Fully paid- Equity Equi Value Equity Premium payment of Particulars .
. quity . - Premium
up Capital Shares (Rs.) Share (Rs.) Consideration
shares (Rs) (Rs.)
June 11, 10,000 10,000 1,000 1,000 - Cash' Issue of Equity -
1964' Shares to Gol
January 21, 60,630 70,630 1,000 1,000 - Shares issued | Issue of Equity -
1966 for Excess of | Shares to Gol
value of assets
over liabilities
on Rail coach
division
transferred
from HAL to
BEML
June 15, 1966 4000 74,630 1,000 1,000 - Shares issued | Issue of Equity -
for transfer of | Shares to Gol
Rail coach
division from
HAL to BEML
February 17, 7500 82,130 1000 1000 - Cash Issue of Equity -
1967> Shares to Gol
April 26, 7,850 89,980 1,000 1,000 - Cash Issue of Equity -
1967 Shares to Gol
April 28, 29,000 1,18,980 1,000 1,000 - Cash Issue of Equity -
1969 Shares to Gol
April 16, 1,020 1,20,000 1,000 1,000 - Cash Issue of Equity -
1973 Shares to Gol
September 27, 40,000 1,60,000 1,000 1,000 - Cash Issue of Equity -
1983 Shares to Gol
September 27, 60,000 2,20,000 1,000 1,000 - Cash Issue of Equity -
1983 Shares to Gol
September 26, 40,000 2,60,000 1,000 1,000 - Cash Issue of Equity -
1984 Shares to Gol
March 30, 40,000 3,00,000 1,000 1,000 - Cash Issue of Equity -
1985 Shares to Gol
February 21, - | 3,00,00,000 10 - - - Subdivision of -
1992 Equity Shares
to 30,000,000
Equity Shares
of Rs. 10/ each
February 24, | 60,00,000 | 3,60,00,000 10 165| 93,00,00,000 Cash Through a | 93,00,00,000
1995 public issue
February 24, | 10,00,000 | 3,70,00,000 10 150 | 14,00,00,000 Cash Pursuant to a | 1,07,00,00,000
1995 rights issue
November (2,55,500) | 3,67,44,500 10 - - - Forfeiture of | 1,04,01,66,000
29, 1998 Equity Shares

1 BEML issued 10,000 Equity Shares of Rs. 1,000 each, which were partly paid up at Rs. 500 each by Gol and the remaining money was paid on September 29, 1965.

2 BEML issued 7,500 Equity Shares of Rs. 1000 each, which were partly paid up at Rs. 900 per Equity Share and the remaining money was paid in the financial year 1968-1969.
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2. Promoters’ Contribution and lock-in

As per clause 4.10.1(a) of the SEBI DIP Guidelines, the requirements of promoters’ contribution are not applicable in case of
our Company as our Equity Shares have been listed on the stock exchanges for a period of three years and our Company has a
track record of dividend payment for the last three years preceding the date of this Red Herring Prospectus.

3. Our Shareholding Pattern

The shareholding pattern of our Company (on basis of data as per beneficiary position details received as on May 25, 2007) is

as follows:
Name of Shareholders Before the Issue After the Issue
No. of Yoage No. of %%age
Equity Shares Equity Shares

(A) PROMOTER

Gol through President of India* 22,500,000 61.23 22,500,000 54.03
Total (A) 22,500,000 61.23 22,500,000 54.03

(B) PUBLIC SHAREHOLDING
(a) Institutions
Mutual Funds / UTI 51,04.095 13.89 [*] [*]
Financial Institutions / Banks 26,68,922 7.26 [*] [*]
Foreign Institutional Investors 28,78,639 7.83 [] [*]

Sub-total (a) 10,651,656 28.98 [*] [*]

(b) Non-Institutions [*] [*]
Bodies Corporate 967,563 2.63 [*] [*]
Resident Individuals 2,245,535 6.11 [*] [*]
Non-Residents 294,387 0.80 [*] [*]
Trusts 592 0.00 [*] [*]
Clearing Members 29,917 0.08 [*] [*]

HUF 54,850 0.15 [*] [o]
Sub-total (b) 35,92,844 9.77 [*] [*]
38.75
Total (B) 14,244,500 19,144,500 45.97
TOTAL (A)+(B) 36,744,500 100.00 41,644,500 100.00

* Including 600 Equity Shares held in the name of individuals as nominees of Gol.

4. a) Top ten shareholders of our Company on the date of filing of this Red Herring Prospectus are as follows*:

Sr. No. Name of Shareholders Number of Equity Percentage Holding
Shares

1. Gol through President of India** 22,500,000 61.23

2. FID Funds (Mauritius) Limited*** 17,67,657 4.81

3. Life Insurance of Corporation of India 15,72,564 4.28

4. Reliance Capital Trsutee Company Limited a/c Reliance 1,100,000 2.99
Growth Fund

5. Reliance Capital Trustee Company Limited a/c Reliance 5,17,365 1.41
Equity Opportunities Fund

6. SBI Mutual Fund a/c Magnum Global Fund 4,84,132 1.32

7. General Insurance Corporation of India 4,30,259 1.17
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Sr. No. Name of Shareholders Number of Equity Percentage Holding
Shares

8. Fidelity Trustee Company Private Limited a/s Fidelity 4,00,001 1.09
India Special Situations Fund

9. DSP Merill Lynch Trustee Company Private Limited a/c 3,92,429 1.07
DSP Merill Lynch Small and Midcap Fund

10. National Insurance Company Limited 2,61,840 0.71
TOTAL 29358943 79.90

* Data as per the beneficiary position details received as on June 01, 2007.

** Including 600 Equity Shares held in the name of individuals as nominees of Gol.

*#% _ FID Funds (Mauritius) Limited is a registered sub-account with Fidelity Investments Management (Hong Kong)
Limited.

b) Top ten shareholders ten days prior to filing of this Red Herring Prospectus are as follows*:

Sr. No. Name of Shareholders Number of Equity Shares | Percentage Holding
1. Gol through President of India** 22,500,000 61.23%
2. FID Funds (Mauritius) Limited 17,00,353 4.63
3. Life Insurance of Corporation of India 15,72,564 4.28
4. Reliance Capital Trsutee Company Limited a/c Reliance 1,100,000 2.99
Growth Fund

5. Reliance Capital Trustee Company Limited a/c Reliance 5,17,365 1.41
Equity Opportunities Fund

6. SBI Mutual Fund a/c Magnum Global Fund 4,84,132 1.32

7. General Insurance Corporation of India 4,30,259 1.17

8. Fidelity Trustee Company Private Limited a/s Fidelity 4,00,001 1.09
India Special Situations Fund

9. DSP Merill Lynch Trustee Company Private Limited a/c 3,92,429 1.07
DSP Merill Lynch Small and Midcap Fund

10. National Insurance Company Limited 2,61,840 0.71
TOTAL 29,293,943 79.72

* - Data as per the beneficiary position details received as on May 25, 2007.
** - Including 600 Equity Shares held in the name of individuals as nominees of Gol.

¢) Top ten shareholders two years prior to date of filing of this Red Herring Prospectus are as follows:

Sr. No. Name of Shareholders Number of Equity Percentage Holding
Shares

1. Gol through President of India** 22,500,000 61.23
Emerging Markets Management, LLC, A/c. ENSAF - 14,93,720 4.07
Mauaritius

3. Life Insurance Corporation of India 11,68,115 3.18

4. Reliance Capital Trustee Company Limited, A/c. 11,00,000 2.99
RELIANCE GROWTH FUND

5. The India Fund, Inc. 1,059,500 2.88

6. Rakesh Radheshyam Jhunjhunwala 1,026,518 2.79

7. Rekha Jhunjhunwala 753767 2.05

8. Tata Trustee Company Private Limited a/c Tata Mutual 2,76,860 0.75
Fund- Tata Infrastructure Fund

9. Kotak Midcap 2,04,428 0.56

10. IL & FS Investmart Limited 180900 0.49

* - Data as per the beneficiary position details received as on May 27, 2005
** Including 600 Equity Shares held in the name of individuals as nominees of Gol.
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

Our Company, Directors, Promoter and BRLM have not entered into any buy-back, standby or similar arrangements for
purchase of Equity Shares of our Company from any person.

The total number of members of our Company as per beneficiary position received on May 25, 2007 is 33,303.
Our Company has not raised any bridge loan against the proceeds of this Issue.

In this Issue, in case of over-subscription in all categories, upto 4,90,000 Equity Shares shall be available for Alllocation
on a proportionate basis to Eligible Employees in the Employee Reservation Portion, up to 50% of the Net Issue shall be
available for Allocation on a proportionate basis to Qualified Institutional Buyers of which 5% shall be available for
Allocation on a proportionate basis to Mutual Funds only, not less than 35% of the Net Issue shall be available for
Allocation on a proportionate basis to Retail Individual Bidders and not less than 15% of the Net Issue shall be available
for Allocation on a proportionate basis to Non Institutional Bidders, subject to valid Bids being received at or above the
Issue Price.

Under-subscription, if any, in any portion would be met with spill over from other categories at the sole discretion of our
Company in consultation with the BRLM and the Designated Stock Exchange.

None of our Directors hold any Equity Shares in our Company, other than as nominees of Gol.

Our Company does not have any ESOS or ESPS scheme for our employees and we do not intend to allot any Equity
Shares to our employees under ESOS or ESPS scheme from the proposed Issue.

Neither our Promoter, nor our Directors have purchased or sold any Equity Shares, during a period of six months
preceeding the date on which the Draft Red Herring Prospectus is filed with SEBI.

An investor cannot make a Bid for more than the number of Equity Shares offered through the Issue, subject to the
maximum limit of investment prescribed under relevant laws applicable to each category of investor.

There shall be only one denomination of the Equity Shares, unless otherwise permitted by law. We shall comply with
such disclosure and accounting norms as may be specified by SEBI from time to time.

Our Company has not made any public issue since incorporation except in the year 1995 when our Company issued
debentures which were subsequently converted to Equity Shares.

Our Company has not revalued its assets in the last 5 years.

Our Company has not issued any Equity Share out of revaluation reserves or for consideration other than cash except
64,630 Equity Shares of Rs. 1000/- each were issued for consideration other than cash in the year 1966 to Gol on transfer
of the rail coach Division of HAL to BEML on incorporation. The same were subdivided into 64,63,000 Equity Shares
of Rs. 10/- each in the year 1992.

There would be no further issue of capital whether by way of issue of bonus shares, preferential allotment, rights issue or
in any other manner during the period commencing from the date of filing the Draft Red Herring Prospectus with SEBI
until the Equity Shares issued/ proposed to be issued pursuant to this Issue have been listed.

We presently do not have any intention or proposal to alter our capital structure for a period of six months from the date
of opening of this Issue, by way of split/ consolidation of the denomination of Equity Shares or further issue of Equity
Shares (including issue of securities convertible into exchangeable, directly or indirectly, for our Equity Shares) whether
preferential or otherwise, except that if we enter into acquisition(s) or joint venture(s), we may consider additional
capital to fund such activities or to use Equity Shares as a currency for acquisition or participation in such joint ventures.

As per the extant policy, OCBs are not permitted to participate in the Issue.
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21.

22.

23.

Only Eligible Employees (as defined in the section titled “Definitions and Abbreviations” beginning on page i of this
Red Herring Prospectus) would be eligible to apply in this Issue under the Employee Reservation Portion. Bid by
Eligible Employees can also be made in the “Net Issue to the Public” portion and the same shall not be treated as
multiple Bids. In case of under-subscription in the Employee Reservation Portion, the same would be allowed to be met
with spillover inter-se from any other categories, at the sole discretion of our Company, in consultation with the BRLM
and the Designated Stock Exchange. In case of under-subscription in the Net Issue, spillover to the extent of under
subscription shall be permited from the Employee Reservation Portion at the discretion of our Company in consultation
with the BRLM and the Designated Stock Exchange. Such inter-se spillover if any, would be effected in accordance with
applicable laws, rules, regulations and guidelines.

It will not be necessary for NRIs/ registered Foreign Institutional Investors/ registered Foreign Venture Capital Funds/
Multilateral and Bilateral Development Institutions to seek separate permission from the FIPB/RBI for investing for
Equity Shares in this Issue. Our Company has applied to the FIPB vide its letter dated March 31, 2007, and the same has
been approved vide the FIPB Approval Letter. For details in relation to the FIPB application and the FIPB Approval
Letter, please refer to section titled “Regulations and Policies” beginning on page 87 of this Red Herring Prospectus.

As on the date of filing of this Red Herring Prospectus, there are no outstanding warrants, options or debentures or other
financial instruments issued by our Company, which would entitle our Promoter or shareholders of our Company or any
other person an option to receive Equity Shares of our Company. Further, there are no loans which are convertible into
Equity Shares of our Company.
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OBJECTS OF THE ISSUE

The net proceeds of the Issue after deducting underwriting and management fees, selling commissions, and all other Issue
expenses payable by us are estimated at approximately Rs. [] lakh. For details of the Issue expenses, see section titled “Other
Regulatory and Statutory Disclosures” on page 241 of this Red Herring Prospectus.

Objects of the Issue

The objects and the estimated cost of the objects as envisaged by our management are as follows:

Particulars (Rs. in Lakhs)

Expansion of Metro Coach Manufacturing Facility at Bangalore 21,451.25
Capital Expenditure including upgradation of current facilities 9,000.00
Voluntary Retirement Scheme (“VRS”) for Employees 9,000.00
Setting up of SMW Wind Mill for captive consumption 2,700.00
Contribution for setting up R&D Centre of Excellence for Metro Coaches 900.00
Issue Expenses [e]
General Corporate Purposes [e]
Total [o]

The main objects clause and the objects incidental or ancillary to the main objects clause of the Memorandum of Association of
our Company enables us to undertake the existing activities and the activities for which the funds are being raised through the
present Issue.

Means of Finance

The above fund requirement is proposed to be financed wholly through funds raised through this Issue. Any shortfall in the cost
of the project would be met with internal accruals of our Company. As the above fund requirement and deployment are not
appraised by any bank or financial institution, in case of any variations in the actual utilization of funds earmarked for the
above activities, increased fund deployment for a particular activity may be met with by surplus funds, if any available in the
other activities.

Details of Project

A)

Expansion of Metro Coach Manufacturing Facility at Bangalore

The Bangalore Complex of our Company manufactures various types of railway products such as rail coaches, metro
coaches, tower wagons, rail bus and electro motive units for the Indian Railways. We believe that there are no
indigenous manufacturers of stainless steel metro coaches in India. Our Company has made a start by indigenously
assembling coaches from completely knocked-down and semi-knocked down condition on having acquired technology
for manufacture of state-of-the art metro coaches under subcontract. Till date, 188 metro coaches have been supplied
to Delhi Metro Rail Corporation Limited since commencement of production in fiscal 2004. The existing installed
manufacturing facility for metro coaches is limited to 12-13 coaches per month / 150 finished coaches per annum with
the existing infrastructure and process equipment. Considering the expected market demand, we now propose to
expand our existing installed facilities; introduce considerable indigenous content in coach manufacturing; and be the
preferred supplier of such coaches for the local demand. The proposed capacity of the manufacturing facility post-
expansion is at 190 coaches per annum.

The estimated cost of expansion of the metro coach manufacturing facility is as follows:

Sr. No.

Particulars Amount (Rs. in Lakhs)

e New hangars for manufacturing;
e Storage hangars;
e Rail laying for standard gauge coaches;
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e  Substation works;
e Revamping of flooring, painting of existing hangars used for metro coach
manufacture
2. Plant and machinery (including equipment, miscellaneous fixed assets, tooling, testing, 12,076.47
material handling, electrical works, freight, handling and insurance charges, erection and
commissioning charge and taxes)
3. Deferred revenue expenditure (including enabling works, operator’s training, expenses on 2,716.00
foreign technicians, technology licence fee, consultancy and engineering)
4. Working Capital Margin (required for raw materials, consumables and bought out items 3,805.51
including regular operating costs)
5. Interest during construction 603.57
Total 21,451.25
Five new hangars, a storage shed and two workshops for the manufacture of various components and assembly of
metro coaches are required for the proposed expansion. The proposed new hangars and all other civil works are
located within the existing industrial premises at our Bangalore Complex and therefore, no additional land acquisition
is necessary for this project.
Details of orders placed by us up to May 30, 2007 in relation to the expansion of the metro coach manufacturing
facility are as follows:
Sr. No Description Orders placed up to
February 28, 2007
(Rs. in Lakhs)
1. Consultancy services towards design and detailed engineering of expansion 79.88
of metro coach manufacturing facilities at Bangalore Complex
2. Technical fees 2,223.55
3. Construction of parallel test track 242.15
4. New track for Emulsion work of coaches and shifting of water leak test 63.99
5. Construction of New Hangar 625.46
6. Other miscellaneous equipment and machinery 187.35
Total 3,422.38
Schedule of Implementation
Sr. No. | Activity Activity Commencement Date Estimated Completion Date
1. Civil work Partly commenced September 2008
2. Plant and machinery Already commenced November 2008
3. Commencement of production December 2008 -
B) Capital Expenditure including upgradation of existing facilities
For modernisation and upgradation of existing infrastructure including implementation of enterprise resource planning
cost is approximately Rs. 9,000 lakh. The expansion programme includes replacement, reconditioning and upgradation
of machinery. The cost break-up of the same is as follows:
Sr. No. Description Cost (Rs. in lakhs)
1. Replacement of old and fully depreciated assets 2,621.00
2. Investment in new assets (including construction of hangars and allied 6,379.00
facilities, actuators, telemetry dats acquisition system in R & D, enterprise
resource planning, augmentation of facilities)
TOTAL 9,000.00
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The above estimate of capital expenditure to be incurred for upgradation of existing facilities has been made based on
following details of orders placed including taxes, delivery, handling, octroi, erection and commissioning charges, etc.
and the balance is based on our internal estimates considering purchases made and quotations received in the past.

The following are the details of the orders placed for our capital expenditure requirements:

Sr. Description No. of | Order placed with Date of Expected date | Price/Amount as per
No. units Purchase of delivery purchase order (Rs. in
order Lakhs)
1. mySAP ERP Product | 200 M/s. SAP India December 31, Received 113.49
2005
2. IBM Hardware - M/s. Frontier December 31, Received 99.84
Business Systems 2005
Private Limited
3. Consultancy fees - Astral Management February 18, Received 8.98
Consultants Private 2005
Ltd.
4. Desktop Computers 15 M/s. Frontier January 4, Received 7.32
Business Systems 2007
Private Limited
5. Implementation of - M/s. Seimens July 21, 2006 August 2007 680.00
ERP Information Systems
Limited
6. 12 Volts 200 AH 50 M/s. Excel Power December 53, Received 7.06
Vision (Imported) Controls 2006
sealed maintenance
free batteries
7. Availing consultancy - Astral Management January 31, Received 4.88
services Consultants Private 2005
Ltd.
8. Laptop computers 3 M/s. Jey Pee January 17, Received 2.45
Agencies 2007
9. Workstations model 60 M/s. Spacetouch October 25, Received 1.50
ST2101 with fixed Seating Products 2005
PU arms, ABS back,
Active tilt, Pneumatic
lift, seat and back
upholstered.
10. Rounda file four tier 2 M/s. Pan Office December 26, Received 1.03
Systems Private 2006
Mercury 4 drawer Limited
filing cabinet 6
Mercury full height
swing open door
3
11. Hitachi CP-X260 1 M/s. Eswar January 25, Received 0.95
Enterprises 2007
12. Air Conditioners; 2 M/s. Veekay Coolers January 2, Received 0.62
2007
Voltage Stabilizer
2
13. Ultima 5 KVA 1 Alpha Zee Control February 26, Received 0.28
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Sr. Description No. of | Order placed with Date of Expected date | Price/Amount as per
No. units Purchase of delivery purchase order (Rs. in
order Lakhs)
Inverters and Systems Private 2007
Limited
14. Computer Printers 2 M/s. Rajendra November 9, Received 0.19
Systems 2006
15. Memory card - RAM 3 M/s. Frontier December 16, Received 0.19
for desktop computer Business Systems 2006
Private Limited
16. Fax machine cum 1 M/s. Jey Pee October 31, Received 0.15
printer Agencies 2006
17. Laser fax machine 1 M/s. Rapid Access | November 21, Received 0.12
Technologies 2006
18. Caller ID Speaker 3 M/s. Sharanya January 22, Received 0.06
phone Teltronics 2007
19. Nut Runner 15 M/s. Motor July 7, 2006 Received 66.26
Industries Company
Ltd.
20. Cranes; 2 M/s. Century Crane August 30, Received 103.33
Engineers Private 2006
Rails; Ltd.
Ladders; 2
Indicator Box 2
21. Manufacturing, 16 M/s. Metal Storage | December 15, Received 4.21
supply, erection and Systems Private Ltd. 2006
commissioning of
chutter
22. Manufacturing, 22 M/s. Pranam February 6, 10 of them 6.30
supply, erection and Technologies 2007 have been
commissioning of received,
Kanban Trolleys 5 of them are
expected by
end of June and
rest 7 expected
by September
2007
23. | Manufacturing, 2 M/s. Pee Jey December 13, Received 10.00
supply, erection and Enterprises Private 2006
commissioning of Ltd.
electronic  overhead
traveling crane
24. 10 Ton EOT crane 1 Ms. Elite Steel March 31, Received 55.75
Private Ltd. 2006
5 Ton EOT crane
1
25. CNC Lathe Machine, 5 M/s. HMT Machine | November 13, Received 27.86
items and accessories Tools Ltd. 2006
26. | 22 Ltrs Pressure Feed 2 M/s. Lakshmi May 31, 2006 Received 0.24
Container with gauge Engineering

and stirrer

Supplies




Sr. Description No. of | Order placed with Date of Expected date | Price/Amount as per
No. units Purchase of delivery purchase order (Rs. in
order Lakhs)
27. | Bench Grinder 3 M/s. Shregala August 2, Received 0.58
Shankrila 2006
28. | Water tank 1 M/s. Mahalakshmi September 2, Received 0.36
Enterprises 2006
29. | Air Compressor and 4 M/s. Kirloskar September 1, June 2007 2.60
air drier Pneumatic Company 2006
Ltd.
30. | Welding machines 20 M/s. Quality November 1, Received 16.25
Enterprises 2006
31. | Geared Nagmati 1 M/s. Bharat Machine | November 2, Received 4.11
Lathe Model Tools Ltd. 2006
32. | Radial Drilling 2 M/s. Emtex November 4, December 5.40
Machine Machinery Private 2006 2007
Ltd.
33. | RAM type milling 1 M/s. HMT Machine | November 9, July 2007 5.65
machine Tools Ltd. 2006
34. | Commissioning of 10 1 M/s. Landsky February 7, June 2007 2.20
ton single girder Engineers Private 2007
electric ~wire rope Ltd.
hoist with electric
driven trolley
35. | Jib crane with wire 1 M/s. Landsky November 25, Received 4.20
hoist Engineers Private 2006
Ltd.
36. | Gas cylinder 2 M/s. Kishore December 5, Received 0.10
Engineering Works 2006
37. | Horizontal boring 1 M/s. HMT Machine | May 2, 2006 September 65.70
machine Tools Ltd. 2007
38. | Induction hardening 1 Inductotherm (India) January 6, Received 40.57
machines Private Ltd. 2006
39. CNC Lathe Machine 1 M/s. HMT Machine March 31, CNC Lathe 69.11
with  motor  and Tools Ltd. 2006 machine  has
accessories been received.
Erection and
Commissioning
in under
progress
40. | Manufacture and 4 Pegard Productis December 7, September 61.90
supply of Pallets and 2005 2007
Parking Stations
41. Stabiliser and 1 M/s. Neel Controls Ocober 29, Received 3.23
transformer 2006
42. | Rotary screw type 1 M/s. Vertex October 25, Received 2.74
compressor Pnematics Private 2006
Ltd.
43. | Thermal cutting 1 M/s. Nissan Tanaka June 5, 2006 Received 88.87
machine with control Corporation
systems and
commissioning  and
erection charges
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Sr. Description No. of | Order placed with Date of Expected date | Price/Amount as per
No. units Purchase of delivery purchase order (Rs. in
order Lakhs)
44, Spares for thermal 39 M/s. Nissan Tanaka June 7, 2006 Received 5.53
cutting machines Corporation
45. | Accessories for 10 M/s. Supreme July 31, 2006 November 9.29
thermal cutting Agencies 2007
machine with control
systems
46. | Welding sets with | 125 M/s. Quality February 2, Received 46.30
diode along with Enterprises 2006
accessories
47. | Inverter type welding 50 M/s. Kemppi OY May 30, 2006 Received 134.76
sets
48. | Deisel Hydraulic 3 M/s. TIL Ltd. June 12,2006 Received 97.78
Mobile crane along
with spares
49. | Laser cutting machine 1 M/s. Bystronic Pte July 4, 2006 Received 435.68
Ltd.
50. | Cranes and their 8 M/s. Century Crane | November 17, | Machinery 81.89
spares; Engineers Pvt. Ltd. 2006 received for a
value of Rs.
rails 430 15.36 lakh,
Mts. balance to be
received in
May 2007.
Cranes  have
been received,
erection  and
commissioning
is under
progress
51. 50 Ton Cranes - M/s. Century Crane March 27, Received 50.90
Engineers Pvt. Ltd. 2006
52. | Endo gas generator 2 M/s. Unitherm September 4, October 2007 30.00
Engineers Limited 2006
53. | SB CNC Turning 1 M/s. HMT Machine | April 1, 2006 June 2007 68.32
Center Tools Ltd.
54. | Horizontal Machine 1 M/s. Premier February 6, November 381.77
Center Limited 2007 2007
55. | Horizontal boring 1 M/s. HMT Machine | November 20, July 2007 90.18
Machine Tools Ltd. 2006
56. CNC Vertical 1 M/s. Bharat Fritz November 23, Received 70.96
Machine Centre Werner Limited 2006
57. CNC Vertical 1 M/s. Bharat Fritz November 25, Received 42.03
Machine Centre Werner Limited 2006
58. | Turning CNC 3 M/s. Praga Tools December 12, July 2007 43.47
Limited 2006
59. | Turning Large VTL 3 M/s. HMT Machine January 19, July 2007 161.00
Tools Ltd. 2007
60. Center Lathe (Heavy) 1 M/s. HMT Machine | November 20, Received 42.11
Tools Ltd. 2006
61. | Center Lathe 1 M/s. HMT Machine | November 20, July 2007 35.16
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Sr. Description No. of | Order placed with Date of Expected date | Price/Amount as per
No. units Purchase of delivery purchase order (Rs. in
order Lakhs)
(Medium) Tools Ltd. 2006
62. | Nitriding Furnace 2 M/s. Unitherm January 24, October 2007 68.00
Engineers Limited 2007
63. | Fast Quench Facility 2 M/s. Unitherm January 24, October 2007 11.90
Engineers Limited 2007
64. 50 Ton EOT Crane 1 M/s. Century Crane March 29, received 50.90
Engineers 2006
65. | CNC Horizontal 1 M/s. Juristi IS March 29, August 2007 487.05
Boring and Milling Commercial S.L. 2007
Center
66. Side Loader 12 ton 1 M/s. SRS March 29, received 103.13
capacity Gabelstaplerwerk 2006
GmbH
67. | Electromechanical 1 M/s. Berco s.p.a - received 27.87
Wrench
Check Sleeval Device 1
Rails
1
Electric feed assv
1
Roller Convenor
5
68. | CNC Gear Grinding 1 M/s. Hoffler January 16, February 2008 631.06
Machine Maschinenbau 2007
GmbH
69. | Link Boring Machine 1 HMT Machine September 19, | February 2008 524.41
Tools Limited 2006
Total 5,308.04
The following are the details of the work orders placed by us with various consultants and contractors for the
upgradation of our Mysore Complex:
Sr. Nature of activities to be carried | Name of the contractor | Date of the | Status - | Cost (Rs.
No. out work order completed/ in Lakhs)
expected date of
completion
1. Providing roads and drains for | Mr. S.A. August 5, 2006 | Completed 26.37
ancillary units in front of main gate | Mahadevaswamy
of equipment division at the Mysore | (Consulting Engineer
Complex and Contractor)
2. Construction of painting hangar at | Mr. K. Siddappa (Class August 21, | April 30, 2007 16.12
equipment division, Mysore | — I Contractor) 2006
Complex
3. Provisio of power wiring and | M/s. Shanthi Enterprises | January 21, | September 30, 33.06
illumination of major assembly 2006 2007
extension hangar, Mysore Complex
4. Construction of ancillary sheds | M/s. Khaishgi June 30, 2006 Completed 43.92
(Excluding electrical works) in front | Construction
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of equipment division, Mysore | Corporations
Complex
5. Construction of extension to major | M/s. Saag RR Infra December 12, | September 30, 217.34
assembly hangar (excluding | Limited 2005 2007
electrical works) at Mysore Complex
6. Provision of 11KV and 440V | M/s. Power Tech July 27, 2006 Completed 18.94
overhead lines to ancillary units at
Mysore Complex
7. Power wiring and electrification of | M/s. Power Tech July 27, 2006 Completed 13.05
ancillary units of Mysore Complex
8. Expansion of industrial hangar for | The Mysore October 14, | Completed 473.00
defence and heavy equipment | Constructions Company | 2005
division, KGF Complex
9. Provision of additional rail tracks of | M/s. Saag RR Infra October 25, | Completed 64.01
length 170 mts. for emulsion track | Limited 2006
and 30 mts. track for leak proof test
adjacent to 2A and 2B hangars at the
Bangalore Complex
10. Consultancy services for parallel test | Amin Bhavi Hegde January 12, | Completed 3.92
track (450 mts.) with test pit and | Consulting Engineers 2006
linking to the main line at the | Private Limited
Bangalore Complex
11. Providing and laying concrete for | M/s. KSS Engineers & November 13, | Completed 3.25
machine foundation for | Contractors 2006
BYSTRONIC CNC Laser cutting
machine at Bangalore Complex
12. Supply and laying of additional | SSJV Projects Private November 27, | October 2007 58.11
tracks at delivery hangar (Zone — III) | Limited 2006
at the Bangalore Complex
13. Supplying and laying of rails 450 | SSJV Projects Private November 4, | July 2007 242.25
mts. for parallel test track and linking | Limited 2006
to the main line at the Bangalore
Complex
14. Construction of new hangar N-2 | Saag RR Infra Limited February 20, | October 2007 625.47
adjacent to rear traverser at the 2007
Bangalore Complex
15. Construction of under frame hangar, | SSJV Projects Private July 27, 2006 July 2007 374.48
renovation of crusher house, | Limited
providing concrete hard standing and
other allied civil works for rail coach
manufacture at the KGF Unit.
16. Consultancy services for the work of | M/s. Design Consultants | February 21, | Completed 10.74
proposed  facilities for  coach | and Commercial 2006
manufacture at RPFU for KGF Unit | Agencies
Total 2,224.03
03] Voluntary retirement scheme (VRS) for employees

We had introduced a special VRS for our officers and employees. The said scheme was open from March 19, 2005 to
March 26, 2005. We propose to introduce a new VRS scheme to be implemented over a period of 3 years. The
retirement scheme would be applicable for permanent officers/ employees in the category of clerks, assistants, etc.
working in areas like quality, production planning and control, maintenance, landscaping, transport.
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We propose to use the net proceeds of the Issue to provide compensation to our retiring officers/ employees.
Estimated total cost

We envisage reducing upto 1125 employees / executives by extending the VRS Scheme. The approximate cost (per
employee / officer) is as follows:

Basic + DA —Rs. 16,050 per month
Per day wages —Rs. 535

VRS Compensation estimated at the rate of 50 days wages per year for an average of 30 years of service (Rs. 535 x 30
x 50) = Rs. 8.02 lakh per employee / officer.

The total approximate out flow for 1125 employees / officers will be Rs. 9000 lakh.

D) Setting up of 5SMW Windmill for captive consumption
Our Company vide Purchase Order No. CPC — 161 dated February 28, 2007 placed an order with Suzlon Energy
Limited for setting up a SMW Wind farm project in Kappadagudda area of Gadag District in Karnataka. The cost of
the project for setting up the wind farm in three phases is as follows:
(Rs. in Lakhs)
Particulars Price Excise Duty Sales Tax Service Tax Total (Phase-wise)
Civil Works (Phase I) 190.60 - 4.30 15.98 210.89
WTG (Phase II) 2,194.67 6.53 7.39 27.25 2,235.84
Evacuation (Phase III) 194.80 - 3.15 9.64 207.60
Miscellaneous 45.68 - - - 45.68
TOTAL 2,625.75 6.53 14.84 52.89 2,700.00
The land area where the wind farm is to be set up shall be available with Suzlon Energy Limited by way of a lease to
Karnataka Renewable Energy Development Limited in favour of Suzlon Energy Limited. The same shall be
transferred (including the wind farm) to our Company by way of a sub-lease from Karnataka Renewable Energy
Development Limited after setting, operation and maintenance for the period of two years with all documents and
legal title.
Schedule of Implementation
Based on the purchase order mentioned hereinabove, the following is the schedule of implementation for the
completion of setting up the SMW wind farm project:
Sr. Activity Activity Commencement Date Estimated Completion Date
No.
1. Delivery of the equipment including June 2007 September 2007
erection of towers at site
2. Completion of the erection, testing, June 2007 September 2007
commissioning, grid connection, start up
and two weeks short term terst run of the
WTGs on the mains
3. Commercial generation November 2007 December 2007
E) Contribution for setting up R&D Centre of Excellence for Metro Coaches

The R&D Centre of Excellence for Metro Coaches has been set up as a society under the Karnataka Societies
Registration Act, 1960 on September 23, 2005 bearing Society No.BLU-S652-2005-06. This Society is an independent
and autonomous body with the aim to absorb the present metro technology and further the metro and related
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technologies. The second objective of this centre is to act as metro technology testing centre. Our Company’s
contribution towards setting up this R&D Centre of Excellence for Metro Coaches is Rs. 900 lakhs, the balance to be
funded out of Government grants.

F) Issue Expenses
The expenses of this Issue include, among others, underwriting and management fees, selling commission, printing
and distribution expenses, legal fees, statutory advertisement expenses and listing fees. The total expenses of the Issue
are estimated to be approximately Rs. [e] lakh. The estimated Issue expenses are as follows:
(Rs. in Lakhs)
Activity Expenses % of Issue | % of Issue Size
EXxpenses
Lead management, underwriting and selling commission * [e] [o] [e]
Advertisement and marketing expenses* [e] [e] [o]
Printing, stationery including transportation of the same [e] [o] [o]
Other (Registrar’s fees, legal fees, listing fees, etc.)* [o] [o] [o]
Total Estimated Issue Expenses [¢] 100% [o]

* Will be incorporated at the time of filing Prospectus with the RoC.

G) General corporate purposes
After meeting the fund requirements in relation to other specified objects, the balance proceeds from this Issue, if any,
would be utilised by us towards general corporate purposes including but not limited to repayment of loans.

Funds Deployed

As on April 30, 2007 we have incurred Rs. 5979.74 lakh as expenses including advances for the above activities, as per
certificate dated May 28, 2007 received from M/s. Rao Associates, Chartered Accountants, our statutory auditors. Of this, Rs.
2,404.74 Lakhs has been incurred towards expansion of the metro coach manufacturing facility and Rs.3,575 Lakhs has been
incurred towards capital expenditure including upgrading our current facilities. This expenditure has been presently funded
through our internal accruals. We intend to utilize the Issue proceeds for replenishing the internal accruals to the extent of

expenditure already incurred on above activities.

Proposed Deployment of Funds:

(Rs. in Lakhs)

Sr. No Purposes of Issue Upto FY Upto FY Upto FY 2010 Total
2008* 2009

1 Expansion of Metro Coach Manufacturing 19,306.12 2,145.13 - 21,451.25
Facility at Bangalore

2 Capital Expenditure including upgradation of 9,000.00 - - 9,000.00
current facilities

3 Voluntary Retirement Scheme (“VRS”) for 3,000.00 3,000.00 3,000.00 9,000.00
employees

4 Setting up of 5SMW Wind Mill 2,700.00 - - 2,700.00

5 R&D Centre of Excellence for Metro Rail 900.00 - - 900.00

6 Issue Expenses [] - - [o]

Total [e] 5,145.13 3,000.00 [o]

* - Including amount already spent in FY2007.
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Interim Use of Issue Proceeds

Pending utilization of funds as stated above, we intend to invest the proceeds of the Issue in high quality, interest / dividend
bearing short term / long term liquid instruments including deposits with banks for the necessary duration. These investments
will be authorised by our Company’s Board or a duly authorised committee thereof.

Monitoring of Utilisation of funds

Our Board will monitor the utilisation of the proceeds of the Issue. We will disclose the utilisation of the proceeds of the Issue
under a separate head in our financial statements for fiscal 2008, 2009 and 2010 clearly specifying the purposes for which such
proceeds have been utilised. We will also, in our financial statements for fiscal 2008, 2009 and 2010, provide details, if any, in
relation to all such proceeds of the Issue that have not been utilised thereby also indicating investments, if any, of such
unutilised proceeds of the Issue.

No part of the proceeds of this Issue will be paid by us as consideration to our Promoter, our Directors, key management
employees or companies promoted by our Promoter, save and except in the course of normal business.

32



BASIC TERMS OF THE ISSUE

The Equity Shares being issued are subject to the provisions of the Companies Act, our Memorandum and Articles of
Association, the terms of the Red Herring Prospectus and other terms and conditions as may be incorporated in the Prospectus,
Bid-cum-Application Form, allotment advices and other documents/certificates that may be executed in respect of the Issue.
The Equity Shares shall also be subject to laws as applicable, guidelines, notifications and regulations relating to the issue of
capital and listing and trading of securities issued from time to time by SEBI, the Government of India, the Stock Exchange, the
RBI, RoC and/or other authorities, as in force on the date of the Issue and to the extent applicable.

Principal Terms and Conditions of the Issue

The Equity Shares being issued are subject to the provisions of the Companies Act, the Memorandum and Articles of
Association of our Company, the terms of this Red Herring Prospectus, Red Herring Prospectus, Prospectus and Bid-Cum-
Application Form, the Revision Form, the CAN and other terms and conditions as may be incorporated in the allotment advice,
and other documents/certificates that may be executed in respect of this Issue. The Equity Shares shall also be subject to laws as
applicable, guidelines, notifications and regulations relating to this Issue of capital and listing and trading of securities issued
from time to time by SEBI, Government of India, Reserve Bank of India, Stock Exchanges, Registrar of Companies and/or
other authorities, as in force on the date of this Issue and to the extent applicable.

Ranking of Equity Shares

The Equity Shares being issued shall be subject to the provisions of our Memorandum and Articles and shall rank pari passu in
all respects with the existing Equity Shares of our Company including rights in respect of dividend. The allottees will be
entitled to dividend or any other corporate benefits, if any, declared by our Company after the date of Allotment. See the
section titled “Main Provisions of Articles of Association of our Company” beginning on page 287 of this Red Herring
Prospectus for a description of the Articles of Association.

Face Value and Issue Price

The Equity Shares with a face value of Rs. 10/- each are being issued in terms of this Red Herring Prospectus at a price of Rs.
[®] per share. At any given point of time, there shall be only one denomination for the Equity Shares of our Company, subject
to applicable laws.

Rights of the Equity Shareholders
Subject to applicable laws, the equity shareholders shall have the following rights:

= Right to receive dividend, if declared;

= Right to attend general meetings and exercise voting powers, unless prohibited by law;

= Right to vote on a poll either in person or by proxy;

=  Right to receive offers for rights shares and be allotted bonus shares, if announced;

= Right to receive surplus on liquidation;

=  Right of free transferability; and

= Such other rights, as may be available to a shareholder of a listed public company under the Companies Act and Articles of
Association of our Company.

For further details on the main provisions of our Company’s Articles of Association dealing with voting rights, dividend,
forfeiture and lien, transfer and transmission and/or consolidation/splitting, please refer section titled “Main Provisions of
Articles of Association of our Company” beginning on page 287 of this Red Herring Prospectus.

Market Lot and Trading Lot

In terms of Section 68B of the Companies Act, the Equity Shares of our Company shall be allotted only in dematerialized form.

In terms of existing SEBI Guidelines, the trading in the Equity Shares of our Company shall only be in dematerialized form for
all investors.
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Since trading of our Equity Shares will be in dematerialized mode, the tradable lot is one Equity Share.
Allocation and Allotment of Equity Shares through this Issue will be done only in electronic form in multiples of one Equity

Share to the successful Bidders subject to a minimum Allotment of [®] Equity Shares. For details of Allocation and Allotment,
see “Terms of the Issue” beginning on page 256 of this Red Herring Prospectus.
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BASIS OF ISSUE PRICE

The Issue Price will be determined by our Company in consultation with the BRLM, on the basis of assessment of the market
demand for the Equity Shares, by way of the Book Building Process. The price band will be decided by us in consultation with
the BRLM and announced and advertised at least one day prior to the Bid/Issue opening date in Business Standard, an English
newspaper with wide circulation, Prathakal, a Hindi newspaper with wide circulation and Udayawani, a Kannada language
newspaper. In the meantime, with regard to the price band, bidders may be guided by the price of our Equity shares listed on
BSE, NSE and BgSE.

Quialitative Factors:

1.

Diversified portfolio of products catering to the core segments of economy such as mining, steel, cement, power,
irrigation, construction, road building, defence equipment, railways and Metro transit systems thereby, spreading our
reach in sectors.

Healthy order book position of Rs. 120,074 lakhs approximately as on February 28, 2007.

A major player in the mining and construction equipments industry with a variety of products. Revenues from this
segment were Rs. 1,39,777 lakhs, constituting 63% of our total turnover for fiscal 2006.

Pioneer in the Metro coach manufacturing in India with supply to the Delhi Metro Rail Corporation.

Ranked as the first among the Fastest Growing Construction Equipment Companies in India (Source: Construction
World — NICMAR Survey 2005).

Export house with ‘Star Exporter’ status with presence in 38 countries across Asia, Africa, Europe and Latin America.
Our exports increased by 5% from Rs. 5,856 lakhs in fiscal 2005 to Rs. 6,149 lakhs in fiscal 2006.

Modern R&D division, which plays vital role in the design and development of our products and indigenisation.

Quantitative Factors:

Financial information used in this section has been derived from the restated audited unconsolidated financial statements of our
Company for the respective financial year/period.

1. Basic and Diluted Earning Per Share (EPS) of face value of Rs.10
Period EPS (Rs.) Weights
Year ended March 31, 2004 6.65 1
Year ended March 31, 2005 47.70 2
Year ended March 31, 2006 50.87 3
9 months ended December 31, 2006 (annualised) 40.42 3
Weighted Average 41.77
2. P/E Ratio* in relation to Issue Price of Rs. [e]

a. Based on the annualized EPS of Rs. 40.42 for the period ended December 31, 2006, P/E is [e]
b. Based on the EPS of Rs. 50.87 for the year ended March 31, 2006, P/E is [e]

c. Based on weighted average EPS of Rs. 41.77, P/E is [e]

d. Industry P/E
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Engineering - Turnkey Services Engineering
Highest 82.6 65.4
Lowest 9.9 5.0
Average 39.1 21.8

[Source: Capital Market Vol.XXI11/05 dated May 07 — May 20, 2007; Segment: Engineering, Engineering — Turnkey

Services]

* would be calculated after discovery of the Issue Price through the Book-Building Process

3. Return on Net-worth
Period Adjusted PAT Adjusted Networth Return on Net | Weights
Rs. In Lakhs Rs. In Lakhs Worth (%)
Year ended March 31, 2004 2,442.01 | 56887.55 4.29 1
Year ended March 31, 2005 17,528.33 | 69438.62 25.24 2
Year ended March 31, 2006 18,692.56 | 85390.06 21.89 3
Weighted Average 20.07
4, Minimum Return on total net-worth required to maintain pre-Issue EPS: [e]
5. Net Asset Value per Equity Share as at December 31, 2006 is: Rs. 263.66
6. Net Asset Value per Equity Share after the Issue: [o]
7. Comparison of Accounting Ratios
Year Ended | Sales (Rs.| EPS P/E* Return on Net| Net Asset Value
on Lakh) (Rs.) (x) Worth (%) (Rs.)
Bharat Earth Movers | March 31, 206,016 50.87 | [e] 21.9% 232.39
Limited 2006
Industry:
Larsen & Toubro Ltd. March 31, 1,641,831 29.0 68.75 21.7% 166.10
2006
Action Construction March 31, 16,568 6.7 40.69 52.1% 55.20
Equipment Ltd. 2006
TIL Ltd. March 31, 52,441 9.1 24.21 15.2% 66.80
2006

[Source: Capital Market Vol.XXI11/05 dated May 07 — May 20, 2007; Segment: Engineering, Engineering — Turnkey
Services, data for our Company based on restated consolidated financial statements]
*P/E calculate based on closing price as on May 30, 2007

8. The Issue Price is [#] times of the face value at the lower end of the Price Band and [e] times of the face value at the
higher end of the Price Band. The Issue Price of Rs. [e] has been determined by our Company in consultation with the
BRLM on the basis of assessment of market demand for the Equity Shares by way of the Book Building Process and
is justified on the basis of the above factors.

9. The BRLM believes that the Issue Price of Rs. [e] is justified in view of the above qualitative and quantitative
parameters. To have a more informed view, please refer to the section titled “Risk Factors” on page ix of this Red
Herring Prospectus and the section titled “Auditors’ Report to the Restated Unconsolidated And Consolidated Financial
Statements” on page 112 of this Red Herring Prospectus.
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STATEMENT OF TAX BENEFITS
TAX BENEFITS
Auditors’ Certificate

We hereby certify that the enclosed annexure states the tax benefits available to the shareholders of Bharat Earth
Movers Limited (the ‘Company’) as also the Company under the provisions of the Income Tax Act, 1961 and
other direct tax laws presently in force.

The contents of this annexure are based on information, explanations and representations obtained from the
Company and on the basis of our understanding of the business activities and operations of the Company.

The shareholder is advised to consider in his/her/its own case the tax implications of an investment in the equity
shares particularly in view of the fact that certain recently enacted legislations may not have a direct legal
precedent or may have a different interpretation on the benefits which an investor can avail.

Several of these benefits are dependent on the Company or its shareholders fulfilling the conditions prescribed
under the relevant tax laws. Hence, the ability of the Company or its shareholders to derive the tax benefits is
dependent upon fulfilling such conditions, which based on business imperatives the Company faces in the future,
the Company may or may not choose to fulfill. We do not express any opinion or provide any assurance as to
whether the Company or its shareholders will continue to obtain these benefits in future or the conditions
prescribed for availing the benefits have been / would be met with.

The benefits discussed below are not exhaustive. This statement is only intended to provide general information to
the investors and is neither designed nor intended to be a substitute for professional tax advice. In view of the
individual nature of the tax consequences, the changing tax laws, each investor is advised to consult his/her/its
own tax consultant with respect to the specific tax implications arising out of their participation in the issue.

FOR RAO ASSOCIATES
CHARTERED ACCOUNTANTS

(G. SUDHINDRA)
PARTNER
MEMBERSHIP NO: 26171
PLACE: BANGALORE
DATED: 28" MAY 2007
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A. BENEFITS TO THE MEMBERS OF THE COMPANY UNDER THE INCOME TAX ACT, 1961

1.

Resident Members

ON INCOME EARNED FROM SHARES:

By virtue of section 10(23D) of the Income Tax Act, 1961 all Mutual Funds set up by Public
Sector Banks or Public Financial Institution or authorized by the Reserve Bank of India or any
Mutual fund registered under the Securities and Exchange Board of India or regulations made
there-under, subject to the conditions specified therein, are eligible for exemption from income
tax on all their income, including income from investment in the shares of the company.

By virtue of Section 10(34) any income by way of dividends referred to in section 115-O is
exempt from tax in the hands of the shareholders.

CAPITAL GAINS ON SALE OF SHARES:

By virtue of Section 10(38) any income arising from the transfer of a long-term capital asset (an
asset which is held for more than 12 months), which includes an equity share in a company
where,

(a) the transaction of sale of such equity share is entered into on or after 1% October 2004;

and
(b)  such transaction is chargeable to securities transaction tax under Chapter VII of the
Finance Act (No. 2) Act, 2004, is exempt from tax.

However in the case of an assessee, being a company, such income is includible under Income
while computing the tax payable u/s 115JB of the Act.
Under section 48 of the Income Tax Act, 1961 if the company’s shares are sold after being held
for more than twelve months, [in cases not covered under section 10(38) of the Act], it will be
treated as long term capital gains and the gains shall be chargeable as “Capital Gains” calculated
by deducting from the sale consideration, the indexed cost of acquisition. No deduction shall be
allowed in computing the income chargeable under the head “Capital gains” in respect of any
sum paid on account of securities transaction tax under Chapter VII of the Finance (No. 2) Act,
2004.
Under section 54EC of the Income Tax Act, 1961 and subject to the conditions and to the extent
specified therein, long term capital gains [in cases not covered under section 10(38) of the Act]
arising on the transfer of shares of the Company will be exempt from capital gains tax if the
capital gains are invested within a period of 6 months after the date of such transfer for a period
of at least 3 years in eligible bonds issued by National Highway Authority of India constituted
under section 3 of The National Highway Authority of India Act,1988 or Rural Electrification
Corporation Limited, a company formed and registered under the Companies Act 1956.
Under section 54F of the Income Tax Act, 1961 long term capital gains [in cases not covered
under section 10(38) of the Act] arising to an individual or Hindu Undivided Family (HUF) on
transfer of shares of the company will be exempt from capital gains tax subject to other
conditions, if the net consideration from such shares are used for purchase of residential house
property within a period of one year before or two years after the date on which the transfer took
place or if the consideration is used for construction of residential house property within a
period of three years after the date of transfer.
Under section 112 of the Income Tax Act, 1961 and other relevant provisions of the Act, long
term capital gains, [in cases not covered under section 10(38) of the Act], arising on transfer of
shares of the company, shall be taxed at a rate of 20% (plus applicable surcharge & education
cess) after indexation as provided in the second proviso to section 48. The amount of such tax
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could however, be limited to 10% (plus applicable surcharge & education cess) without
indexation, at the option of the shareholder, if the transfer is made after listing of shares.
- By virtue of section 111A of the Income Tax Act, 1961 if the Company’s equity shares are sold
within twelve months from date of acquisition, and,
(a) the transaction of sale of such equity share is entered into on or after 1¥ October 2004;
and
(b) such transaction is chargeable to securities transaction tax under Chapter VII of the
Finance (No. 2) Act, 2004, the short term capital gains arising there-from shall be taxed
at a rate of 10% (plus applicable surcharge & education cess).

2. Non-Resident Indians/ Non —Residents Members [Other than Flls and Foreign Venture Capital
Investors]

e ONINCOME EARNED FROM SHARES
- By virtue of Section 10(34) any income by way of dividends referred to in section 115-O is
exempt from tax in the hands of the shareholders.

e CAPITAL GAINS ON SHARES
- By virtue of Section 10(38) any income arising from the transfer of a long-term capital asset (an

asset which is held for more than 12 months), which includes an equity share in a company
where,
(a) the transaction of sale of such equity share is entered into on or after 1st October 2004;
and

(b)  such transaction is chargeable to securities transaction tax under Chapter VII of the
Finance Act (No. 2) Act, 2004, is exempt from tax.

- Under the first proviso to section 48 of the Income Tax Act, 1961, in case of a non-resident, in
computing the capital gains [in cases not covered under section 10(38) of the Act] arising from
transfer of shares of the Company acquired in convertible foreign exchange (as per Exchange
Control regulations), protection is provided from fluctuations in the value of rupee in terms of
foreign currency in which the original investment was made. Cost indexation benefits will not
be available in such a case. The capital gains/loss in such a case is computed by converting the
cost of acquisition, sales consideration and expenditure incurred wholly and exclusively in
connection with such transfer into the same foreign currency which was utilised in the purchase
of the shares. No deduction shall be allowed in computing the income chargeable under the head
“Capital gains” in respect of any sum paid on account of securities transaction tax under Chapter
VII of the Finance (No. 2) Act, 2004.

- Under section 54EC of the Income Tax Act, 1961 and subject to the conditions and to the extent
specified therein, long term capital gains [in cases not covered under section 10(38) of the Act]
arising on the transfer of shares of the Company will be exempt from capital gains tax if the
capital gains are invested within a period of 6 months after the date of such transfer for a period
of at least 3 years in eligible bonds issued by National Highway Authority of India constituted
under section 3 of The National Highway Authority of India Act,1988 or Rural Electrification
Corporation Limited, a company formed and registered under the Companies Act 1956.

- Under section 54F of the Income Tax Act, 1961 long term capital gains [in cases not covered
under section 10(38) of the Act] arising to an individual or Hindu Undivided Family (HUF) on
transfer of shares of the company will be exempt from capital gains tax subject to other
conditions, if the net consideration from such shares are used for purchase of residential house
property within a period of one year before or two years after the date on which the transfer took
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place or if the consideration is used for construction of residential house property within a
period of three years after the date of transfer.

Under section 112 of the Income Tax Act, 1961 and other relevant provisions of the Act, long
term capital gains, [in cases not covered under section 10(38) of the Act], arising on transfer of
shares of the company, shall be taxed at a rate of 20% (plus applicable surcharge & education
cess) after indexation as provided in the second proviso to section 48 (other than shares acquired
in foreign currency). The amount of such tax could however, be limited to 10% (plus applicable
surcharge & education cess) without indexation, at the option of the shareholder, if the transfer
is made after listing of shares.

By virtue of section 111A of the Income Tax Act, 1961 if the Company’s equity shares are sold
within twelve months from date of acquisition, and,

(a)  the transaction of sale of such equity share is entered into on or after 1st October 2004;
and

(b)  such transaction is chargeable to securities transaction tax under Chapter VII of the
Finance (No. 2) Act, 2004, the short term capital gains arising there-from shall be taxed
at a rate of 10% (plus applicable surcharge & education cess).

By virtue of section 115-I of the Income Tax Act, 1961, a non-resident Indian (i.e. an individual
being a citizen of India or person of Indian origin, who is not a resident) has an option to be
governed by the provisions of Chapter XII-A of the Income Tax Act, 1961 viz. “Special
Provisions Relating to Certain Incomes of Non-Residents”, which are as follows:-

(@)  Under provisions of section 115E of the Income Tax Act, 1961, where shares in the
Company are acquired or subscribed for in convertible foreign exchange by a non-
resident Indian, capital gains arising to the non-resident Indian on transfer of shares
held for a period exceeding twelve months [in cases not covered under section 10(38)
of the Act] shall be concessionally taxed at the flat rate of 10% (plus applicable
surcharge & education cess).

(b)  Under provisions of section 115F of the Income Tax Act, 1961 long term capital gains
[in cases not covered under section 10(38) of the Act] arising to a non—resident Indian
from the transfer of shares of the Company subscribed to in convertible foreign
Exchange shall be exempt from income tax, if the net consideration is reinvested in
specified assets within six months of the date of transfer. If only part of the net
consideration is so reinvested, the exemption shall be proportionately reduced. The
amount so exempted shall be chargeable to tax subsequently, if the specified assets are
transferred or converted into money within three years from the date of their
acquisition.

(¢)  Under provisions of section 115G of the Income Tax Act, 1961 it shall not be
necessary for a non-resident Indian to furnish a return of income if his income
chargeable under the Act, consists of only investment income or long term capital
gains or both arising out of assets acquired, purchased or subscribed in convertible
foreign exchange, and tax deductible at source has been deducted from such income.

3. Foreign Institutional Investors (F11s)

e ONINCOME EARNED FROM SHARES

By virtue of Section 10(34) any income by way of dividends referred to in section 115-O is
exempt from tax in the hands of the foreign institutional investors.

By virtue of Section 10(38) any income arising from the transfer of a long-term capital asset (an
asset which is held for more than 12 months), which includes an equity share in a company
where,
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(a) the transaction of sale of such equity share is entered into on or after 1% October 2004;
and

(b)  such transaction is chargeable to securities transaction tax under Chapter VII of the
Finance Act (No. 2) Act, 2004, is exempt from tax.

- The income by way of short term capital gains or long term capital gains [in cases not covered
under section 10(38) of the Act] realized by FllIs on sale of shares of the company would be
taxed at the following rates as per section 115 AD of the Income Tax Act, 1961:

(a)  Short term capital gains, other than those referred to under section 111A of the Income
Tax Act, 1961 shall be taxed at a rate of 30% (plus applicable surcharge & education
cess).

(b)  Short term capital gains, referred to under section 111A of the Income Tax Act, 1961
shall be taxed at a rate of 10% (plus applicable surcharge & education cess).

(c)  Long term capital gains at the rate of 10% (plus applicable surcharge & education cess)
(without cost indexation)

- Under section 54EC of the Income Tax Act, 1961 and subject to the conditions and to the extent
specified therein, long term capital gains [in cases not covered under section 10(38) of the Act]
arising on the transfer of shares of the Company will be exempt from capital gains tax if the
capital gains are invested within a period of 6 months after the date of such transfer for a period
of at least 3 years in eligible bonds issued by National Highway Authority of India constituted
under section 3 of The National Highway Authority of India Act,1988 or Rural Electrification
Corporation Limited, a company formed and registered under the Companies Act 1956.

4. Venture Capital Companies/ Funds

By virtue of section 10(23FB) of the Income Tax Act, 1961 a venture capital company or venture capital
fund, as defined in the said section, is eligible for exemption from income tax on all its income, including
dividend income and capital gains from sale of shares of the Company. However the definition of Venture
Capital Undertaking is proposed to be amended from the Assessment Year 2008-2009 (i.e., income arising on
or after 1 April 2007) to include only certain specific businesses.

B. BENEFITS TO THE MEMBERS OF THE COMPANY UNDER THE WEALTH TAX ACT, 1957

Shares of the company held by the shareholder will not be treated as an asset within the meaning of section
2(ea) of Wealth Tax Act, 1957, hence Wealth Tax will not be applicable on the value of shares in the
company.

C. BENEFITS TO THE MEMBERS OF THE COMPANY UNDER THE GIFT TAX ACT, 1958

e  Gift of shares of the company made on or after October 1, 1998 would not be liable to Gift tax under the
erstwhile Gift Tax Act.

e However, under section 56(2)(v) of the Income Tax Act, 1961, where any sum of money (which could
include gift of shares also) exceeding Fifty thousand rupees in the aggregate in any financial year is
received without consideration by an individual or a Hindu undivided family from any person on or after
the 1st day of April, 2006, the whole of such sum, would be taxed as income in the hand of the recipient,

Provided that this clause shall not apply to any sum of money received—
(a) from any relative; or

(b) on the occasion of the marriage of the individual; or
(¢) under a will or by way of inheritance; or
(d) in contemplation of death of the payer; or
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(e) from any local authority as defined in the Explanation to clause (20) of section 10; or

(f) from any fund or foundation or university or other educational institution or hospital or other
(g) medical institution or any trust or institution referred to in clause (23C) of section 10; or

(h) from any trust or institution registered under section 12AA.

For the purposes of this clause, “relative” means—

6] spouse of the individual;

(i1) brother or sister of the individual;

(iii) brother or sister of the spouse of the individual;

(iv) brother or sister of either of the parents of the individual;

v) any lineal ascendant or descendant of the individual,

(vi) any lineal ascendant or descendant of the spouse of the individual;

(vii) spouse of the persons referred to in clauses (ii) to (vi).
D. BENEFITS TO THE COMPANY UNDER THE INCOME TAX ACT, 1961

e ONINCOME EARNED FROM SHARES:
- By virtue of Section 10(34) any income by way of dividends (interim or final) referred to in

section 115-O and received by the Company is exempt from tax in the hands of the Company.
This amount is also not includible for the purpose of computation of income u/s 115]JB
(Minimum Alternate Tax — MAT).

e CAPITAL GAINS ON SALE OF SHARES:
- By virtue of Section 10(38) any income arising from the transfer of a long-term capital asset (an

asset which is held for more than 12 months), which includes an equity share in a company
where,
(a) the transaction of sale of such equity share is entered into on or after 1% October 2004;
and
(b)  such transaction is chargeable to securities transaction tax under Chapter VII of the
Finance Act (No. 2) Act, 2004, is exempt from tax.
However such income is includible under Income while computing the tax payable u/s 115JB of
the Act.

- Under section 48 of the Income Tax Act, 1961 if investment in shares is sold by the company
after being held for more than twelve months, [in cases not covered under section 10(38) of the
Act], it will be treated as long term capital gains and the gains shall be chargeable as “Capital
Gains” calculated by deducting from the sale consideration, the indexed cost of acquisition. No
deduction shall be allowed in computing the income chargeable under the head “Capital gains”
in respect of any sum paid on account of securities transaction tax under Chapter VII of the
Finance (No. 2) Act, 2004.

- Under section 54EC of the Income Tax Act, 1961 and subject to the conditions and to the extent
specified therein, long term capital gains [in cases not covered under section 10(38) of the Act]
arising on the transfer of shares of the Company will be exempt from capital gains tax if the
capital gains are invested within a period of 6 months after the date of such transfer for a period
of at least 3 years in eligible bonds issued by National Highway Authority of India constituted
under section 3 of The National Highway Authority of India Act,1988 or Rural Electrification
Corporation Limited, a company formed and registered under the Companies Act 1956.
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NOTES:

1. All the above benefits are as per the current tax laws subject to the provisions in the Finance Act
2007.

2. The stated benefits will be available only to the sole/first named holder in case the shares are held by
joint holders.

3. In respect of non-residents, the tax rates and the consequent taxation mentioned above shall be
further subject to any benefits available under the Double Taxation Avoidance Agreements, if any,
between India and the country in which the non- resident has fiscal domicile.

4, In view of the individual nature of tax consequences, each investor is advised to consult his/ her own
tax advisor with respect to specific tax consequences of his/ her participation in the issue.

FOR RAO ASSOCIATES
CHARTERED ACCOUNTANTS

(G. SUDHINDRA)
PARTNER
MEMBERSHIP NO: 26171
PLACE: BANGALORE
DATED: 28" MAY 2007
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SECTION IV - ABOUT US

INDUSTRY OVERVIEW

Unless otherwise indicated, all financial and statistical data relating to the Industry section is derived from the
Ministry of Defence's Annual Report (2005-2006), the official website of Ministry of Defence and Ministry of
Railways, Ministry of Heavy Industries Annual Report (2005-2006), Cll Report on the Indian Infrastructure
Equipment Industry, December 2006, Report on ‘Machinery Markets in Brazil’ by Yengst Associates, August
2006, and the Railway Budget 2007. The data may have been re-classified by us for the purpose of presentation.

Industry Classification

Our Company primarily deals with three business segments comprising of Construction and Mining equipment
business, Defence business and Railway & Metro business, all of which are very diverse businesses. As a result
we cannot be classified in any one particular industry but form part of the three industries described below:

e  Construction and Mining Equipment Industry
e Defence Products Industry
e Railway & Metro Products Industry

We have also taken a conscious decision to diversify our activities, and FY 2007 saw the first steps in this
direction, with our Company starting the Technology Division to provide value-added services for the engineering
sector and the Trading Division for trading of non-core products and components for the domestic and
international markets. We have also decided to foray into the Brazilian markets through a joint venture with CCC
(Companhia Comercio E Construcoes) for the manufacture of earthmoving equipment and railway rolling wagons
to meet the market demand in Brazil.

Construction and Mining Equipment Industry
Overview

The Construction and Mining Equipment Industry plays a vital role in the economic development of our country.
This industry is closely linked with major development and infrastructural sectors such as coal and mineral
mining, irrigation, road and power projects, ports, steel, cement, fertilizers, etc. The technology required to
manufacture such machines was not earlier available as a result of which it was necessary for the Government to
permit import of technology for development of the same from internationally manufacturers like Komatsu,
Caterpillar, Poclain, Dresser, Demag and Hitachi.

But now, most of the manufacturers have been able to absorb the technology to produce modern and high-quality
equipments. The construction and mining equipments currently being manufactured cover dozers from 65 HP to
770 HP, excavators starting from 7 tonnes (T) to 160 T, wheel dozers of 300 HP and 460 HP, wheel loaders with
bucket capacity ranging from 1.7 to 4.7 cubic metres (cu.m.), mechanical dumpers from 35 T to 100 T, electrical
dumpers of 120 T and 170 T (with plans to add 190 T, 240 T and 360 T in the near future), rope shovels of 10
cu.m., 20 cu.m. and 42 cu.m., draglines of 24/96 and 30/96 sizes, motor graders of 145 HP and 280 HP and
backhoe loaders.

Side discharge loaders and load haul dumpers for underground mining applications are also being manufactured.
For road building, vibratory compactors, hot mix plants, pavers etc. are also being manufactured indigenously.
These machines help to speed up development in irrigation and power projects, coal and iron ore mining, for
excavation of lime stone for cement, for development and reclamation of vast track of land, building roads,
making canals, preparing industrial sites and all facets of the country’s development activity. These machines also
reduce dependence on labour and provide automation in the core sectors.
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History

Prior to the 1960s, domestic requirements of mining and construction equipment were entirely met by imports.
Domestic production began in 1964 with the setting up of our company, Bharat Earth Movers Ltd. (BEML), a
public sector undertaking under the administrative control of the Ministry of Defence, at Kolar District in South
India to manufacture dozers, dumpers, graders, scrapers, etc. under license from highly international players. In
the private sector, the Hindustan Motors’ Earthmoving Equipment Division was established in 1969 at Tiruvallur,
near Chennai with technical collaboration from Terex, UK for manufacture of wheel loaders, dozers and dumpers.
This factory has since been taken over by Caterpillar for their Indian operations. The machines manufactured by
Caterpillar in the Tiruvallur factory are marketed by Tractors India Ltd. (TIL) and General Manufacturing and
Marketing Company Ltd. (GMMCO).

In 1974, Larsen and Toubro (L&T) started manufacturing hydraulic excavators under license from Poclain,
France. In 1980 and 1981, two more units, Telcon and Escorts JCB (now JCB India) commenced manufacture of
hydraulic excavators (under license from Hitachi, Japan) and backhoe loaders (under license from JCB, UK)
respectively. Volvo and Terex Vectra are the most recent entrants in the Indian market. Volvo has set up their
manufacturing unit in Bangalore. At present they are only manufacturing tippers in India and the other equipment
are imported from their parent company and marketed in India.

Terex Corporation USA and Vectra Ltd. UK. have formed a joint venture, which has started manufacturing
construction equipment like backhoe loaders and skid steer loaders from May 2004 at Greater Noida with an
investment of USD 12 million. Other equipments in the Terex range are being sold through their agents in India.

Most of the technology leaders like Case, Caterpillar, Hitachi, Ingersoll-Rand, JCB, John Deere, Joy Mining
Machinery, Komatsu, Lieberr, Poclain, Terex, Volvo are present in India as joint venture companies, or have set
up their own manufacturing facilities, or marketing companies. The industry has made substantial investments in
the recent past for setting up manufacturing bases, despite small volumes and uneconomic scales of production
compared to global standards.

Recent Developments

Today India is, by and large, self sufficient in the production of construction and mining machinery. In fact,
during the last decade, the industry has made enormous progress and has grown both in terms of size and
diversity. The total capacity available in the Construction and Mining Equipment Industry is around 6,000
numbers. This industry is dominated by a few large manufacturers in each product segment. We are one of the
major manufacturers of mining and construction equipment in the country with a wide range of products. The
increased focus on sectoral reforms and infrastructure development by Government of India (Gol) is expected to
further enhance the demand of our products.

The Government's focus, sustained increased budgetary allocation and increased funding by international and
multilateral development finance institutions for infrastructure development in India is expected to result in
several large infrastructure projects across India. The Gol is actively engaged in raising funds from multilateral
financial development institutions such as the World Bank, International Finance Corporation (IFC) and Asian
Development Bank (ADB), to promote various infrastructure projects across India. There are also various
initiatives being taken to encourage private sector participation, such as tax breaks for investments in
infrastructure.

Construction companies in India are typically civil engineering companies which undertake construction work on
a contract basis, in sectors like roads, ports, marine structures, power projects etc. All construction projects have
eligibility criteria. Companies who have the requisite financial strength and experience typically meet these
eligibility criteria and undertake projects independently. Smaller companies generally have to enter into joint
ventures to meet the eligibility criteria and to spread the financial and business risk. Build, Operate and Transfer
(“BOT”) and Build, Own, Operate and Transfer (“BOOT”) are also increasingly seen as modes of executing
projects. Foreign engineering and construction companies typically participate in the infrastructure development
in India through joint development ventures with Indian construction companies.
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Market Size

The construction and mining industry are the primary users of the heavy earthmoving equipments in India. The
organised construction sector accounts for 50-55% of the total construction equipment industry which is growing
at around 25% per annum, amidst sustained economic development with special emphasis on infrastructure
development by the government and private organizations. Currently, the market size of India’s organised
construction equipment industry is around Rs 65,000 million (about 6,000 units), growing at around 15% over the
last 2 years.

The domestic mining industry currently mines 87 varieties of minerals in India of which 64 are categorized as
major minerals. Increased investments in the infrastructure and power sector have resulted in rising demand for
minerals, especially coal and steel. Approximately 85% of India’s current mineral production comes from
mechanized opencast mines. Opencast mining has graduated to deployment of higher capacity equipment, while
technology oriented underground mining has been emerging stronger in the recent past.

The Government of India, under its plan to provide “Power for all by 2012”, envisages capacity addition of about
100,000 MW in the next 7 years, bulk of which is envisaged from coal-based thermal power units. Consequently,
the demand for coal is expected to rise to 1,267 million tonnes per annum by 2025, from the current coal
production of 402 million tonnes in FY2006 (of which Coal India accounts for almost 85%). This increased
demand will have to be met with substantial capital expenditure by mining companies, especially in purchasing
earthmoving equipment, leading to a huge demand for the same.

In view of the increasing demand, which cannot be entirely met by Coal India and its subsidiaries, the Ministry of
Coal and Coal India have decided to open up more mine blocks and allocate them to various utilities. The
Ministry of Coal has identified 148 coal mine blocks for leasing out, of which 65 have already been allocated and
21 are in the process of being allocated. NTPC, State Electricity Boards and other utilities have been allotted
mining blocks for their captive use and they are planning to outsource the mining operations, which are expected
to boost the contract mining business in the country. Similarly companies in the steel and other mining sectors
such as aluminium are also opening up blocks for outsourcing of mining activities while they focus on their core
activity of production of metal.

The construction and mining equipment industry in India is currently around Rs 85,600 million and is expected to
reach nearly Rs 170,000 million by the year 2010. The industry is dominated by a few large manufacturers in each
product segment. The Construction and Mining Equipment business contributed 63% of the total revenues for
BEML for FY2006.

Defence Products Industry
Overview

India has one of the longest coastlines extending upto 14,103 kilometres of land borders, including 7,000
kilometres of border with countries with which territorial disputes still persist, a coastline of 7,600 kilometres and
2.5 million square kilometres of Exclusive Economic Zone (EEZ) to protect.

Defence production is under the Department of Defence Production (DDP). DDP was set up in 1962, in the
aftermath of the Indo-China war to create a self-reliant and self-sufficient indigenous defence production base. In
November, 1965, Department of Defence Supplies was created to forge linkages between the civil industries and
defence production units. The two departments were merged in December, 1984 into the Department of Defence
Production and Supplies. The Department of Defence Production and Supplies has been renamed as Department
of Defence Production from January, 2004.

Today, the DDP deals with the indigenisation, development and production of defence equipment, both in the
public and private sectors. It caters to production infrastructure for aircraft and helicopters, warships, submarines,
heavy vehicles and earthmovers, missiles, a variety of electronic devices and components for the defence sector,
and alloys and special purpose steel. DDP has a substantial infrastructure developed over the years, consisting of
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40 Ordnance Factories and 8 Defence Public Sector Undertakings (DPSUs) including BEML. It also draws upon
supplies from the Indian civil and private sector wherever feasible and forms the backbone of the country’s
defence production. The DPSUs under the DPP are:

e Hindustan Aeronautics Limited (HAL)

Bharat Electronics Limited (BEL)

Bharat Earth Movers Limited (BEML)

Mazagon Dock Limited (MDL)

Goa Shipyard Limited (GSL)

Garden Reach Shipbuilders and Engineers Limited (GRSE)
Bharat Dynamics Limited (BDL)

Mishra Dhatu Nigam Limited (MIDHANI)

The total defence budget for FY 2008 is proposed at Rs. 960,000 million which is an increase of 11.6% over the
previous year. Out of the total defence budget, Rs. 410,000 million is allocated for capital expenditure, an increase
of 19% over the previous fiscal year’s actual capital expenditure. Defence Business contributed 32% of the total
revenues for BEML for FY2006.

Recent Developments

Since independence, the defence sector has been developing steadily, with the objective of achieving self-reliance.
Industries in this sector have continually improved their manufacturing capacity and product quality by
developing and accessing new technology and through joint ventures with major companies. They are also
focusing on commercialising new products developed by the defence research establishments and also on
indigenising production to the maximum extent possible.

The new Defence Procurement Procedure 2006 stipulates a 30% offset for contracts exceeding Rs. 3,000 million.
The concerned vendors will have to source goods or services to this extent from the Indian defence industry. This
would help the industry to improve manufacturing capabilities as well as increase exports. With the onset of this
policy, India will be in a better position to integrate with the world economy, absorb better technologies and
upgrade its capacity.

The defence industry sector, which was so far reserved for the public sector, has now been opened up for
participation by the Indian Private sector. The Indian companies are now eligible to apply for license to set up
defence industry for manufacture of all types of defence equipment under license. Such companies can also have
foreign direct investment, upto 26% of their equity.

After the opening up of the Defence Industry sector to private participation, 28 Letters of Intent / Industrial
Licences were issued upto December 31, 2005 to private companies such as Larsen and Toubro, Mahindra and
Mabhindra, Tractors India Ltd. (TIL), Automotive Coaches and Components, etc. for full-fledged manufacture and
supply of defence equipment.

Organisation of Industry

The Ministry of Defence consists of four departments — Department of Defence, Department of Defence
Production, Department of Defence Research and Development, and Department of Ex-Servicemen Welfare. The
Defence Secretary functions as Head of the Department of Defence and is additionally responsible for
coordinating the activities of the four departments in the Ministry. The Defence Secretary reports directly to the
Minister of Defence.

The Department of Defence Production is headed by a Secretary and deals with matters pertaining to Defence

production, indigenisation of imported stores, equipment and spares, planning and control of departmental
production units of the Ordnance Factory Board and Defence Public Sector Undertakings.
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Production and Sales

Defence Public Sector Undertakings and Ordnance Factories have continually seen a rise in their total production

and sales.
(Rs. in million)
FY 2003 FY 2004 FY 2005
Production Sales Production Sales Production Sales

Ordnance 79,086.9 65,080.5 82,596.8 65,238.7 83,320.0 61,866.5
Factories

DPSUs 94,730.2 87,883.1 100,782.2 98,927.3 118,656.7 112,485.9
Total 173,817.1 152,963.6 183,379.0 164,166.0 201,976.7 174,352.4

Defence Expenditure

The broad array of challenges both existing and potential to the National Security in the fast changing security
environment mandates a periodical appraisal of our security procedures to cope with them. India is ranked among
the top ten countries in terms of defence expenditure. The defence expenditure is on the rise in the country as
threats are constantly increasing.

(Rs. in million)

FY 2004 FY 2005 Revised Estimates | Budget Estimates FY 2007
FY 2006

Service/Deptt
Army 331,999.8 352,524.0 400,264.6 423,166.1
Navy 101,093.5 135,292.9 147,768.9 161,410.3
Air Force 131,870.2 230,359.1 212,512.8 248,649.1
DDP 1,262.7 3,230.5 3,145.3 2,237.2
DR&D 34,431.8 37,152.7 53,308.4 54,537.3
Total 600,658.0 758,559.2 817,000.0 890,000.0

27.94%

Service/Department=wise Expenditure as a

6.1 3%—||

0.25%

18,13%
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Railway & Metro Products Industry

Overview

Indian Railways (IR) is considered the backbone of our national transport infrastructure. It is the world’s second
largest system under one management which has an extensive route length. It is often described as the nation’s
lifeline with its vast network and reach.

Broad Gauge

Metre Gauge

Narrow Gauge

Track Kilometres (1676 mm) (1000 mm) (762/610 mm) Total
89,771 I 15,684 I 3,350 108805 |
Route Kilometres Electrified || Total || |
17,135 | 63,465 I |
Locomotives Diesel || Electric “ Steam Total |
4,801 3,065 44 7,910

Source: Indian Railways Year Book 2004-2005

On an average Indian Railways runs 16,021 trains every day out of which 9,556 are passenger trains. In FY2006,
IR carried approximately 5.89 billion passengers, which work out to over 16 million passengers every day. As per
the Railways Year Book 2004 — 2005, there were 222,379 Wagons, 48,263 Coaches and 7,131 stations throughout
the country. Indian Railways is the largest employer (company) in India other than the government with over 1.4
million employees according to the Railway Budget 2007.
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Recent Developments

Over the last few years, Indian Railways has managed to achieve a dramatic reinvention of its business and is
presently witnessing one of the most impressive and unprecedented expansions in its history. The freight and
passenger traffic on Indian Railways has been growing at a CAGR of 9.4% and 7.4% respectively from FY2004
to FY2006; the revenue has grown even faster at 12.9%. This is in sharp contrast to the historical trend rates of
growth at 3-4% per annum.

The sharp upturn in the performance has come about as a result of a conscious strategy to recapture the
predominant position of railways in the transport sector. The carefully crafted strategy of reform has been built
around generation of capacity through optimization of the existing infrastructure and assets and differentiated
approach to the social and commercial segments of the traffic. On the supply side, increase in axle load from 20.3
to 22.9 tonnes, reduction in turnaround time from 7 to 5 days has generated the necessary incremental freight-
loading capacity.

In FY2006, Indian Railways transported 667 million tonnes of goods which is 65 million tones (10.8%) more than
FY2005. With this momentum behind them, the revised target for loading has been plugged at 727 million tonnes
for FY2007 and the revised freight earnings have also been increased to Rs. 422,990 million. For FY2008, the
target for freight loading has been kept at 785 million tonnes.

Similarly, augmentation of popular passenger trains by using the spare stocks of coaches and mopping up of the
slack available has led to increase carrying capacity per train. These operational innovations have also led to
lowering of unit cost of operation in the face of rising cost of inputs. This advantage has been capitalised on the
demand side by a dynamic and market-driven tariff policy linked to seasonality and price elasticity of demand.
The strategy of across-the-board increase in freight rates has been replaced by selective changes in the tariff in
response to market forces; however, the general trend has been reduction of tariff in real terms.

In the passenger segment, while affordability continues to underpin the pricing for second—class passengers, there
has been reduction in fares for passengers in air-conditioned class and those traveling short distance. Passenger
volumes have registered a growth of around 9.5% in FY2006 as compared to the previous year. Passenger
revenues have recorded a growth of 7% in FY2006 and according to the revised estimates, expects a further
increase of 14% in FY2007 amounting to Rs. 174,000 million.

These measures have redefined the transport scene in the country and transformed the railways as a competitive
and viable alternative to road and air transport. This transformation has delivered huge efficiency gains, operating
margins, healthy financial surpluses and an upsurge in the number of coaches and wagons manufactured.

Strengthening of High Density Network and Network Expansion

The Golden Quadrilateral connecting the 4 metro cities and its diagonals are the main arteries of IR’s network
transporting bulk of freight and passenger traffic. IR is taking up various projects to augment sectional capacity on
Golden Quadrilateral by increasing the frequency and reducing the time the train takes to reach its destinations.
Funding of these projects through multilateral sources is being processed. At the same time, focus is on
commissioning 5000 km of new lines including gauge conversion and line-doubling projects in the Tenth Plan
period.

Passenger Strategy and Cross-subsidisation from Freight to Passenger Services

The fare structure has been rationalized by smoothening the taper and establishing relativity of fares of various
classes of travel. This would help in improving the profitability of passenger business. The ratio of passenger
earning per passenger kilometre to freight earning per tonne kilometre gives an idea about the distortion in
pricing. A ratio of one is widely believed as a financially desirable norm. A study has compared the ratio of
passenger and freight earnings per unit. In China, this ratio is slightly more than one, while on IR this ratio was
0.5 in 1951 and has come down to 0.3 in recent years, which is one of the lowest in the world. A comparison of
this ratio for various world railway systems is illustrated in the graph below:
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Funding of Projects

IR has carried a large shelf of sanctioned projects and many initiatives were taken. Some of these are described
below:

e Participation with the state governments in the suburban transport projects — Mumbai, Chennai, Hyderabad
and Kolkota.

e Participation with the state governments in new line, gauge conversion and other rail projects. Governments
of Tamil Nadu, Jharkhand, Gujarat and Karnataka have agreed to share the cost of some of these projects.

e Joint Venture with State Governments. Plans are underway with government of Karnataka to fund four
identified projects.

Some of the new projects are being undertaken with public-private participation. Broad gauge connectivity to the
new port of Pipavav is being provided through a joint venture between Indian Railways and Pipavav Port
Authority. In case of Mundra Port in the State of Gujarat, the Port Authority is bearing the cost of broad gauge
railway line.

Future Outlook

By 2012, the railways are likely to handle double the traffic volumes currently handled. Indian Railways has
chalked out a well-planned strategy to remove bottlenecks and augment capacity to match the requirement. The
key elements of the strategy would entail investment in infrastructure as well as modernization of wagons
technology, advanced signaling & telecommunication, induction of high horsepower locomotives, grade
separation, and use of information technology specifically tailored to improve transit times and lower unit cost
operation. It would also include building world-class passenger and freight terminals benchmarked to the best
global standards.

A large role has been assigned to Public Private Partnership (PPP) in the implementation of this strategy. One of
the proposed projects is the construction of a new Dedicated Freight Corridor (DFC), initially covering about
2,700 route kilometres equivalent to over 5,000 of track kilometres at an approximate cost of Rs. 220,000 million,
linking the ports of western Indian and the ports and mines of Eastern India to Delhi and Punjab.

To augment the capacity of freight corridors while reducing the unit costs, the Railway Budget 2007 plans to
introduce triple-stack container trains on diesel routes and double-stack container trains on electrified routes. It
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has also been decided that 22.9 tonnes and 25 tonnes axle-load freight trains will run on more routes. Wagon
manufacturers have been encouraged to design wagons with higher payload, axle-load and new technology.

With a sustained economic growth and the resultant demand for rail transport, the requirement of rolling stock has
increased manifold. The requirement of coaches/ Electrical Multiple Units is projected at 22,689 vehicle units for
the 11" Five Year Plan. The gap between the requirement and the combined capacity of the two Production Units
at Integral Coach Factory, Perambur and Rail Coach Factory, Kapurthala (around 2,500 per annum) is more than
10,000 units for the 11™ Five Year Plan. This is planned to be partially bridged by augmenting the existing
capacity of these Production Units and setting up a new manufacturing unit through a Joint Venture under PPP.
Even then, it is expected that there will be an increase in the demand for our products such as integral railcoaches
and Electrical Multiple Units. The Railway and Metro Business contributed 5% of the total revenue for BEML for
FY2006.

Metro Railway in India

Urban public transportation constitutes an important part of social infrastructure and is indispensable not only for
commuting to and from work but also maintaining comfortable lives of urbanites. Mobility is a crucial factor for
economic growth of any urban area. Urban transport facilities and services are important features of national
economy since these urban areas contribute a sizeable portion of the country’s gross domestic product (GDP).
With inherent advantages of less emissions and energy consumption, coupled with high safety record and
efficiency, Metro rail is well-placed to support commuters in teeming urban areas.

With the increased demand of transportation needs, many urban cities in India having a population of more than 3
million are now planning to introduce Metro rail transportation. Delhi Metro Rail Corporation (DMRC) has
already taken a lead in establishing a world-class Metro in Delhi which was well received by the public and has
become a role model for future upcoming Metro projects in the country. Cities like Mumbai, Bangalore,
Hyderabad, Ahmedabad, Chennai and Cochin have already finalized their project reports with DMRC being a
prime consultant for these Metros.

A substantial number of Metro coaches would be required in the immediate future to cater to the upcoming Metro
projects in the country. These projects are highly capital intensive and include high technology. Manufacturing of
Metro cars involves state-of-the-art technologies in terms of materials, fabrication, power electronics, digital
controls, software driven aggregates, etc. Import of these hi-tech Metro coaches is prohibitively expensive and
hence there was a pressing need to take up their manufacturing in India.

Our Company has already taken a lead in this market scenario, and entered into a technical collaboration with an
international player in this field for the manufacture of standard and broad gauge Metro coaches in the country.
By establishing state-of-the-art infrastructure and training our technicians and engineers under our collaboration
partner, our Company has delivered 188 Metro coaches to DMRC till date and established ourselves as the major
metro coach manufacturer in the country.

The Brazilian Market

Brazil is an agro-based and mineral rich country. It is 2.6 times the geographical size of India and has a population
of over 18 million. The average GDP growth between 1985 and 2002 was around 2.6% and in 2005, the GDP
growth was 2.4%. Its exports in 2005 were USD 118.3 billion and imports were USD 73.6 billion. The main
products exported are agro-based products like pulses, coffee, soya bean, orange and minerals, mainly iron ore.
Imports are mainly mining equipment, spares, locomotives, etc. Brazil possesses a good infrastructure for internal
movement of goods and is expected to invest over USD 80 billion for infrastructure in the next five years.

Brazil is very well connected by railways, with most of the railway lines located in the southern and coastal parts
of the country. As a part of the privatisation move, the railway lines have been given on concession to private
operators for a period of 30 years from 1998. During the year 2005, the private operators have transported around
300 million tonnes of mineral ore, agro-based and industrial products.
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The country has iron ore reserves of over 8 billion tonnes. A sizeable chunk of the extracted iron ore is processed
and exported to China, Japan and other countries, through Brazil’s ports. The main mode of transport of the iron
ore from mines to the ports is through the railways.

The major iron ore extractors in Brazil import majority of their mining equipment from international players. As
most of the purchases are made through distributors, after sales services are quite inadequate and the major ore
extracting companies are understood to be dissatisfied.

The major railway logistics operators have deployed around 80,000 wagons for freight movement in Brazil.
Majority of the wagons were added prior to 1988 and now they are due for replacement. Between 1988 and 2002,
the demand for wagons had diminished to below 1,000 units per annum. Consequent to the increase in demand for
iron ore in the international market, the demand for wagons has increased from 2002 and the present average
demand is around 7,000 units per annum. However, the demand for wagons is sporadic, mainly due to fluctuations
in the agricultural output.
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OUR BUSINESS
Overview

We are one of the major manufacturers of mining and construction equipments in India. We are a multi-locational
and multi-product company. We primarily deal in three product segments comprising Mining and Construction
equipments, Defence products and Railway & Metro products through which we cater to vital applications in
diverse sectors of the economy such as mining, steel, cement, power, irrigation, construction, road building,
defence, railway and Metro transit system. Recently we have expanded our product range to cover high-quality
hydraulics, heavy-duty diesel engines, welding robots and heavy fabrication jobs. In the beginning of fiscal 2007,
we decided to foray into two more new business areas — a) technology, providing engineering design software
solutions and b) trading, for marketing non-Company products, components, aggregates and commodities for
domestic and international markets.

We are a Mini-Ratna (Category 1) Company under the Ministry of Defence and ranked as the first among the
Fastest Growing Construction Equipment Companies in India (Construction World — NICMAR Survey 2005). We
are an ISO 9001-2000 certified company. We have been at the forefront of delivering robust, high-quality
products to our customers resulting in low cost of ownership. To this extent, we incorporate state-of-the-art
technology in all our products through market-driven R&D, and collaborate with international companies for
imbibing the latest technology.

We have our corporate head office and central marketing division at Bangalore, Karnataka, India. We have 3
manufacturing facilities in Bangalore, Mysore and Kolar Gold Fields, all in the state of Karnataka, India. We have
an extensive procurement, sales and marketing network across India, consisting of 4 zonal offices, 10 regional
offices, 15 district offices and 6 service centres. We are progressively growing as a global player and export to 38
countries in Asia, Africa, Europe and Latin America. To support our international operations, we have recently
opened representative offices in Singapore and Shanghai.

We have also set in motion our offshore expansion plans, and signed a Memorandum of Understanding (MoU) for
establishing a Joint Venture (JV) Company in Brazil with CCC (Companhia Comercio E Construcoes) for
manufacture and supply of rail wagons and bogies, mining and construction equipment and spares for the
Brazilian market. As a part of our diversification strategy, we also plan to enter the contract mining business, and
have tied up with an Indian mining company. We expect to exploit the high business potential projected in this
segment by coal companies, state electricity boards and power plants.

In fiscal 2006, we posted consolidated gross sales of Rs. 2,20,657 lakhs, representing a growth of about 19% over
fiscal 2005 sales of Rs. 185,766 lakhs. Mining and construction segment, defence segment and railway segment
accounted for a turnover of Rs. 1,39,777 lakhs, Rs. 70,298 lakhs and Rs. 10,582 lakhs, respectively, constituting
63%, 32% and 5% of the total turnover in fiscal 2006. The consolidated profits before taxes stood at Rs. 28,642
lakhs, representing a growth of about 5% over fiscal 2005 figure of Rs. 27,371 lakhs. Profit after taxes for fiscal
2006 stood at Rs. 18,752 lakhs, representing a growth of about 9% over fiscal 2005 figure of Rs. 17,569 lakhs. We
are a public sector undertaking (PSU) in which, as on December 31, 2006, the Government of India holds a
61.23% stake and the remaining shares are held by financial institutions, mutual funds, foreign institutional
investors (FIIs), corporate bodies, public individuals and others. Our shares are traded on the Bombay Stock
Exchange (BSE), National Stock Exchange (NSE) and Bangalore Stock Exchange. Our Company has a subsidiary
— Vignyan Industries Limited located at Tarikere, Karnataka, which manufactures steel castings, bulk of which is
supplied to our Company. We had a manpower strength of 11,748 as on March 31%, 2007.

Our History

Our Company was incorporated in 1964 as a Public Sector Undertaking (PSU) under the administrative control of
Department of Defence Production and Supplies, Ministry of Defence, with headquarters at Bangalore in
Karnataka. We commenced operations at Bangalore with the transfer of railway coach manufacturing facilities
from Hindustan Aeronautics Ltd. with land, building, plant and machinery for a consideration of Rs. 600 lakhs. In
the very first year of starting operations, we started manufacturing wide range of wheeled mining and construction
equipment under technical collaboration with a U.S. company.
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In 1967-1968, our Heavy Earthmoving Equipment Division was commissioned at Kolar Gold Fields. During the
same year, we entered into a collaboration agreement with a Japanese company for technical know-how in a wide
range of mining and construction equipment. We established the Dump Truck Division at Mysore in 1985. Two
years later, an exclusive Hydraulics and Powerline Division and a full-fledged R&D centre was set up in the Kolar
Gold Field (KGF) facility.

We set up the engine division at Mysore for manufacture of heavy duty diesel engines in 1991. We received a
major boost for our export business in 1992, when we were recognised as an Export House with Star Exporter
status. Our first mammoth equipment, the Walking Dragline was rolled out in 1994. We also completed our initial
public issue of debentures in India in the 1994-95. In fiscal 1995, our annual sales turnover crossed the Rs.
1,00,000 lakh mark.

In 2003-2004, we entered the Metro Railway business with the manufacture and supply of hi-tech stainless steel
metro coaches to the Delhi Metro Rail Corporation. To support our expanding production activities in the defence
and railway sectors, we acquired over 1,100 acres of land and 2 workshops on lease basis from the now-defunct
public sector undertaking Bharat Gold Mines Ltd. (BGML) in Kolar Gold Fields in 2004. During the same year,
we opened a new Railway Fabrication Unit at our KGF Complex.

We crossed the milestone of Rs. 2,00,000 lakh annual sales turnover in fiscal 2006. From 1% April 2006, our
Company underwent organisational restructuring to improve our competitiveness in the global market and boost
our revenues and profitability. Consequent to this, our Company’s operations will now be run as three business
groups, viz. Mining & Construction, Defence and Railway & Metro Business; each headed by a Director. We
have also diversified into new business areas by opening two new divisions, the Technology Division and Trading
Division, on 12" April, 2006.

With effect from 29" August, 2006, we were conferred ‘Mini-Ratna (Category 1)’ status by the Ministry of
Defence. The status has been given recognizing our position in the industry, consistent performance, growing
profitability and rapid absorption of changing technologies. With this status, we have got enhanced powers from
the Ministry of Defence to incur capital expenditure up to Rs. 50,000 lakh or 30% of our net worth for starting
new projects/ subsidiaries and technology Joint Ventures, as well as strategic alliances. The "Mini-Ratna Status"
with more delegation of powers will help our Company in its growth and development.

Business Overview

We primarily deal with three product segments comprising mining and construction equipment, defence products
and railway & Metro products. From fiscal 2007, our business has been restructured into three business groups,
reflecting our main product offerings, viz. Mining & Construction, Defence and Railway & Metro Business. We
have also opened two new divisions — a) Technology Division, providing engineering design software solutions
and b) Trading Division, for marketing non-Company products, parts, aggregates and commodities for domestic
and international markets. All our products are manufactured at our three existing facilities located at Bangalore,
Kolar Gold Fields and Mysore in the state of Karnataka, all the three plants being interdependent.

Mining and Construction Business

The Mining and Construction business manufactures a wide variety of earthmoving equipments which cater to the
core sectors of industry, such as mining, construction, power, irrigation, fertilizers, steel, cement, power plants
and infrastructure development.

We have been in the business of manufacturing mining and construction equipment for over 40 years and are
currently one of India’s major mining and construction equipment manufacturers. We leverage our engineering
strengths and technical prowess built over 40 years to continually manufacture superior and cost-effective
equipment, as well as offer value-added technologies for the mining, construction and other sectors. We have been
successful in adopting state-of-the-art technology for the Indian market, and the range and quality of our
equipments are in conjunction with global standards.
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In the opencast mining equipment and construction equipment industry, we are a major player in the Indian
market, both in terms of volume and value. Our equipments are deployed for road construction, infrastructure
development, petroleum projects, opencast and underground mining, and railway and highway projects also.

For the mining industry, we offer a comprehensive and diverse range of mining machinery for both opencast and
underground mines. Our product portfolio for the opencast mining industry includes Rear Dumpers, Rope
Shovels, Walking Draglines, C-Cranes, Water Sprinklers, etc.

Our product portfolio for the construction industry includes Motor Graders, Hydraulic Excavators, Bulldozers,
Wheel Loaders, Wheel Dozers, Pipe Layers, Tyre Handlers, Backhoe Loaders, etc.

For the underground mining industry, our products include Load Haul Dumpers, Winders/ Winches, Granby Cars,
Skip, Cages, Mine Electric Locomotives, Man/ Material Winding Systems, etc. We have recently introduced Side

Discharge Loaders for underground mining applications.

Few of our mining and construction equipments are displayed below:

Rear Dumper

Walking Dragline Excavator Pipe Layer

We have tied up with Technology Information Forecasting and Assessment Council (TIFAC) for manufacturing
specialized equipment to be used in disaster management. With seismic studies revealing sizeable portions of the
Indian sub-continent prone to earthquakes, it is imperative for all regions in the country to be equipped with the
Disaster Management Equipment at all times. Our earthmoving equipment is also utilised as disaster management
equipment during natural calamities like floods, landslides and fire accidents. This equipment consists of an
Excavator with varied attachments like Combi-cutter having Shearer and Crusher, Rock Breaker, Scrap Grappler
and radio-controlled Dozer. In quake hit areas with low intensity, the basic equipment with an attachment can be
deployed. But in sites with severe intensity of quakes, multiple equipments with suitable attachments are required.
This will enable rehabilitation activities to be taken up at faster rate. During normal periods, the standard
equipment could be used for construction and infrastructure development.

We plan to introduce several products such as vibratory compactors, crushing equipment, batching plants, asphalt
pavers to capture a good share of market for these equipments required for the construction activity in Golden
Quadrilateral Project, NSEW Corridor Project, National Highways Development Project, Pradhan Mantri Gram
Sadak Yojana, etc. According to the ‘Vision Coal 2025’ document released by the Ministry of Coal, Coal India
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Limited (CIL) is looking at increasing its production from almost 350 mtpa in fiscal 2006 to almost 840 mtpa by
the year 2025 in view of increasing demand from power sector. It is likely to significantly increase its
procurement for mining equipment for both open cast mining and underground mining of coal, and we expect
demand for our equipments to increase.

In addition to providing our customers with technically superior, cost-effective and innovative equipment, we also
provide multi-option financing and product support to meet varied customer demands. We also provide mine
planning services, annual maintenance contracts for our equipment, as well as long-term maintenance and repair
contracts.

The following table outlines some of our major products in the Mining and Construction Business, their features
and sales volume in the last three completed fiscal years:

Products Technical specifications Application & usage Quantity sold
FYO04 FYO05 FYO06
Hydraulic Loading Shovel - 1.4, 2.2, | Excavation and loading 49 109 88
Excavators 4.2,6.1,9.5 cum.
Backhoe -1.0, 1.57, 2.8,
4.3, 8.5 cum.
Bulldozers 66, 90, 165, 180, 230, Levelling and dozing 203 296 258
320, 410, 770 HP
Pipe Layers 40, 70, 100 tonnes Pipe laying in mines & 14 7 4
infrastructure projects
Rope Shovels 5.2, 10, 20 cu.m. Excavating and loading in 2 - 3
mines
Walking 23-24 cu.m. Excavating and dumping of - - -
Draglines overburden in mines
Side Discharge 1 cum. Coal extraction and dumping - - 3
Loader in underground mines
Wheel Loaders 0.8,1.7,2.0,3.1,3.4, 3.8, | Re-handling and loading 8 8 19
4.7 cum
Backhoe Loaders | 0.24, 0.3, 1 cu.m. Excavating, loading and 6 2 10
dumping in infrastructure
projects
Motor Graders 145, 280 HP Levelling and road making 8 23 23
Water Sprinkler 28000, 35000 ltrs. Dust suppression in mines 8 5 4
Rear Dumpers 35, 40, 44, 60, 70, 85, 100, | Transportation of minerals in 201 280 371
120, 170 tonnes mines
Wheel Dozers 130, 300, 460 HP Levelling and dozing 3 2 12
Tyre Handlers 3,500 kg Tyre Handling 2 - 1

The Mining & Construction Division has historically accounted for a major share of our revenues, 63% in fiscal
2006, and has grown at a compounded annual growth rate in value terms of 15% from fiscal 2002 to fiscal 2006.
Coal India Limited and its subsidiaries such as South Eastern Coalfields (SECL), Bharat Coking Coal (BCCL),
Central Coalfields (CCL), Mahanadi Coalfields (MCL), Northern Coalfields (NCL) and Western Coalfields
(WCL) have been the major customers for our equipment during this period. The top 5 customers for our mining
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and construction equipment and sales to them from fiscal year 2002 to fiscal year 2006 and nine months ended
December, 2006 are illustrated in the table below:

(Amount in Rs. Lakh, except %)

Customers FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 9M FY 2007
Amt. % of | Amt. % of | Amt. % of | Amt. % of | Amt. % of | Amt. % of

total total total total total total
sales sales sales sales sales sales

Customer A | 28,312 33% | 38,609 33% | 16,622 18% | 39,907 36% | 66,409 48% | 27,862 25%

Customer B 9,813 11% | 4,994 4% | 3,227 4% | 3,258 3% | 1,535 1% | 8,711 8%

Customer C 747 1% | 2,169 2% | 4,785 5% | 3,997 4% | 2,070 1% 1,994 2%

Customer D 340 0% 384 0% 772 1% 552 0% | 11,716 8% 512 0%

Customer E 1,193 1% 157 0% | 1,047 1% | 2,781 2% | 3,123 2% 349 0%

As on end February, 2007, we have confirmed orders of Rs. 82,464 lakh for our mining and construction
equipment. Details regarding these orders are given below:

Equipment Tender Quantity Value in Rs. Lakh
410 HP Dozer 44 11,838
320 HP Dozer 23 560
300 HP Wheel Dozer 3 780
4.3 cu.m. Hydraulic Excavator 5 1,750
10 cu.m. Rope Shovel 6 4,800
250 T Dumper 9 16,200
190 T Dumper 8 11,200
150 T Dumper 14 11,900
100 T Dumper 49 11,406
85 T Dumper 8 1,680
50 T Dumper 4 496
35 T Dumper (Shoe Type) 12 720
35 T Dumper (Disc Type) 58 3,529
280 HP Motor Grader 32 5,030
28 KL Water Sprinkler 10 575

We can capitalise on the opportunities arising in power, road and mining sectors from significant investments
being made in the country. Our considerable presence in the mining and construction machinery business will
enable us to tap the huge potential in mining sector.

Defence Business
We have been one of India’s major defence equipment manufacturers for the past four decades, and continue to
hold a major share of supplies for the ground support equipment to the Indian defence forces. Our rugged and all-

terrain state-of-the-art vehicles and equipment are deployed extensively for movement of ammunition and men to
forward areas, for construction of border roads and for gun towing applications to maintain national security.
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We have established a creditable track record in defence services with our product quality, reliability and
performance. We also provide support to the armed forces in equipment maintenance. In view of the increasing
budgetary allocations every year in the recent past, defence business has the potential to contribute significantly to
our revenues over the next few years. We are in the process of modernizing and expanding our production
facilities, seeking to increase our share of business from this segment from the present level of 32%.

We are the nodal production agency for all Tatra model trucks and its variants, which are supplied to the defence
forces. Our product portfolio encompasses recovery vehicles (armoured, heavy and medium), high-mobility
trucks, crash fire tenders, bridge layers, heavy-duty carriers for artillery equipment, combat vehicles, ammunition
loaders, tank transportation trailers, dozers, graders, aircraft towing tractors, radar carrier vehicles, milrail
coaches, wagons, etc. We also support the country’s Integrated Guided Missile Development Programme by
supplying ground support vehicles.

Few of our defence equipments are displayed below:

e ARG T

Tatra 8X8 and Tank Transporter Missile Launcher on Tatra 8X8 Truck
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The following table outlines some of our major products in the Defence Business, their features and sales volume
in the last three completed fiscal years:

Products Technical Application & usage Quantity sold
specifications Y 04 V05 £V 06
Tatra Vehicles | 4x4, 6x6, 8x8 and Handling Ground support 834 224 256
10x10 series equipments, transportation on
difficult terrains
Armoured WZT-2/3 Recovery of tanks, combat 62 43 105
Recovery vehicles and other support
Vehicles vehicles from battlefield
Pontoon BEML-Tatra vehicles Movement of army, materials 2 23 -
Mainstream along with dozer blade, | and vehicles across inland
(PMS) Bridge | mounted crane, boat waterways
System and dolly
Specialised 50-tonne vehicle with Transporting battle tanks 256 16 50
wagons 12 twin wheeled
heavy-duty full trailer
Ammunition Loader-cum- Mounting of Rocket Launcher 6 10 -
Loader replenishment vehicle System
Vehicles
Bheema 1000 4 wheel self propelled | Aircraft weapon loading 24 3 18
truck with hydraulic trolley
lifter — 1 tonne lifting
capacity

The Defence Products Division has grown at a compounded annual growth rate in value terms of 4.7% from fiscal
2002 to fiscal 2006, and it contributed 32% of the overall revenues in fiscal 2006. The major customers for our
defence products from fiscal year 2002 to fiscal year 2006 and nine months ended December, 2006 have been the
Indian Army, Indian Air Force, DRDO Lab, Bharat Electronics Ltd., Bharat Dynamics Ltd. (BDL), Heavy
Vehicle Factory (HVF) at Avadi and the Ordnance Factory at Medak.

We have succeeded in assimilating and developing heavy-duty vehicles related technology adapted to various
tactical requirements of armed forces. Several new products developed and taken up by us for the Indian defence
services are Mines Scattered Laying Vehicle, Medium and Light Armoured Recovery Vehicle, Mobile Pontoon
Bridge, Milrail Wagons, Field Artillery Tractors and Ammunition Loader Vehicles. These strategic products will
give our Company a technological edge in keeping pace with the growing business in defence industry.

During fiscal 2007, we were awarded large defence orders valued at Rs. 80,000 lakh from the Ministry of Defence
for various ground-support high-mobility vehicles. These include BEML-Tatra 4x4, 6x6, 8x8 trucks for high
mobility applications, Heavy Recovery Vehicles, special purpose vehicles for Pinaka/ Radar Project and 50 Tonne
Trailers and Engineering Mine Ploughs for breaching minefields. We expect to complete execution of these orders
over fiscal years 2007 and 2008.

The focus on acquisition of capital goods by the Ministry of Defence is on the increase. The Budget 2007
proposes to increase the Defence budget for fiscal 2008 by 11.6% to Rs. 96,00,000 lakh from Rs. 86,00,000 lakh
which was spent in fiscal 2007. Out of the total budget for fiscal 2008, a sum of Rs. 41,00,000 lakh has been
allocated for capital expenditure, an increase of 19% over the previous fiscal year’s actual expenditure of Rs.
34,50,000 lakh.
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We expect that the majority of the revenues for the Defence Business in the future will stem from the
modernisation projects by the Army and Navy of the 155mm self-propelled gun, Sarvatra project, Divya Drushti
and ground support equipments viz. BEML-Tatra vehicles, crash fire tenders, ammunition loader vehicles, surface
mine cleaning equipment, repowering of T72 tanks, etc. We had an order book of Rs. 23,600 lakhs for the
Defence business as on end February, 2007

Railway and Metro Business

With over four decades of operations in the railway rolling stock business, we are a trusted partner of the Indian
Railways and play a pivotal role in keeping the ‘Lifeline of the Nation’ on the move. We are one of the earliest
coach factories in the entire Indian sub-continent and with constant innovation over the years, we have made
immense contributions to the railway sector.

We currently have a strong market share in the rail and metro coaches business in India. We were able to bag
substantial number of orders from the Railway Board and DMRC for supply of rail coaches and metro coaches
respectively in fiscal 2005 which re-established our presence in the segment. These orders contributed to sales
amounting to Rs. 11,087 lakhs in fiscal 2005, growing by over 600% from Rs. 1,643 lakhs in the earlier fiscal.

In recent years, we have forayed into the manufacture of hi-tech metro trains deployed for intra-city commuting.
We believe that we are the only indigenous suppliers of metro coaches with the first batch of 188 state-of-the-art
stainless steel metro coaches being delivered to Delhi Metro Rail Corporation (DMRC). This has placed us in an
advantageous position for supplying similar coaches for other metro projects in future.

Our product portfolio for this business includes metro trains, integral rail coaches, AC/DC Electric Multiple Units
(EMU), Stainless Steel EMU, Postal Vans, Utility Vehicles, Overhead Equipment Inspection Cars, Track Laying
Equipment, Broad Gauge Railbuses, Treasury Vans and Spoil Disposal Units. The major customers for this
business from fiscal year 2002 to fiscal year 2006 and nine months ended December, 2006 have been the Railway
Board, DMRC and the Ministry of Defence.

Few of our Railway and Metro products are displayed below:

;// /./

Overhead Equipment Inspection Car Rail Buses
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The following table outlines some of our major products in the Railway and Metro Business, their features and
sales volume in the last three completed fiscal years:

Products Customers Application & usage Quantity sold
FY 04 FY 05 FY 06
Integral Rail Indian Railways Passenger rail coaches 35 270 225
Coaches
Stainless steel Metro Railway in Transportation of Passengers 32 76 72
Metro coaches Delhi and other through the Metro system
metro cities

Currently, the Railway and Metro Business, which has grown at a compounded annual growth rate in value terms
of 38.5% from fiscal 2002 to fiscal 2006, contributes only a small part of our entire revenues, 5% in fiscal 2006.
The factors determining the development of the Railway and Metro Business could include increased spending in
upgrading existing railway coaches, increasing the number of bogies and wagons in existing trains, introduction of
new trains and developing new corridors for freight and passenger traffic.

As of end February, 2007, we have orders from the Railway Board, New Delhi for 300 coaches worth Rs. 10,296
lakhs which we expect to complete over fiscal 2007 and fiscal 2008. We also have Letter of Intent for supply of
875 coaches during fiscal 2008 and 2009, for which the price is yet to be fixed. We are executing an order of 36
AC EMUs worth Rs. 2,639 lakhs. We are also executing orders for 40 Metro coaches for DMRC worth Rs. 1,075
lakhs which we expect to complete by June 2007.

In order to cater to the increased passenger traffic, Indian Railways proposes to introduce enhanced passenger
capacity coaches, increase production of DEMU (Diesel Electrical Multiple Unit), MEMU (Main Line Electrical
Multiple Unit) and EMU coaches. Further, Railways is also actively examining the feasibility of introducing high-
speed corridors. In addition, it has plans to introduce air-conditioned EMU coaches in Mumbai, Chennai and
Kolkata. We have been producing and supplying railway coaches, AC EMUs and DEMUs to Indian Railways for
over four decades. We are expanding our production capacity and are well-placed to address the increased demand
for railway coaches. We have also taken up the work of designing, developing and supplying SS EMU coaches
and air-conditioned EMU coaches.

Demand for Metro coaches are expected to increase in the immediate future to cater to the upcoming Metro
projects in cities like Mumbai, Chennai, Bangalore, Hyderabad, Ahmedabad and Kochi. We believe that we are
the only metro coach manufacturers in the country and we have already delivered 188 Metro coaches to the
DMRC till date. Thus we have already taken a lead in the market of metro coaches.

Our present manufacturing capacity is 150 Metro coaches per year. We are expanding our infrastructure to meet
the greater needs of metro projects across the country. To this end, a new Metro Fabrication Hangar is to come up
at our Company's Bangalore Unit for manufacturing Metro Cars to be supplied to the Delhi Metro Rail
Corporation.

Meanwhile, we are also exploring possibilities of exports to Middle East. Also on the anvil is the Goa Sky-bus rail
system project, an eco-friendly and economic rail-based mass transit system developed by the Konkan Railways,
in which we are an active participant. We have plans to strengthen our R&D capabilities for metro coaches.

Offshore Expansion — Brazilian Foray
Our Company has signed a Memorandum of Understanding for establishing a Joint Venture (JV) Company with
CCC (Companhia Comercio E Construcoes) for manufacture and supply of rail wagons and bogies, mining and

construction equipment and spares. The MoU to this effect was signed by the visiting Company's Chairman &
Managing Director Mr. V RS Natarajan with CCC Proprietor Mr. Darci Rodrigues in the presence of the Indian
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Prime Minister Dr. Manmohan Singh and the Brazilian President Mr. Luiz Inacio Lula Da Silva on September 12,
2006.

With the objective of manufacturing the entire range of mining and construction equipments and spares, our
Company has finalized plans to form the joint venture with 60% share of the Company and 40% share of CCC
Brazil. For this new venture, the Company is committed to invest Rs. 10,000 lakh by taking over a factory on the
outskirts of Rio-de-Janeiro city in Brazil. The factory has facilities and adequate infrastructure to take up
manufacturing equipment in the near future with a capacity of rolling out 500 wagons and over 200 mining and
construction equipments and spares annually.

Given the growing demand in the Brazilian market as well as other South American countries in terms of
expansion of mines and offtake of wagons, this joint venture shall help our Company penetrate into new markets
overseas. This step shall also help our Company to consolidate its position in construction and mining machines
and railway products in the mineral-rich territory of Brazil which is the largest country in South America and is
expected to experience further development of rail / road logistics. We will initially concentrate on the Brazilian
market and later cater to Latin America and West Africa in phases by expanding the capacity.

At present, even though there are about six wagon manufacturers in Brazil, the logistic operators are mainly
dependent on few players for supply of wagons since they are the only manufacturers having facilities to produce
all the major wagon components viz. wheel sets, cast steel bogies, etc. With the annual domestic requirement
itself of wagons in Brazil expected to exceed supply and all firms having to depend on few players for their bogie
requirements, the wagon building industry is suffering for want of bogies and are not able to utilise their installed
capacity. In order to utilize this shortage of bogies and wagons and also to target the export market, we are
establishing the wagon and bogie manufacturing facility in Brazil.

Further, Brazil is planning to invest over USD 80 billion towards infrastructure development including laying of
gas pipe lines in the next 5 years. This is expected to translate into huge demand for excavators, pipe laying
equipment, dozers and dumpers. We, therefore, expect an excellent market opportunity for the earthmoving
equipment manufactured in our Brazilian facility, particularly dumpers in the range of 40 to 190 tonnes, pipe
layers of 40 to 100 tonnes, dozers in the range of 165 to 420 HP and excavators in the range of 20 to 30 tonnes.

Our New Businesses

In the beginning of fiscal 2007, we decided to foray into two new businesses with a view to become globally
competitive, maximise our business potential, improve our profitability and leverage on upcoming business
opportunities.

e Technology Division

With India become an engineering outsourcing hub, we aim to garner substantial business in the IT-enabled
services segment which is witnessing a major growth drive today. The Technology division was set up to
provide e-engineering solutions to clients across the globe by utilising our Company’s domain knowledge in
engineering design and system engineering gained through four decades of research and development
experience.

The Technology Division draws its strength from the rich and diverse expertise of our R&D in the various
realms of technology with extensive use of CAD/ CAE/ CAM. We offer end-to-end solutions and services
across the whole product development cycle including designing, modelling, analysis, simulation,
prototyping, testing and documentation. The infrastructure in this division is state-of-the-art and the skill sets
are comparable to the best in the industry. Our services are benchmarked to global standards in terms of
quality, cost competitiveness and delivery schedules.

The Technology division started operations in May, 2006 and as of 31* December, 2006; the Division has
brought in revenues of Rs. 449 lakhs, all of which have been realised from inter divisional services.
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e Trading Division

The Trading division was launched with a view to maximise business through sale of non-core components
and engineering spares, leveraging on our expertise in heavy engineering industry and strong brand equity.
The Division markets non-Company products, parts, aggregates and commodities for domestic and
international markets. This division will also ensure supply of high-quality components for both internal
consumption and as well as our existing customers, by leveraging our extensive marketing network and our
brand name to serve our customers with the supply of both company and non-company products.

International Business Division

With an agenda to truly become a global company, our Company has set up a separate Strategic Business Unit,
namely International Business Division to handle its growing markets and product supplies. We are currently
present in 38 countries in Asia, Africa, Europe and Latin America. As an export house with ‘Star Exporter’ status,
our strength in handling large-scale trading and counter-trade has pushed the export of engineering goods and
other equipment.

We are exploring avenues to set up assembly operations in Brazil, Morocco and Indonesia in partnership with
local players, to exploit the business potential in the neighbouring regions. We have also opened international
procurement offices in Singapore and Shanghai. This will help us source high quality parts and engineering
components at competitive prices. These outfits will also double up as sales and service offices and parts depots as
we embark on our global expansion drive.

Our Competitive Strengths
We believe following to be our competitive strengths:

1. Diverse product portfolio: We have a diverse portfolio of products which caters to different core
segments of the economy such as mining, steel, cement, power, irrigation, construction, road building,
defence equipment, railways and Metro transit systems. We are not dependent on any single sector for
most of our revenues. Our products are used in sectors like coal, steel, cement, railways and power, and
we are thus able to capitalise on the positive trends witnessed by these sectors, in view of focus of the
government on developing infrastructure. Some of the projects in the pipeline are Golden Quadrilateral,
National Highways Development Project, Pradhan Mantri Gram Sadak Yojana, North-South and East-
West corridors, metro rail projects in major cities and river-linking projects. These projects are expected
to generate significant demand for our products.

2. Strong position in mining and construction equipment: We are the one of the major players in the
domestic industry with a significant market share. Our sales from the mining and construction segment
were Rs. 1,39,777 lakh in fiscal 2006 which constituted 63% of our total turnover. We manufacture a
variety of products for opencast mining, underground mining and construction sectors, all of which are
core sectors of the economy. We were ranked as the first among the Fastest Growing Construction
Equipment Companies in India (Construction World - NICMAR Survey 2005).

3. Major manufacturer of Metro coaches in the country: We have established ourselves as the major metro
coach manufacturer in the country and have successfully delivered 188 Metro coaches to DMRC till date.
We are thus well-placed to play a big role by supplying coaches for the upcoming Metro projects in the
country in cities such as Mumbai, Chennai, Bangalore, Hyderabad, Ahmedabad and Kochi, as well as
Phase III of the Delhi Metro.

4. Strong and experienced management team: We have an experienced senior management team that have
decades of experience in the engineering and manufacturing industry. We believe our management team
has successfully managed our business and are primarily responsible for growth in our gross revenues
and profitability. They have been responsible for growing our net sales on a consolidated basis from Rs.
135,104 lakhs in fiscal 2002 to Rs. 206,016 lakhs in fiscal 2006.
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Research and development capabilities: Our R&D Division continues to play a vital role in the design
and development of our products and indigenisation. Focus is on continuous innovation and design and
development of new products and technologies to suit the customer requirement by using concurrent
engineering practices. During the fiscal 2005, 7T Class Excavator BE7I and economy version Motor
Grader BG605X have been developed successfully, which cater mainly to the small contractor segment
in road and canal building projects. Other successful launches include Side Discharge Loader, BH100
Rear Dump Truck and 100T Class Pipe Layer BP100.

Increasing global alliances and operations: We have tie ups with international players for the
manufacture of walking draglines, rope shovels, dumpers, heavy-duty vehicles, armoured recovery
vehicles and Metro coaches. These alliances have helped us to get access to world-class technology and
production processes. We have successfully imbibed the best practices and high-end technology from our
collaborative partners and consequently, we produce equipments that are hi-tech and cost effective.

We have presence in the international markets with supplies to 38 countries in Asia, Africa, Europe and
Latin America. In an effort to increase our operations in international markets, we have appointed new
overseas representatives and set up overseas offices in Shanghai and Singapore to aid in the procurement
of high quality parts and engineering components at competitive prices.

High-quality product offering with value-added services: Our product support packages during their
lifetime include annual maintenance contracts, service contracts and maintenance and repair contracts.
Our value-added services include application engineering services encompassing pre- and post-sales,
preparation of pre-feasibility reports, equipment selection studies, total fleet optimization solutions and
customisation of equipment. Recommendation-for-User-Profit (RUP) studies enable customers to
improve machine productivity and reduce operating costs. Prompt after-sales service to ensure no
downtime, timely supply of spares, maintenance assistance, rehabilitation of equipment, service at the
doorstep of customers and lifetime service of high-cost machines are the many dimensions of our
‘customer first’ policy.

Stringent quality norms: The quality systems of all our manufacturing divisions have been upgraded to
ISO 9001-2000 certification. We undertake periodic assessment of vendors, and their continuous
development is a key component in our Company’s strategy to achieve total quality. In order to ensure
optimum performance of equipment each product is tested in working conditions in our company's own
tracks and fields.

Our Business Strategy

We intend to grow our business and become one of the major global players in the industry by implementing the
following strategies:

1.

Increased focus towards supply of Metro Coaches for projects across the entire country: Metro transport
is planned to be introduced in all cities in India having a population of more than 3 million. In view of
this, the estimated requirement of Metro coaches in the coming 5 years is expected to be very substantial.
We have been participating in the Expression of Interest against the tenders floated by various Metro
corporations and are trying to submit a competitive quote to win the orders. The State Government of
Karnataka has agreed to reimburse the CST/ VAT and with this, we envisage our price to be competitive
even against global competition.

A new Metro Fabrication Hangar is to come up at our Company's Bangalore Unit for manufacturing
Metro Cars to be supplied to the Delhi Metro Rail Corporation, and also to cater to upcoming Metro
projects in the country. We are also in the process of setting up an independent R&D Centre of
Excellence for Metro Rail Systems and related hi-tech products at Bangalore.

Offshore expansion in the Latin American market: Our proposed Joint Venture (JV) Company with CCC
(Companhia Comercio E Construcoes) will manufacture and supply rail wagons and bogies, mining and
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construction equipment and spares. Given the growing demand in the Brazilian market as well as other
South American countries in terms of expansion of mines and offtake of wagons, this JV shall help us
penetrate into new markets overseas. This step shall also help us to consolidate our position in
construction and mining machines and railway products in the mineral-rich territory of Brazil, and
provide a foothold for expanding into Latin America and West Africa.

Introduction of high-capacity mining equipment: We are currently manufacturing mechanical dump
trucks in the range of 35 tonnes to 100 tonnes. With private players entering into coal mining and bidding
for bigger blocks, higher capacity dump trucks are expected to have good demand. Further, greater
demand is expected for higher capacity excavators to match with the above trucks. We have signed an
agreement with an international player to manufacture and market electric dump trucks with their design
in the range of 120 tonnes to 360 tonnes. We shall continue to scale up the capacities of our products to
match the requirements.

Tie-up with global industry players: We will continue to pursue alliances, strategic collaborations,
transfer of technology agreements with international players to keep pace with the latest technologies,
imbibe them and ultimately indigenise them. We have signed MoUs with international players to jointly
work on the modernization of T72 tanks and armoured recovery vehicles, to promote multi-utility
armoured vehicles and mine-laying vehicles; to manufacture light-rail vehicles and mining & tunnelling
equipment, mine ploughs and heavy-duty trucks.

Improve our distribution and marketing network: We intend to set up sales and service centres either
directly or by developing relationships with dealers across the country for sales and service of our heavy
mining and construction equipment. Our new dealer initiative which was introduced in fiscal 2007 will
be expanded to reach out to the non-institutional customer. We are currently exploring various options
for branding and marketing of our heavy earth moving and mining equipment by creating strong brand
awareness for our products.

Joint Venture to take up Contract Mining: We have signed a MoU with an Indian company to form a
Joint Venture Company to take up contract mining as coal blocks have been offered by the coal ministry
for captive/ contract mining. Since companies like National Thermal Power Corporation (NTPC) which
have no coal mining experience, are willing to engage companies with mining experience, there is
enough scope to increase the business volumes through contract mining. The JV Company will place
orders directly with us for its entire mining equipment requirement. This will also assure business for
spare parts for the life of the equipment.

Investment in production facilities of Indian tyre companies for the production of OTR Tyres: The mining
and construction equipment industry is suffering due to the shortage in supply of OTR (off-the-road)
tyres. We have tied up with two Indian tyre companies and have signed an Agreement to invest in setting
up production facilities for them to manufacture OTR tyres at Mysore to meet our exclusive
requirements.

Ramp up of production capacities and introduction of new products to cater to the Railway Business: In
order to cater to the increased passenger traffic, Indian Railways proposes to introduce enhanced
passenger capacity coaches, increase production of DEMU, MEMU and EMU coaches. Further,
Railways is also actively examining the feasibility of introducing high-speed corridors. In addition, it has
plans to introduce air-conditioned EMU coaches in Mumbai, Chennai and Kolkata. We are enhancing
our capacity to produce coaches to 550 units a year from the present 400, through the newly
commissioned Rail Products Fabrication Unit at our KGF Complex.

In view of the high demand for wagons with higher axle load from Indian Railways, we are in the
process of entering into Transfer of Technology agreement with high axle load wagon manufacturers in
the international market to produce and supply them to Indian Railways. We have also taken up the work
of designing, developing and supplying SS EMU coaches and air-conditioned EMU coaches to the
Railways.
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Our Production Facilities

We have an extensive manufacturing base comprising of three facilities, located at Bangalore, Mysore and Kolar
Gold Fields (KGF), all of which are located in the state of Karnataka and are interdependent. Our facilities
incorporate sophisticated equipments and processes like gear manufacturing, CNC machining centers, CNC flame
cutting, arc-welding robots, flexible manufacturing systems and dedicated assembly lines for major products.

Bangalore Complex

The Bangalore manufacturing facility was commissioned in 1964, when the railway coach manufacturing
facilities from Hindustan Aeronautics Limited were transferred to us. This facility was the first railcoach
factory in the Indian subcontinent and since then the unit has consolidated its status as a major supplier of
integral rail coaches. Today, the Bangalore Complex rolls out a product mix encompassing Metro coaches,
railway products and defence equipment. This Complex has a total land area of 71.04 acres.

The Bangalore facility caters to the entire requirement of railway products, with the basic product being the
railway coaches supplied to the Indian Railways, for which we have a production capacity of over 400
coaches per annum. To meet the growing requirements of the rail sector, we have recently diversified into the
manufacture of Overhead Equipment Inspection Cars and Track Laying Equipment. These have been
developed in-house and supplied to the Indian Railways. This unit has recently taken up production of
Electric Multiple Units and Rail Bus. Development of specialised equipment like Treasury Vans and Spoil
Disposal wagons has also been successfully completed.

We believe that we are the only indigenous manufacturer of metro coaches, and plans have got underway to
upgrade the Metro fabrication hangar in our Bangalore Complex to match world-class standards and to
become an exclusive hub for rolling out hi-tech Metro coaches to meet the increasing demand from metro
cities.

The Bangalore Complex also caters to our Defence Business with products such as heavy duty trucks, tank
transportation trailers and a number of variants such as crash fire tenders, heavy recovery vehicles, milrail
coaches and wagons, pontoon bridge systems, missile transporters and launchers, ground support vehicles and
ejectors and air cleaners for infantry combat vehicles.

Kolar Gold Field (KGF) Complex

Our second plant was commissioned at Kolar Gold Field Complex, located about 100 kilometres from
Bangalore, during fiscal 1968. The KGF Complex presently concentrates on the production of heavy mining
and construction equipments like dozers, hydraulic excavators, rope shovels, loaders, scrapers, etc. for the
mining and construction industry. It also manufactures defence products such as heavy and armoured
recovery vehicles, heavy-duty trucks, engineering mine ploughs, etc. The Heavy Equipment Shop and the
Heavy Fabrication Unit which can handle major fabrication jobs with a capacity of 5,000 MT per annum
forms the key facility. Sophisticated CNC machines and latest technology welding equipment have been
installed in this Complex. This Complex has a total land area of 1849.50 acres.

The KGF Complex also houses an exclusive Hydraulics and Powerline Division which was set up in 1987.
This Division manufactures precision assemblies and aggregates, not only for captive consumption but also
for meeting customer requirements. State-of-the-art Gear Pumps, Control Valves, Suspension Cylinders,
heavy duty Planetary Axles and Automatic Transmissions are manufactured here. This Division manufactures
high-quality BMP transmissions and hydropneumatic suspensions, which its sells directly to the Defence
forces, after receiving sales orders from the Ministry of Defence. The other aggregates are supplied to the
Bangalore and Mysore Complexes as inputs to the manufacturing and assembly of other products.

To attain self-dependence and ensure rapid absorption of technology, an R&D complex was established at the

KGF Complex. The facility for the R&D complex was further strengthened by UN assistance through
installation of sophisticated testing equipments. The R&D centre today is one of the best in South and South-
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East Asia. In the near future, the KGF Complex is envisioned to be the core unit handling most of the
manufacture of the conventional coaches through the newly commissioned Rail Products Fabrication Unit.

Mysore Complex

As the range of equipments manufactured by our Company increased, it was decided to establish a new plant
at Mysore for manufacture of wide range dump trucks. This plant was commissioned during 1985, and is the
biggest dump truck factory in India. We set up the engine division at the Mysore Complex for manufacture of
heavy duty diesel engines in 1991. This Complex has a total land area of 144 acres.

Today, the Truck Division at our Mysore Complex mainly manufactures highway dumpers, motor graders,
heavy-duty trucks, water sprinklers, aircraft weapon loaders and aircraft towing tractors. We have installed an
arc welding robotic system for fabrication of giant structures with consistent quality. The integration of
robotised manufacture on the shop floor has accelerated the pace of activity and provided a flexible and
powerful facility.

The Engine division manufactures heavy-duty diesel engines of 100 — 1000 HP. These are used not only for
captive consumption but also for applications involving Diesel Generators and Compressors. We have
installed flexible manufacturing systems in this Complex to aid in component manufacturing.

Production Planning

The Production Plan is released by the Marketing Department around October or November every year. For the
Mining and Construction Division, the average lead times for manufacture of the complex equipments are in the
order of 4-6 months. Therefore, the Production Plan specifies a projected production schedule for the next fiscal
year beginning in April, and gives the go-ahead to the Purchase Department to procure the materials required,
some of which have to be imported. For the Defence and Railway & Metro Businesses, the Production Plan
allows material purchases to go ahead only if there are firm orders in the pipeline from end customers. These
orders are usually awarded after going through a formal tender process. For orders which have not been confirmed
yet or are in the tendering stage in case of the Defence and Railway & Metro Businesses, the Production Plan
specifies that preparations have to be completed only upto the purchase order stage.

We enter into contracts primarily through a competitive bidding process. The Ministry of Defence, the Indian
Railways, Coal India and other clients typically advertise potential projects in leading national newspapers or on
their websites. Our tendering department regularly reviews newspapers and websites to identify projects that
could be of interest to us. We evaluate the bid opportunities and decide whether to pursue a particular project
based on various factors, including the client's reputation and financial strength, our current and projected
workload, the likelihood of additional work, the cost and profitability estimates and our competitive advantage
relative to other likely bidders. Once we have identified projects that meet our criteria, we submit an application to
the client according to the procedures set forth in the advertisement.

Mining and Construction

A notice inviting bids may either involve pre-qualification, or shortlisting of contractors, or a post-
qualification process. In a pre-qualification or shortlisting process, the client stipulates technical and financial
eligibility criteria to be met by the potential applicants. Pre-qualification applications generally require us to
submit details about our organizational set-up, financial parameters (such as turnover, net worth and profit
and loss history), employee information, plant and equipment owned, portfolio of executed and ongoing
projects and details in respect of litigations and arbitrations in which we are involved. In selecting contractors
for major projects, clients generally limit the issue of tender to contractors they have pre-qualified based on
several criteria, including experience, technical ability and performance, reputation for quality, safety record,
financial strength and size of previous contracts in similar projects, although the price competitiveness of the
bid is usually a selection criterion. Pre-qualification is key to our winning major projects because of our
historical credentials in executing such orders and we continue to develop our pre-qualification status by
executing a diverse range of projects and building our financial strength.
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Alternatively, the client may choose to invite bids through a post-qualification process wherein the contractor
is required to submit the financial bid along with the information mentioned above in two separate envelopes.
In such a situation, the client typically evaluates the technical bid or pre-qualification application initially and
then opens the financial bids only to those contractors who meet the stipulated criteria.

Defence

We are a Public Sector Undertaking (PSU) under the administrative control of the Ministry of Defence
(MoD). We are the nominated exclusive source for the supply of various defence equipments to the MoD. We
also compete globally for certain defence requirements which are procured through global tenders. The
procurement procedure calls for technical evaluation before the commercial bids are evaluated. The contracts
are awarded to the lowest bidder.

The bidders are required to provide guarantees against advances, performances and warranties. The contracts
also provide for liquidated damages in the event of delayed supplies. The defence supplies are subjected to
independent quality assurance procedures by various agencies such as Directorate General of Quality
Assurance (DGQA), Directorate General Aeronautical Quality Assurance (DGAQA) which are under the
MoD and Research Designs and Standards Organisation (RDSO) for supply of railway products such as
wagons and milrail coaches to the MoD.

Railways and Metro

The Railway Board normally places annual contracts for manufacture of coaches on the Integral Coach
Factory, Perambur, the Rail Coach Factory, Kapurthala (both of which are Railway Board production units)
and on us on nomination basis. In respect of EMU coaches also, the Railway Board, based on their
requirements and the load on their production units, places contract on us on nomination basis. However, in
cases where huge quantity requirements exist, tendering process is also resorted to.

The Railway Board floats a tender on behalf of the Ministry of Railways, Government of India for its
requirement of EMU coaches, wagons and other railway products. The tender inviting bids sets out pre-
qualification criteria. Such criteria, includes compliance with G-93 standards, which are technical parameters
laid down by RDSO for manufacturing facilities. Once bids are submitted, the Lowest Qualified Bidder (L1
bid) is identified and his price is taken as the benchmark. Fixation of price and allocation of quantities are
evaluated based on techno commercial evaluation by the tender committee of the Indian Railways. The award
and allocation of the tender is determined by both price as well as past performance. Generally, bulk of the
quantity of the tender is allocated amongst all the established manufacturing companies, at the lowest eligible
bidding price fixed above or a price negotiated by Indian Railways, on the basis of their past performance,
while the balance of the tender quantity is allotted to the three lowest bidders in a certain ratio.

The contracts awarded by Indian Railways provide for price variation clauses, which are generally linked to
the wholesale price index of iron and steel and labour. The contracts are time bound and provide for a
payment of liquidated damages, in the event delivery is delayed. We are required to submit our production
schedule to the Indian Railways, based on which, we normally receive an interest free advance in two
tranches. We are required to provide a bank guarantee against the full amount received in advance.

In addition to the contracts from Government Departments as indicated above, we also enter into contracts
with other private sector customers, who do not generally float tenders for their requirements. Orders are
based on inquiries and negotiations. The terms and conditions of purchase orders with private sector
customers vary based on various factors. We endeavour to obtain an advance of a sum equivalent to 10%-
30% of the basic value of equipment ordered from our customers. In some cases, we may have to provide
performance guarantees to the customers and also bank guarantees for the advance drawn from them. This
however varies from customer to customer and is based on our relationships with them.
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Raw Material and Components

Raw materials and components for all the three divisions are purchased based on the production plans given to the
Purchase Department. Our principal raw materials are steel plates, castings, forgings, bars, angles, etc. We also
source components like engines, transmissions, wheels, tyres, hydraulic hoses and tubes, sub-assemblies,
hardware components like nuts, bolts and washers, electrical items, etc.

Our major suppliers for steel plates, bars and angles are the Steel Authority of India Limited (SAIL), Lloyds,
Jindal Steel, Indian Seamless Metal Tubes Limited (ISMT), etc. In the case of SAIL, the supply contracts are
generally for a period of one year and are centralized contacts for the entire Company and are coordinated by the
Corporate Purchase Cell. These contracts are generally fixed price contracts, but they can be revised several times
during a year if the international price of steel sees sizeable fluctuations. Payments to SAIL are usually made in
advance, against the proforma invoice.

Almost 70% - 75% of our requirement of castings is sourced from our subsidiary, Vignyan Industries Ltd. The
rest of our castings as well as our forgings requirements are furnished by other players in the industry. The supply
contracts are normally three-year contracts with price variation clauses, and the general terms of payment are 60
or 30 days credit depending on the material component and its availability in the market.

Our Engine Division at the Mysore Complex caters to most of our engine requirements, but only engines upto 700
HP. Engines with more than 700 HP and small engines such as those for backhoe loaders and 7 ton excavators are
sourced from companies like Cummins, Kirloskar Oil Engines Limited (KOEL) and Ashok Leyland. Our
requirements for transmissions are primarily met by the Hydraulics and Power Division at our KGF Complex,
which is however constrained by capacity. Our remaining transmissions requirement is sourced from small scale
industries.

Radial tyres are imported while bias tyres are sourced from leading tyre manufacturing companies in India.
Tenders are usually floated for one-year supply contracts and the L1 bidder is chosen. The general terms of
payment for domestic suppliers are 100% payment against proforma invoice. Our requirements for petrol, oil and
lubricants are met from companies like Indian Oil Corporation, the terms of payment for which are 100% payment
against proforma invoice.

Other components are procured from an empanelled list of suppliers in India. Further, we also import a number of
components and completely knocked downs (CKD). One of our major foreign suppliers is Tatra Sipox UK
Limited, the terms of payment for which are 100% payment against letter of credit (L/C) at sight basis.

Production

The aggregate production program for the year is evolved considering the equipment projections through the
Production Plan and spares projection by Marketing Department. Production Department on receipt of Production
Plan releases work orders which form the basis for taking up production. Monthly Plans are released based on the
monthly inputs from the manufacturing divisions and will be reviewed for material inputs and taking necessary
action at the Division level.
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Our production processes with respect to our main products/ product lines are illustrated below:

Production Programme

Production Process Flow Chart for Mining and Construction Equipment
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Production Process Flow Chart for Heavy Duty Trucks for the Defence Sector
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Production Process Flow Chart for Railcoaches
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Sales and Marketing

A customer-oriented and market-savvy marketing approach has enabled us to garner a large part of the domestic
construction and mining equipment business. We have an extensive sales and marketing network across India,
consisting of 4 zonal offices, 10 regional offices, 15 district offices and 6 service centres, the operations of which
are coordinated by our Marketing Department at our corporate headquarters in Bangalore.
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Our nationwide marketing network fulfils our endearing commitment to customer satisfaction, by providing
complete and immediate access to the BEML bouquet of products and services. Our marketing efforts span the
entire gamut of activities that promote not only the equipment but also after-sales service for the life of the
equipment. We have full-fledged Service Centres, with qualified Service Engineers, located at Bilaspur
(Chattisgarh), Singrauli (Madhya Pradesh), Kolkata and Hyderabad, in addition to Mysore and KGF. We also
have Parts Depots at strategic locations and customer sites, all geared towards providing on-time product support,
equipment availability and trouble-shooting.

A wide area network comprising of leased lines, virtual private network and satellites has been established to

connect our headquarters to regional offices, district offices and depots to facilitate faster response to customer
needs relating to spare parts operations. We also provide intensive training to customer personnel in the operation
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and maintenance of equipment. To improve awareness of ourselves and our products among potential customers,
we participate in marketing fairs in India and abroad.

Our product support packages during their lifetime include annual maintenance contracts, service contracts and
maintenance and repair contracts. Our value-added services include application engineering services
encompassing pre- and post-sales, preparation of pre-feasibility reports, equipment selection studies, total fleet
optimization solutions and customisation of equipment. Recommendation-for-User-Profit (RUP) studies enable
customers to improve machine productivity and reduce operating costs.

In fiscal 2007, we have given a fillip to sales of our construction equipment by setting up a nationwide dealer
network. As on March 28, 2007, we have 15 dealers covering 22 States, the National Capital Region and 2 Union
Territories. The scope of the dealers include the sales, after-sales service, spare parts and accessories for
excavators, bulldozers, wheel loaders, graders and engines for gen-set applications. They also provide after-sales
of BEML engines which are fitted in our equipments. Our dealer contracts have a three-year tenure and are non-
exclusive and renewable. The dealers have defined territories and mutually agreed targets for equipment sales and
spare parts. All the enquiries received directly for the dealer scope products will be routed through the dealer. We
feel that this initiative will increase the reach and sale of our products to the non-institutional customer.

Exports

We have built up our reputation as a high-quality supplier in the global arena and our strength in handling large
scale trading and counter-trade have yielded results in enhancing our export activities. We are an export house
with ‘Star Exporter’ status and are currently present in 38 countries in Asia, Africa, Europe and Latin America.

We have increased our presence in the international market with supplies to Philippines, Yemen and Belarus in
fiscal 2007. During the same period, we have appointed new overseas representatives and set up overseas offices
in Shanghai and Singapore to aid in the procurement of high quality parts and engineering components at
competitive prices. These outfits will also double up as sales and service offices and parts depots as we increase
our international operations in the future.

Because of our consistent export performance, we have received many prestigious awards from organisations such
as the ‘Niryat Shree’ Gold Export Trophy from the Federation of Indian Export Organisations and Gold Export
Award from the Government of Karnataka. We have been aggressively promoting our brand image with
participation in major exhibitions like International Mining & Machinery Exhibition-04 in Kolkata, Asian
Aerospace & Defence - 2004, Singapore, Aero India - 05, Bangalore and Made in India Shows in Beijing,
Yangon, Johannesburg and Indonesia. This has enhanced our visibility and helped in creating new markets for our
products.

Our exports in fiscal 2006 stood at Rs. 6,149 lakh as compared to Rs. 5,856 lakh in fiscal 2005, registering a
growth of over 5%. Exports contributed 2.8% to the overall revenues in fiscal 2006 compared to 3.2% in fiscal
2005. We plan to further strengthen our global presence by setting up overseas offices and joint ventures in
diverse areas, and by executing turnkey projects in mining and allied fields. Based on past experience, current
business operations and market potential analysis, we have identified certain target countries viz. Brazil,
Philippines, Indonesia and Malaysia, where we plan to further step up our operations to increase our global
presence.

Competition

The mining and construction equipment business in India is highly competitive with several international and
domestic players, both large and small. The players in this industry include ourselves, Caterpillar, L& T-Komatsu,
Telcon and JCB India. The other players are Volvo, Terex Vectra, Liebherr, Ashok Leyland, Daewoo, Voltas, etc.
In the Defence business, we are the nodal production agency for Bhim T-6 project, Sarvatra Bridge system and

ground support vehicles for the Army. The Ministry of Defence normally issues tenders on single tender basis on
us for wagons. Competition is expected in the wagons business from the private sector.
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The Railway Board normally places annual contracts for manufacture of coaches and EMU coaches on the
Integral Coach Factory, Perambur, the Rail Coach Factory, Kapurthala (both of which are Railway Board
production units) and on us on nomination basis.The Railway Board issues tenders for EMU coaches only if the
quantity requirements are huge. The main competitor other than the Railway production units is Jessop and
Company Limited, Kolkata who is in the line of manufacture of EMU coaches.

The Railway Board also floats tenders for their requirements of wagons, for which apart from us, other
participants include Texmaco Limited, Titagarh Wagons Limited, BESCO Limited, Braithwaite and Co. Limited,
Jessop and Co. Limited, Modern Industries Limited, etc.

Presently, we believe that we are the only indigenous Metro coach manufacturers in India and we have supplied
188 Metro coaches to DMRC till date for their Phase-I project. The major global players competing for the Metro
coach orders in DMRC Phase-III as well as other Metro projects across the country include Bombardier (Canada),
Alstom (France), Siemens (Germany), CAF (Spain) and Kawasaki (Japan).

Infrastructure Facilities

Electricity

Our Bangalore Complex is connected to a 3,500 KVA/ 11 KV high tension power line by BESCOM (Bangalore
Electricity Supply Company Ltd.), which is sufficient for our current requirements. The Complex is also equipped
with 7 diesel generators (5 units of 500 KVA each and 2 units of 380 KVA each), to provide backup power
facilities in the event of breakdowns and power grid failures.

Our KGF Complex is connected to a 6,500 KVA/ 66 KV high tension power line by BESCOM, which is
sufficient for our current requirements. The Complex is also equipped with 12 diesel generators with an output
capacity of 13,850 KVA to provide backup power facilities in the event of breakdowns and power grid failures.

Our Mysore Complex is connected to a 66 KV high tension power line by the Chamundeshwari Electricity Supply
Company Ltd., which is sufficient for our current requirements. The Complex is also equipped with 5 diesel
generators (3 units of 380 KVA each, 1 unit of 500 KVA and 1 unit of 540 KVA), to provide backup power
facilities in the event of breakdowns and power grid failures.

Our Corporate Office is connected to a 500 KVA/ 11 KV high tension power line by BESCOM, which is
sufficient for our current requirements. The Corporate Office is also equipped with 2 diesel generators (one unit of
110 KVA and one unit of 380 KVA), to provide backup power facilities in the event of breakdowns and power
grid failures.

Water

Our Bangalore Complex water requirement is sufficiently met by BWSSB (Bangalore Water Supply and
Sewerage Board). Water requirement of the KGF Complex is met by 32 bore wells owned by our Company and
also by Karnataka Urban Water Supply and Drainage Board (KUWS & DB). The Mysore Complex water
requirement is met by bore wells and drinking water is provided by getting water from outside by tankers. Our
Corporate Office water requirement is met by BWSSB.

Research and Development (R&D)

The R&D Centre of our Company was established in the KGF Complex in 1987. The labs were set up with United
Nations Development Programme (UNDP) assistance and are recognized by the Department of Science and
Technology. The R&D Centre has joined hands with several user organisations like Directorate General Border
Roads (DGBR), Defence Research and Development Organisation (DRDO), Department of Science and
Technology (DST) and Railway Board for development of new products. Our Company has achieved an average
indigenization level of about 85% on its range of products. As many as 30 value added products have been
developed indigenously.
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The R&D lab facilities include CAD centre, power line laboratory, structural engineering laboratory, fluid power
laboratory, material science laboratory, electronics and instrumentation laboratory and prototype shops. The R&D
Centre has over 200 experienced R&D and design engineers, who specialize in fields of mechanical design and
analysis, power line technology, structural engineering, fluid power, material science, electronics and
mechatronics. Inducting trained personnel and exposing the existing R&D manpower to continuing education in
India and abroad to imbibe latest technology, is an ongoing process at our Company.

One of the milestones in the history of our R&D is the accreditation by the National Accreditation Board for
Testing and Calibration Laboratories (NABL), which was issued in March, 2005 and is valid for a period of three
years. Due to NABL accreditation, we were certified as an agency for testing and certifying flow meters, pressure
gauges and pressure transducers.

The major activities of the R&D Centre include:

Design and development of new products

Development of various aggregates for Dozers, Dumpers, Excavators & other Defence and Railway Products
Technology absorption and indigenisation

Company standardisation activities

el e

The Electronics Group of R&D has developed a new mechatronic product called the Unified Electronic Controller
(UEC) for Dumper application. This electronics module based on the latest microelectronics technology has been
jointly designed with Electronic Research & Development Centre (ER&DC). Owing to its innovative design and
unique features, a patent for the Unified Electronic Controller has been granted to our Company and ER&DC in
March 2006. This is the first patent obtained by our Company.

We are also developing a Centre of Excellence (CoE) for Research in Metro Rail Systems in Bangalore. This
Centre of Excellence will keep pace with global technology trends in metro rail transportation, carry out extensive
R&D and work on all aspects from designs to prototypes to the end products.

Compliance with Environmental and other Regulations applicable to our business

We are in compliance with all existing environmental and other regulations applicable to our business, other than
such non-compliance that would not result in a material adverse effect to our business, financial condition and
result of operations.

Insurance

Our operations are subject to hazards and risks inherent in the use of chemicals and other hazardous materials in
the course of our production processes, such as explosions, fires and other environmental risks, mechanical failure
of equipment at our facilities and natural disasters. In addition, many of these operating and other risks may cause
personal injury and loss of life, severe damage to or destruction of our properties and the properties of others and
environmental pollution, and may result in suspension of operations and the imposition of civil or criminal
penalties.

We may also be subject to claims resulting from defects arising from our manufactured products provided by us
within the warranty periods extended by us However, we do not maintain any insurance policies to cover such
warranty claims.

We obtain specialized insurance for manufacturing risks and third party liabilities. We generally maintain

insurance covering our assets and operations at levels that we believe to be appropriate for our business at
reinstatement values.
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Employees

We believe that we have adequately trained, motivated and satisfied employee base. However, considering our
growth plans, we would need to considerably expand our employee base as well as skill sets. We are committed to
the development of the expertise and know-how of our employees.

As of December 31, 2006, we had 11,724 full-time employees in India, including 341 at our Corporate
Headquarters at Bangalore, 3,107 at our manufacturing facility in Bangalore, 5,121 at our facility in Kolar Gold
Fields, 1,717 at our facility in Mysore and 1,438 in our Marketing Division, which includes all our marketing
personnel at Corporate Headquarters, outstation offices and production divisions.

While we consider our current labour relations at all our facilities to be good, there can be no assurance that we
will not experience future disruptions to our operations due to disputes or other problems with our work force,
which may adversely affect our business and results of operations.

Human Resources Development

Motivation, training and welfare are accorded top priority in developing human resources. Investment in
manufacturing facilities has been accompanied by development of safe working practices and in enhancing
individual productivity. Facilities for housing, healthcare, canteen, education and sports have been provided to
increase motivation and performance. We recently launched an innovative employee welfare scheme ‘BEML
Employees / Officers' Life Insurance Scheme’ with 90% premium borne by the management.

Employees are trained in multi-skills to upgrade their potential and achieve targets. We regularly send our
employees for various training programs within the country and abroad. Focus is placed on continuously
upgrading technical/ professional skills of the employees and bringing about attitudinal changes in developing
good work culture in the various areas of supply chain management. Retraining and redeployment form part of the
ongoing curriculum.

Corporate Social Responsibility

We provide social benefits to our employees. At our manufacturing plants, we have developed housing colonies
with recreation facilities. We provide free medical assistance, subsidised food, electricity and safe drinking water
to all our employees. Our Company also extends a helping hand to community development, environment
preservation, social forestry, primary education, medical care and extension activities to improve the quality of
life for people in the peripheral villages around our units.

With the participation of our employees and officers, we contributed a sum of Rs. 50 lakhs to Prime Minister’s
Relief Fund, Rs. 10 lakhs to Tamil Nadu Chief Minister's Relief Fund and Rs. 5 lakhs to Karnataka Chief
Minister's Relief Fund to rehabilitate Tsunami victims.

Quality

We are committed to Total Quality Management and have undertaken various initiatives towards enhancing
product and service quality. The quality systems of all our manufacturing divisions have been upgraded to ISO
9001-2000 certification. To meet our Company-wide stringent standards and performance criteria, an exclusive
Quality Division spearheads our efforts to attain total quality. We plan to launch Six Sigma Programme and
complete SAP implementation at a company-wide level in fiscal year 2008.

We undertake periodic assessment of vendors, and their continuous development is a key component in our
Company’s strategy to achieve total quality. In order to ensure optimum performance of equipment each product
is tested in working conditions in our Company's own tracks and fields. Our cross functional teams have visited
major customer sites to carry out a structured quality function deployment exercise which has provided useful
feedback for incorporating specific features in our products. Small group activities in the form of quality circles
and Kaizen teams have been useful in getting participation from the grass root level.
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Awards

We have received many awards over the past two decades, which is a reflection of our commitment to our
business and the excellence we have achieved. Our major awards are listed below:

1986: National Award for Import Substitution from the Ministry of Science and Technology
1988: National Export Promotion Award from the Ministry of Commerce
1990: Corporate Excellence Award for outstanding performance from Department of Public Enterprises
1997: Best Employer of the Physically Handicapped Award from the Ministry of Welfare

2000-01: “Niryat Shree” Gold Export Trophy from Federation of Indian Export Organisations

2001: Golden Export House Recognition “Star Exporter” status for outstanding contribution to exports
2004-05: Gold Export Award from the Government of Karnataka
2005: Construction World — NICMAR Award for First amongst fastest growing construction equipment

2007: “Golden Peacock Award” for innovative management

companies in India

Besides the ones mentioned above, we have been consistently bagging National Safety Awards/ Productivity
Awards and Exports Awards from Government of Karnataka as well as Engineering Export Promotion Council.

Our Property

Freehold Property held by our Company

Sr. Description of Nature of Interest Purpose Consideration
No. Property/ Area

1.| Survey No. 23, Mission | Sale Deed dated July | Registered/Corporate | Rs. 1,88,73,270/-
Road, Municipal | 30, 1986 between M/s | Office
Division No. 73 earlier | K.H.Shama Rao &
forming part of Survey | Sons a partnership firm
No. 47, 48/1 and 48/2 of | (the “Vendors”) and
Sampigchalli, Bangalore, | our Company (the
North Taluka. “Purchaser”).

Area: 10257.48 sq.mts.

2.l Land and  building | Deed of Indenture | Transfer of | Transfer of Railcoach
situated at, | dated February 19, | Railcoach Division | Division of HAL under the
K.G.Byrasandra and | 1966 between the | of HAL to BEML | direction of the Central
K.G.Thippasandra President of India of | upon the decision of | Government.
villages, Bangalore South | the First part, | the Central
Taluk, Bangalore | Hindustan Aeronautics | Government, along
District. Limited (HAL) of the | with all movable and

Second part and our | immovable property
Area: 71.04 acres Company (BEML) of | of HAL. Total cost
the Third part. of all land and
building estimated at
Rs. 1,09,20,948/-.
Bangalore Complex

3.| Plot No. 33 and 34 of | Possession Certificate | Mysore Complex Certificate issued by The
Koorgalli Industrial | for possession of the Karnataka Industrial Areas
Area, Yelwala, Mysore. described land dated Development Board

April 26, 1988.
Area: 144 acres
4. Kolar Gold Field at | Proceedings of the | To carry out mining | Allotted by the
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Sr.
No.

Description of
Property/ Area

Nature of Interest

Purpose

Consideration

Kolar District

Area: 1641.50 acres

Government to Mysore
dated December 4,
1964 for transferring
the plot of land at
Kolar District to our
Company free of cost.

activities Kolar Gold | Government of India.

Field

Land at Kolar Gold
Field.

Area: 208 acres

Proceedings of the
Government to Mysore
dated December 27,
1965 for transferring
the plot of land at
Kolar  District in
addition to  land
already allotted to our
Company measuring
1641.50 acres free of
cost.

To carry
manufacturing

Crawler Tractors at

Kolar Gold Field.

out | Allotted by the
of | Government of India.

Plot No. 101 in Block
‘E’, Greater Kailash,
Part-1, New Delhi.

Area: 352.50 sq. yards

Sale Deed dated March
31, 2006 between the
Administrator of Unit
Trust of India
(Vendor) and our
Company.

The Sale Deed has
been duly signed and
Registered.

Company Guest | 2,65,00,000/-

House

Plot No. 107 M.G in
T.S.No. 92 And 93 Block
No. 13, Waltair Ward,
Vishakapatnam

Sale deed dated June
30, 1981 Dbetween
Urban  Development
Authority,
Vishakhapatnam
(“Vendor”) and Shri.
Tata Sitarammurly
(“Purchaser”).

Service Set-up

Consideration of Rs.
8,789/-

Land and  Building
situated at Street No. 25,
Himayatnagar,
Hyderabad, bearing
Municipal No. 3-6-114.

Area: 3478 sq. yards

Sale Deed dated May
10, 1977 between Smt.
Samanthakamani (‘the
Vendor’) and our
Company (“the
Purchaser”)

Regional Office

Rs. 4,00,000/-

Our Company has entered into an Agreement for Sale, the details are stated below:

Sr. Description of Nature of Purpose Terms of the Agreement
Property Interest
Plot No. D-13, B-26, | Agreement for | Service Certain conditions our
B-24, B-14 and B-23 | Sale dated July 5, | station/showroom of | Company has to comply by as
situated at Village | 2006 executed | Earth Moving | per the Agreement:
Moula-Ali, District | between  Andhra | Equipment.
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Ranga Reddy.

Area: 11768 sq. mts.

Pradesh Industrial
Infrastructure
Corporation
Limited and our
Company.

1. To pay an amount of Rs.
3,23,62,000/- at the rate of
Rs. 2,750 per sq.mts before
getting the possession of the
said land.

2.0ur Company shall not
request for execution of the
Sale Deed unless we have
completed civil works and
erection of most part of the
implementation of the plant
and machinery.

3.Shall not put up any
structure or building other
than the factory building
without prior permission of
the Seller.

4.To implement the project
within 2 years of acquiring
the land.

5.Upon  default by our
Company to comply with the
conditions laid down in this
Agreement, the Agreement

for Sale shall stand
dissolved.
Leasehold Property held by our Company
Sr. Description of Nature of Interest Purpose Term Lease Rentals
No. Property/ Area
1. | Vacant Plot situated at | Lease Agreement dated | Business 10 years i.e. | Rs. 13000/- per
Mouza Khutala, November 1, 2000 | Activities from the | month
Padoli, Chandrapur, executed between date of
Shri.Sudhkar Ramchandra agreement

Area 13,759.35
Sq.fts.(1278.75 Sq.Mtrs)

Mamidwar (HUF),
Mr.Dattatray Ramchandra
Mamidwar (HUF),
Mr.Prakash Ramchandra
Mamidwar (HUF), Mrs.

Neeta Chandrashekhar
Mamidwar Karta of Late
Mr. Chandrashekhar
Ramchandra Mamidwar
(HUF), Mr.Kishor
Ramchandra Mamidwar
(HUF),  Mrs. Seema

Ramesh Mamidwar wife
of Ramesh Ramchandra
Mamidwar (the “Lessor”)
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Sr. Description of Nature of Interest Purpose Term Lease Rentals
No. Property/ Area

and our Company (the

“Lessee”)

2. | Plan No. LM 3629D at | Lease Agreement dated | Manufacture | 30 years i.e | Rs. 7747.82 per

Taratala Road November 16, 1983 | of heavy | from from | month, with an
executed between the | earth moving | the date of | increase of 10%
Area: 4997.62 sq. mts. Board of Trustees of the | equipments agreement for every 10
Port of Calcutta (the years.
“Lessor™) and our
Company (the “Lessee”).

3. | Premises No.5-A,Lord | Lease Agreement dated | Office 3 years i.e | Rs. 2,400/- per

Sinha Road, Kolkata —16 | March 1, 1973 between | premises from the | month
executors of the estate of date of

2880 Sq.ft. Smt.Bhagirathi Devi agreement
Jhunjhuwala (deceased),
(the “Lessor”) and our
Company (the “Lessee”)

4. | Premises at 77 Circular | Lease Agreement dated | Business 5 years from | Rs. 8,200/- per
road , Ranchi November 16, 1983 | activities from the | month

between S.K.Agrawal (the date of
4100 Sq.ft. “Lessor™) and our agreement
Company (the “Lessee”)

5. | Premises at  Radha | Lease Deed dated April 1, | District 3 years from | Rs. 25,000/-
Bhavan, R.O. Baruah | 2007 between Smt. | Office April 1, | payable as rent
road, Seuji Ali Path, | Saraswati Devi (the 2007 per month, and
Guwahati “Lessor™) and our hike of 12% of

Company (the “Lessee”™) the rent upon
Area 4500 Sq. ft. extention of the
said lease,
mutually
agreed by the
parties.

6. | Premises at  Bhom | Lease Agreement dated | Office A period of | Rs 16,000/-
villa,1-Kumbha  marg, | September 9, 1997 | premises 5 years from | payable in the
sukhadia circle Udaipur between L.S.Metha the date of | form of

(“Lessor”) and our agreement. monthly rentals
Area 2280 Sq. ft Company (“Lessee”). The  lease | with an increse
agreement by 20% during
has  been | 4™ and 5™ year
extended for
a further
period of 2
years w.e.f.
October 1,
2005

7. | Premises building | Lease Agreement dated | Regional A period 5 | Rs.35,000 /-
adjacent to NH-6, | December 18, 2002 | Office,Transit | years from | payable in the
(Opposite to Gurudwara | between Shri. Jyoti | House the date of | form of
& Guru Nanak Market | Prakash (“Lessor”) and | ,regional agreement monthly rentals
Complex), our Company (“Lessee”). | Manager's for first 12
Panchagachhia Chowk, residence months with an
Baraipali Sambalpur) increase of Rs.
Orissa 2000/-per
Area : 8000 Sq. Ft. ,open month  every
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Sr.
No.

Description of
Property/ Area

Nature of Interest

Purpose

Term

Lease Rentals

space 10000 Sq.ft.

year and six
months rent as
interest free
advance .Which
will refundable
at  time of
expiry of lease
period

Premises at Kamal Kunj,
Kusuma P.O.
K.G.Asharam, Dhanbad

Area 50000 Sq.ft.

Lease Agreement dated
February 23, 1999,
between Shri. Ram Kumar
Agarwal (“Lessor”) and
our Company (“Lessee”).

Regional
Office

The Lease
Deed was
initially for a
period of 5
years from
the date of
the said
agreement,
which  was
subsequently
renewed for
further
periods and
presently the
lease  deed
has been
renewed for
a period of
five  years
commencing
from April
1, 2004 till
March 31,
2009.

Rs.  45,000/-
per month

Pemises at
62-C,D/C,
Gandhi-Nagar, Jammu

Lease Agreement dated
October 1, 2002 with Smt.
Sushila Sharama and our
Company

house
office

Rest
cum

purpose

3 years from
the date of
agreement.
The lease
agreement
has been
renewed for
a further
period of 3
years w.e.f
April 1,
2007

rent
Rs.

Monthly
payable
26,500/-

10.

Premises at
D.No 8-45-11,
4™ gtreet,
Vidyanagar
China
Waltair, Visakhapatnam-
530020

Area: 1950 sq. ft.

Colony,

Lease Agreement dated
December 9, 2006
between Smt. Shakuntala
Tata (“Lessor”) and our
Company (“Lessee”).

District office

11  months
from the
date of the
agreement

and shall be
extended at
the option of
the Lessee

Monthly  rent
payable is Rs.
3500/-

1.

Premises at Flat no. FF,
21" floor, Malligai

Lease Agreement dated
December 1, 2006

Office
Premises

2 years
from the

Monthly  rent
payable is Rs.
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Sr. Description of Nature of Interest Purpose Term Lease Rentals

No. Property/ Area
Apartments, 19A | between Mrs. Synthia date of the | 7.700/- and
Krishnapuram  colony, | Mary Mathew (“Lessor”) agreement Rs.40,000/-
Madurai-14. and our Company refundable s

(“Lessee™). advance to the
owner. from
tenant

12. | Premises at SR.MIG- | Lease Agreement dated | Office 11  months | Monthly rent
3,Nehru Nagar, Bilaspur | December L, 1998 | Premises from the | payable is Rs.

between Dr.S.R.Agrawal date of the | 1500/- and the

(“Lessor”) and our agreement lessee shall

Company (“Lessee”). deposit a sum
of Rs. 4500 as
security depoit
with lessor
adjustable
against the last
month of rent

13. | Premises at 266/1 Dilbag | Lease Agreement dated | Office 3 years | Monthly  rent
Villa, Darshan Society | October 1, 2005 between | Premises from the | payable is Rs.
road, Navarangpura, Shri Dilbagsingh date of the | 9,900/-
Ahmedabad. Jainsingh (“Lessor”) and agreement

our Company (“Lessee”)..

14. | Premises No.l,Errabalu | Lease Agreement dated | District office | Initially was | Monthly  rent
Chetty Street, Chennai-1 | December 9, 2006 for a period | payable is Rs.
1670 Sq.ft. between Smt.Shakuntala of 3 years | 15,500/-

Tata (“Lessor”) and our which  was

Company (“Lessee”). later
renewed for
further years
and the said
lease  deed
was valid for
3 years
commencing
from April
1, 2002

15. | Premises No.6-318 F,Sai | Lease Agreement dated | Service 24  months | Monthly  rent
Baba Nagar, Kurnool | June 10, 2005 between | Activity from the | payable is Rs.
Road, Ongole ,A.P. Mr.V.Ch.Subha Rao | Center date of the | 8000/-

(“Lessor”) and our agreement a
Company (“Lessee”)..

16. | Premises Lease Agreement dated | Service 12 months | Monthly  rent
No.243Mpl.Asst.No.256, | October 30, 2006 between | Activity from the | payable is Rs.
Ward-16,Basaveswara Mr.C.M. Santhaveeraiah | Center date of the | 3850/- and
Badavane, (“Lessor”) and our agreement advance of Rs.
Hospet(Karnataka) Company (“Lessee”). 25000/-

,refundable to
tenant

17. | Survey No. 14 of | Lease Deed dated April | Residence of | The lease | Rs. 4000/- per
Maulinguem Village | 10, 1995 between Sesa | staff and also | deed  was | month
(South),Bicholim Taluka, | Goa Limited (the | for the | initially for a
Goa ‘Lessor’) and our | purpose  of | period of 11

Company (the ‘Lessee’) parking, months
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Sr. Description of Nature of Interest Purpose Term Lease Rentals
No. Property/ Area
Area: 4656 sq.mts loading and | which was
unloading of | subsequently
Mining renewed. On
Machinery. October 1,
2004 the
said  deed
was renewed
for a period
of 5 years
commencing
from On
October 1,
2004
18. | Location 1: Land at | Lease Deed dated May 5, | Expansion of | 10 years One time
Nundydroog Mine, near | 2004 between M/s Bharat | business, payment of Rs.
BEML factory at Kolar | Gold Mines Limited | establishing 1,00,00,000/- as
Gold Field (KGF). (‘Lessor’) and our | new non-refundable
Company (‘Lessee’) businesses advance/deposit
Area: 561 acres and towards lease
The Lease Deed is duly | conducting amount/rent for
Location 2: Land at | stamped. activities of the property.
Nundydroog Mine, near its Joint
Golconda Shaft, KGF. Ventures
Area: 462 acres
Location 3:
Building/Land including
Central Workshops of the
Lessor at Oorgaum,
KGF.
Area: 32 acres
Location 4:
Building/Land including
Nundydroog Workshops,
Stores, Central Assy
Complex of the Lessor at
Oorgaum, KGF.
Area: 22 acres
Location 5: Land at
Nundydroog Mine, near
BEML at KGF
Area: 32 acres
Total area of 1109 acres
19. | Plot No. 308 and 309 | Lease Deed dated August | Service Period of 30 | Rs. 86,031 per
situated at  Village | 24, 1993 between | Centre and | years from | year at Rs. 0.50
Jhingurdah in Singrauli | Northern Coal Fields (the | Office August 10, | per sq. ft
Tehsil, District Sidhi “Lessor”) and our 1986 which is
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Sr.

No.

Description of
Property/ Area

Nature of Interest

Purpose

Term

Lease Rentals

Area: 1,72,062  sq.ft.
(1600 hectares)

Company (the “Lessee”™)

payable in
advance yearly
ending
December.

The Lessee
shall pay an
amount of Rs.

21,507.75

(three  months
rent) as
Security
Deposit

Certain Lease Deeds specified in the above table have expired. Our Company still continues to occupy those said
premises/ plot of lands and the renewal of the lease deeds are in the process of finalization.
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REGULATIONS AND POLICIES

Environment Regulation

There are three major statutes in India, which seek to regulate and protect the environment against pollution
related activities in India, namely the Water (Prevention and Control of Pollution) Act 1974 (“Water
Pollution Act”), the Air (Prevention and Control of Pollution) Act, 1981 (“Air Pollution Act”) and the
Environment Protection Act, 1986 (“Environment Act”) are also applicable to hydro projects. Air
Pollution Act was enacted to prevent, control and abate air pollution. The Central and State Boards
constituted under the Water Pollution has been assigned to perform the functions under the Air Pollution
Act as well. This Act, inter alia, stipulates that no person shall, without the previous consent of the State
Board, establish or operate any industrial plant in an air pollution control area.

The Environment Act has been enacted to protect and improve the environment. This Act empowers the
Central Government to make rules for various purposes including prescribing the standards of quality of
air, water or soil for various areas and purposes; and prescribing the maximum allowable limits of
concentration of various environmental pollutants for different areas.

Forest (Conservation) Act, 1980 has been enacted for conservation of forests, and inter alia, stipulates that
no State Government shall make, except with the approval of the Central Government, any order directing
that any forest land may be assigned by way of lease or otherwise to any private person or corporation not
owned or controlled by the Government. Section 80 IA of the Income Tax Act, 1961 inter alia provides that
while computing the total income of an undertaking set up for generation of power, 100% deduction of the
profit and gains is allowed. This deduction is allowed during any 10 consecutive years in a block of first 15
years.

In India the issue of management, storage and disposal of hazardous waste is regulated by the Hazardous
Waste Management Rules, 1989 made under the Environment Protection Act. Under these rules, the
Prevention and Control of Pollution Boards are empowered to grant authorization for collection, treatment,
storage and disposal of hazardous waste, either to the occupier or the operator of the facility.

The Ministry of Environment and Forests looks into Environment Impact Assessment (EIA). The Ministry
receives proposals for expansion, modernization and setting up of projects and the impact, which such
projects would have on the environment, is assessed by the Ministry before granting clearances for the
proposed projects.

Restrictions On Foreign Ownership Of Indian Securities

Foreign investment in shares and convertible debentures of an Indian company is regulated through the
foreign direct investment policy of the Gol (“FDI Policy”) and by the Reserve Bank of India (“RBI”) as per
the provisions of the Foreign Exchange Management Act, 1999 (“FEMA”) and rules, regulations and
guidelines thereunder, including the Foreign Exchange Management (Transfer or Issue of Security by
Person Resident Outside India), 2000, being Notification No. FEMA 20/2000-RB dated May 3, 2000 (as
amended) (“FEMA Regulations”), read with the Master Circular issued by the Reserve Bank of India
bearing Master Circular No. /02/2006-07 dated July 1, 2006 (“Master Circular”). While the FDI Policy
lays down the limits and the conditions subject to which foreign investment can be made in different
sectors of the Indian economy, FEMA, along with rules, regulations and guidelines there under, including
throught the FEMA Regulations and the Master Circular, regulates the precise manner in which such
investment may be made. Under the FDI Policy, unless specifically restricted, foreign direct investment is
freely permitted in all sectors of Indian economy and without any prior approvals, but persons resident
outside India are required to follow prescribed procedures for making such investment. In the event an
approval of the Gol is required, the same may be obtained through the Foreign Investment Promotion
Board (“FIPB”). In terms of the aforesaid FEMA Regulations read with the Master Circular, the automatic
route of RBI for persons resident outside India is not available for certain industries, one of which is
“Defence and Strategic Industries”. The business being carried on by our Company falls under the head of
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“Defence and Strategic Industries”, and therefore, investments by persons resident outside India in the
Issue would require the prior approval of the FIPB. Therefore, our Company, being person resident in
India, requires approval from the FIPB for allotment of Equity Shares to Non- Resident Indians, FII’s
registered with SEBI, Foreign Venture Capital Funds registered with SEBI and other permitted
persons/entities, if any, resident outside India other than erstwhile Overseas Corporate Bodies, pursuant to
the Issue.

Pursuant to our letter dated March 31, 2007, we have applied to the FIPB to permit our Company to issue
and allot Equity Shares to Non Resident Indians, FII’s registered with SEBI, Foreign Venture Capital
Funds and Foreign Venture Capital Investors registered with SEBI and other permitted persons/entities, if
any, resident outside India other than erstwhile Overseas Corporate Bodies, pursuant to the Issue, as per
SEBI Guidelines who are allowed to invest as per the SEBI Guidelines as applicable to the Issue, subject to
limits as specified in the SEBI Guidelines. Our Company has further undertaken in the application to FIPB
that the maximum post-Issue shareholding of persons resident outside India would be limited to 83,28,900
Equity Shares, being 20% of our post-Issue paid-up equity share capital, and basis of allotment in the Issue
would be finalised accordingly and allotment of Equity Shares would be made accordingly. The calculation
as to post Issue paid up capital is based on the assumption that 49,00,000 Equity Shares are issued under
the Issue. The FIPB has approved the same vide letter dated May 31, 2007(the “FIPB Approval Letter”).
The details of the same are as follows:

(1) Letter reference: Letter No. FC.I1.:110(2007)/94(2007) dated May 31, 2007 issued by
FIPB Unit, Department of Company Affairs, Ministry of Finance, Government of India
dated May 31, 2007;

(i1) Nature of investor(s) approved:“NRI’s, FII’s, FVCF’s and FVCI’s registered with SEBI
and other permitted persons/entities;

(iii) Quantum of investment(s) approved*: Cannot exceed 20% of the post-Issue paid up
equity share capital of the Company.;

(iv) Other salient points: Amount of consideration for the aforesaid investment(s) should be
paid out of the inward remittance of foreign exchange through normal banking channels.

*- This also includes the current holding of persons resident outside India in the Company, and Equity
Shares, if any, allotted in the Issue

Government Company

Our Company is a “government company” in terms of Section 617 of the Companies Act, since more than
51% of our paid-up share capital is held by the Central Government. Even after the Issue, Government
holding is expected to continue beyond 51%, and therefore our Company is expected to be a “government
company” even after the Issue. Section 620 of the Companies Act empowers the Central Government to
modify the applicability of the Companies Act in relation to Government companies by notification, by
specifying that one or more provisions of that Act will not apply to government companies, or will apply to
government companies subject to exceptions, modifications and adaptations as may be specified in the
notification. The Central Government, in exercise of its powers under Section 620, has issued several
notifications from time to time, either exempting government companies from certain provisions of the
Companies, or modifying their applicability to government companies.

The above information is given for the benefit of the bidders and neither our Company nor the BRLM are
liable for any modifications that may happen after the date of this Red Herring Prospectus.
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HISTORY AND OTHER CORPORATE MATTERS

Our Company was incorporated by Government of India as a public sector undertaking under the Administrative
control of Ministry of Defence, Department of Defence Production and Supplies. We were incorporated as a
private limited company vide our certificate of incorporation bearing number 1530 dated May 11, 1964 under the
Companies Act by the name ‘Bharat Earth Movers Limited’. On the formation of our Company, the rail coach of
Hindustan Aeronautics Limited was transferred to us with land, building, plant and machinery, manpower and
other infrastructure facilities as a going concern for a total consideration of approximately Rs. 6 crores, which was
met by issue of shares for consideration other than cash.

In the year 1992, the Gol decided to dis-invest our Equity Shares and accordingly by a resolution passed at the
EGM held on February 21, 1992, we were converted into a public limited company through filing a statement in
lieu of prospectus with the RoC. We are a multi-technology company offering high quality products for diverse
sectors of economy such as coal, mining, steel, limestone, power, irrigation, construction, road building, defence
and railways. In the past four decades, we have come to the forefront of heavy engineering industry and have
marked a significant presence in earthmoving industry.

Since our incorporation, we have changed our registered office once. At the time of formation of our Company,
our registered office was situated at United Building, J. C. Road, Bangalore - 560002. Subsequently, we changed
our registered office to the current Registered Office, which is at BEML Soudha, No. 23/1, 4™ Main Road,
Sampangiramanagar, Bangalore — 560 027.

We have our manufacturing units at Kolar Gold Fields Complex, Bangalore Complex and Mysore Complex. At
our KGF Unit we are manufacturing heavy earth moving equipments like bulldozers, hydraulic excavators,
mining shovels, backhoe loaders, walking draglines, loaders, etc. At our Bangalore Unit, we are manufacturing
railway rolling stock, metro coaches, defence equipments and aggregates. At our Mysore unit, we are
manufacturing dumpers, motor graders, engines of different sizes and capacities and also defence equipments. For
details with respect to area of land and location, please refer to the section of “Property Details” of section on
“Our Business” on page 54 of this Red Herring Prospectus.

Our Subsidiary
We have one subsidiary, namely Vignyan Industries Limited, which is engaged in supply of different types of
castings to diverse clientele. For further details with respect to the subsidiary, please refer section tited “Our

Promoter, Subsidiary and Group Companies” on page 109 of this Red Herring Prospectus.

Major Events:

YEAR EVENT

1964 e Incorporation of our company as a private limited company with the registered office at
Bangalore. Simultaneously, we took over as a going concern the rail coach division of
Hindustan Aeronautics Limited in Bangalore

1968 e  Establishment of the heavy earthmoving equipment division at Kolar Gold Fields.

1979 e Collaboration agreement entered into by us with Komatsu Limited, Japan for technical
know-how in the manufacture of a wide range of earthmoving equipments such as
bulldozers

1985 e Dump truck division established at Mysore

1986 e Received National Import Substitution Award from Ministry of Science Technology,
Gol

1987 e An exclusive hydraulics and powerline division and a full fledged research and

development center set up at Kolar Gold Field
e  Purchase of Mysore complex unit
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1990

Received Corporate Excellence Award for outstanding performance from department of
public enterprises, Gol
Asia’s largest 170 ton electric dump truck assembled and launched

1991

Engine division set up at Mysore for manufacturing heavy-duty diesel engines

1992

Conversion of our Company into a public limited company

Sub-division of our Equity Shares of face value of Rs. 1000/- each to Equity Shares of
Rs. 10/- each

Recognition as an Export House with Star Exporter status

1994

Public Issue of 60,00,000 12.50% secured redeemable partly convertible debentures of
Rs. 195/- each for cash at par aggregating to Rs. 117 crores offered to public

Listing of the Equity Shares at the Stock Exchanges at Bangalore, Mumbai, Kolkata,
Delhi and Chennai

Mammoth equipment ‘walking dragline’ launched

1995

Rights issue of 10,00,000 12.50% secured redeemable partly convertible debentures of
Rs. 180/- each.

Crosses Rs. 1,00,000 lakh mark in sales turnover

Received ISO 9000 certification

1996

Major counter trade agreement with Syria executed against import of rock phosphate

1997

Recipient of award for Best Employer of the Physically handicapped from Ministry of
Welfare, Gol

1998

Bags orders against World Bank tenders valued at Rs. 70,000 lakh for equipment supply
to CIL projects

1999

Integrated hi-tech applications program implemented in divisions covering
manufacturing, operations and communications

2001

Awarded the Best Exporter by the Department of Industry & Commerce, GoK

2002

Awarded the Best Exporter by the Department of Industry & Commerce, GoK
Regional award for highest exports awarded by Engineering Export Promotion Council,
Southern Region

2003

Manufacture and supply of hi-tech stainless steel metro coaches to DMRC

The Equipment division of Mysore unit was awarded the National Safety Award under
the Scheme I and 11

Awarded the Best Exporter by the Department of Industry & Commerce, GoK
Certificate of Excellence obtained from Engineering Export Promotion Council,
Southern Region

2004

7 T Class Excavator — BE71 and Backhoe loader — BL 9H were formally launched.

Four cylinder indigenous engine B4D105 has been introduced as an earth moving
equipment

Awarded the Best Exporter by the Department of Industry & Commerce, GoK.

Our Company’s Equity Shares got voluntarily delisted from DSE and MSE, and
application made for voluntary delisting of our Equity Shares to CSE.

2007

The credit rating of our Company has been done by ICRA Limited and it has assigned
“IrAAA” (pronounced as Issuer Rating Triple A) to our Company. This rating indicates
the highest credit quality rating assigned by ICRA Limited, which means our Company
carries the lowest credit risk.

Formation of Joint Venture Company in the name and style of BEML Midwest Limited
on April 18, 2007 under the registration no. U13204AP2007PLC053653/2007-2008 with
Midwest Granite Private Limited.

Our Corporate Structure

We have only one subsidiary company, namely Vignyan Industries Limited.
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We have formed a Joint Venture Company, namely BEML Midwest Limited in which our Company holds 45% of
the equity capital. For further details please refer to page 110 of this Red Herring Prospectus.

Our Main Objects
Our main objects as contained in our Memorandum of Association are:

“l. (a) To carry on in India and elsewhere the business of manufacturing, assembling fitting up, repairing,
converting, overhauling, maintaining and rendering assistance and services of all kind and
description, buying, selling, importing, exporting, exchanging, altering, hiring, letting on hire,
improving, repairing and dealing in tractors, bull dozers, scrapers, graders, rear dumps, bottom
dumps, rear dump trucks, cranes, crane carriers, crawler tractors, loaders, shovels, compactors,
crushing plants, draglines, dredgers, pavers, rollers, railway cars, snow removers, excavators, grain
loaders, sheepsfoot rollers and engines of every description whether required for civil, commercial
or military defence purposes and requirements or otherwise, boats, barges, steamers, cars, trucks
chassis, motors, motor cycles, buses, lorries, diesel engines, oil engines, petrol engines, steam
engines, turbines, tanks and carriages, vehicles, conveyances and conveyors of all kinds including
railway coaches, railway wagons, railway equipments locomotives and locomotive fittings whether
for use of land, water or in the air or whether propelled or moved by electricity, steam, oil vapour,
gas, petroleum or any other motive or mechanical power and all component parts, fittings, tools,
implement, accessories, materials and articles and things used in connection therewith in any way
whatsoever.

(b) To carry on the business of electrical engineers and manufacturers of all types of electrical
machinery, apparatus and appliances required for or capable of being used in connection with the
generation, distribution, supply, accumulation of electricity and in particular the manufacture of
alternating current and direct current generators motors, rotary converters, transformers, or rectifiers
indicating meters, integrating meters, recording meters, air-brake and oil-brake manual and remote
control switches with overload and under voltage releases air and oil brake magnetic with overload
and under-voltage releases, air and oil-cooled contractors and electrically operated starters and
regulators with overload and under-voltage tripping devices for A.C. and D.C. meters, switch
boards, protective devices fro A.C. and D.C. machines, lines and feeders, primary and secondary
storage battery and accumulators, commercial, and domestic heating devices, electric furnaces and
refrigerating and air conditioning apparatus and accessories, vacuum cleaners, lighting fixtures,
electrical conveyors, lifts, medical ultra high frequency diathermy apparatus, X-ray apparatus,
electrically propelled cars, railway signalling and inter-locking devices, wireless receivers, wireless
transmitters, automatic and manually operated telephone instruments, high and low tension insulated
cables for electrical power distribution telephone cables, cotton-covered and enamelled wires and
things used in connection therewith in any way whatsoever.

(c) To manufacture, sell, buy, repair, alter and exchange, let on hire, export, import and deal in all kinds
of articles and things which may be required for the purposes of any of the businesses of the
Company or commonly supplied or dealt in by persons engaged in any such business or which may
seem capable of being profitably dealt with in connection with any of the business of the Company;
and also to act as agents for Governments or authorities or for any manufacturers, merchants and
others and to carry on agency business of every kind of any description connected with the business
of the Company.

(d) To purchase or otherwise acquire all or any part of the business, property including all assets such as
machinery, housing, buildings, workshops, etc and liabilities of any person, corporation,
Government or Company engaged in the manufacture of the articles and things which the Company
is entitled to manufacture in India or elsewhere or any person, corporation, Government or Company
the business of which is capable of being conducted directly or indirectly to benefit the Company,
and without prejudice to the generality of the foregoing to acquire and take over from Hindustan
Aircraft Limited, the project of manufacture of heavy construction and mining equipment, which is
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being worked by it presently together with the benefit of all contracts rights and property as well as
outgoings and liabilities relating to the said project.

(e) To acquire, construct, build, set up, equip, provide and maintain factories, workshops, hangers,
garages building yards and accommodations of all descriptions.

(f) To establish, maintain and operate training colleges and technical institutions.
(g) To carry on the business of mechanical engineering in all its branches in India and elsewhere.”
Changes in Memorandum of Association

Since our incorporation, the following changes have been made to our Memorandum of Association:

Resolution Date of Amendment Amendment
January 30, 1967 The share capital of our Company was increased from 75,000 Equity Shares
of Rs. 1000/- each to 100,000 Equity Shares of Rs. 1000/- each
July 22, 1969 The share capital of our Company was increased from 100000 equity shares
of Rs. 1000/- to 150,000 Equity Shares of Rs. 1000/- each
April 27, 1982 The share capital of our Company was increased from 150,000 Equity
Shares of Rs. 10/- each to 300,000 Equity Shares of Rs. 10/- each
June 23, 1987 The share capital of our Company was increased from 300,000 equity shares
of Rs. 1000/- to 400,000 Equity Shares of Rs. 1000/- each
February 21, 1992 Split in face value of Equity Shares from Rs. 1000/- each to Rs. 10/- each.
Thus, Authorised Equity Share Capital of Rs. 40,00,00,000 was divided into
4,00,00,000 Equity Shares of Rs. 10/- each
September 7, 1994 The share capital of our Company was increased from 4,00,00,000 Equity
Shares of Rs. 10/- to 6,00,00,000 Equity Shares of Rs. 10/- each
July 13, 2005 The share capital of our Company was increased from 6,00,00,000 Equity
Shares of Rs. 10/- to 10,00,00,000 Equity Shares of Rs. 10/- each

Brief details of agreements entered into by our Company

We have entered into technical collaboration agreements and/or Memorandum of Understandings (MoUs) with
respect to manufacturing of our products, briefly classified into earth moving equipments, railway rolling stock
and defence equipments. We have entered into such agreements / MoU’s/ JV agreements with companies/ entities
in India and abroad. Breach of any of the confidentiality/secrecy and other material clauses of these
agreements/MoUs/JV agreements may form a ground for termination of the same or make us liable for
penalties/other actions arising from the breach of contract. The general nature of agreements entered into by us for
various products is as under:

a) Earth moving equipments

We have entered into various agreements and MoU’s to manufacture, assemble and sell various earth moving
equipment such as electric mining shovels, walking draglines, ropeshovel, dump trucks of different models, etc.
Most of these MoU’s grant to our Company the exclusive right to manufacture and sell these products within the
territory of India.

b) Defence equipments
We have entered into various agreements and MoU’s for the manufacturing and rendering of after sales services
of armoured recovery vehicle supply of component parts and spare parts for manufacture of specific models. Vide

these agreements and MoU’s we have been granted exclusive rights to manufacture the above mentioned products
and also a license to manufacture mineploughs and supply then to the Gol.
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c) Railway Equipments

We have entered into MoU’s with a view to expand the business opportunities for supplying EMUs/ coaches for
metro rail projects in India. We have already supplied over 100 train sets to Delhi Metro Rail Corporation
Limited.

d) Mining activities

We have entered into an agreement to carry out mine planning and development, overburden removal and
production of minerals, transportation, rehabilitation, specialised civil construction and mine safety. We propose
to supply mining equipment to the company as required for the mining operations and we are also responsible for
maintenance of the equipment supplied by us.

Our Company believes that, disclosure of information (including parties, dates and material terms), relating to
such agreements or MoU’s could adversely affect the defence/security interests or harm the competitive position
and trade secrets of our Company or the counter party. In view of the same, no disclosures regarding the name of
the counterparties, the dates of the agreements and other material details have been made and such agreements
have not been included in the material contracts and documents for inspection in the Red Herring Prospectus.
Further, our Company is a “Public Authority” within the meaning of that term under section 2(1)(b) of the Right
to Information Act, 2005 (“RTI Act”). Section 8 of that Act, lays down the grounds on which there is no
obligation on a Public Authority to give information under that Act, and these grounds includes (a) security
interests of the State, (b) information including commercial confidence, trade secrets or intellectual property, the
disclosure of which would harm the competitive position of a third party.

Strategic Partners
We have not entered into any strategic agreements
Financial Partners

We do not have any financial partners.
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OUR MANAGEMENT
Board of Directors

The following table sets forth current details regarding our Board of Directors:

Name, Address, Occupation Designation Age Other Directorships
and Term
Mr. V. RS. Natarajan Chairman & | 54 years None
DIN: 00074698 Managing Director

S/o. Mr. Rangaswamy

BEML House, No. 256, I Cross,
Defence colony,

HAL —1II Stage

Bangalore — 560 038

Executive Director

Term: 5 Years starting from
December 1, 2002 or till the
date of his superannuation or
until further orders, whichever
event occurs the earlier

Mr. Ramesh C. Suthar Director — | 59 years 1. Vignyan Industries Limited
DIN:00076667 Production

S/o. (Late) Mr. Radhakrishna

Suthar

261, 7™ Main, 4™ Cross,

BEML Layout, 6" Stage,
Tubara Halli, ITPL Road,
Bangalore 560 006.

Executive Director

Term: Till superannuation, that
is May 31, 2007.

Mr. N.K. Sreenivasan Director — | 59 years None
DIN: 00073817 Marketing
S/o. Late Mr. N. Krishnamurthy
No. 1588, 17" Main, JP Nagar
IT Phase, Bangalore — 560 078

Executive Director

Term: till the date of his
superannuation being February
28, 2008 or until further orders,
whichever event occurs the

earliest
Mr. Ravindra Kumar Rustagi Director — Human | 55 years None
DIN: 0008542 Resources

S/o. Late B.D. Rustagi
718, 14™ Cross, 8" Main,
3" Phase, J.B. Nagar
Bangalore 560 078
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Name, Address, Occupation
and Term

Designation

Age

Other Directorships

Executive Director

Term: 5 Years starting from
April 3, 2006 or till the date of
his superannuation or until
further orders, whichever is
earlier

Mr. Bhushan Lal Bajaj
DIN: 00654438

S/o. Chaman Lal Bajaj
#522, 7™ Cross, 12™ Main,
4™ Block, Koramangala
Bangalore-560 034

Executive Director

Term: 5 years starting from
September 1, 2006 or till the
date of his superannuation
being February 28, 2008 or
until further orders, whichever
event occurs the earliest

Director — Finance

57 years

None

Mr. Vishwanathan Mohan
DIN: 01386171

S/0. Veeralur Vishwanathan
No. 158, 7™ Cross
Indiranagar II Stage,
Bangalore- 560 038

Executive Director
Term: Till the date of his

superannuation or until further
orders

Director- Defence
Business

57 years

1. Vignyan Industries Limited

Mr. Mohammed Haleem Khan
DIN:00073878

S/o0. Late Mr. Gulab Khan
C-11/52, Shah Jahan Road,
New Delhi 110 003.

Non-Executive Director

Term: till further orders

Part-Time Director

54 years

1. Mishra Dhatu Nigam Limited
2. Trustee — Zakhir Hussain College

Dr. Mrs. Kiran Chadha
DIN: 00833078

D/o Mr. Jagannath Plaha
Green House,

946/81 Jyoti Park,

Near New Colony
Gurgaon — 122001

Non-Executive Director

Term: until further orders

Part-Time Director

56 years

None
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Name, Address, Occupation
and Term

Designation

Age

Other Directorships

Mr. A. Prasad

DIN: 00274125

S/o0. Mr. J.N. Prasad
C-704/705. Sahara Apartments,
Sector 6, Plot No. 11, Dwarka,
New Delhi — 110 075

Independent Director

Term: 3 years starting from
January 17, 2006 or until
further orders, whichever is
earlier

Part-Time Director

66 years

1. SKIL Infrastructure Pvt. Limited

Prof. Prakash G. Apte

DIN: 00045798

S/o. Mr. Ramakrishna Gajanan
Apte

IIM Bangalore

Bannerghatta Road,

Bangalore — 560 076

Independent Director

Term: 3 years starting from
January 17, 2006 or until
further orders, whichever is
earlier

Part-Time Director

60 years

1. Power Finance Coproration
2. GMR Infrastructure Limited
3. Board of Deposit Insurance and

Credit

Guarantee Coproration

(DICGC), RBI
4. UTI Trustee Company Private

Limited

Mr. Birendra Kumar
DIN:00163054

S/o. Late Mr. Devendra Kumar
3-C, Tower — D, Viceroy Park,
Thakur Village, Kandivali (E),
Mumbai — 400 101

Independent Director

Term: 3 years starting from
January 17, 2006 or until
further orders, whichever is
earlier

Part-Time Director

64 years

1. International Asset Reconstruction
Company Private Limited

Mr. KVK Seshavataram

DIN: 00060874

S/o. Sitarama Brahmam

1* Floor, KK Mansions,
45-58-16/5/1,Narasimha Nagar,
Vishakapatnam — 530 024

Independent Director

Term: 3 years starting from

January 17, 2006 or until
further orders, whichever is
earlier

Part-Time Director

65 years

1. GMR

Varalakshmi Foundation
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Name, Address, Occupation
and Term

Designation

Age

Other Directorships

Mr. Arabinda Tripathy

DIN: 00031742

S/o. Aniruddha Kumar Tripathy
A 402, Jeevan Dham, Near
Vastrapur Telephone Exchange,
Ambavadi,

Ahmedabad 380 015

Independent Director
Term: 3 years starting from

June 28, 2006 or until further
orders, whichever is earlier

Part-Time Director

62 years

Mr. Shrinivas Narayan Chary
DIN: 00495226

S/o. Thirumala Vanavoli
Narayan Chary

Apartment 403, Redwood,
Raheja Residency,
Koramangala,

Bangalore — 560 034.

Independent Director
Term: 3 years starting from

June 28, 2006 or until further
orders, whichever is earlier

Part-Time Director

65 years

None

Mr. Nalini Ranjan Mohanty
DIN: 00237732

S/o. Gaurang Charan Mohanty
Flat No. 302, Scion Court, 1%
Cross Kaggadaspura, C.V.
Raman Nagar P.O.,

Bangalore — 560 001.

Independent Director
Term: 3 years starting from

June 28, 2006 or until further
orders, whichever is earlier

Part-Time Director

62 years

1. Indian Metals and Ferro Alloys

Limited

2. Kudremukh Iron Company Limited
3. Sankhya Infotech Limited
4. Dynamatics Technologies Limited

Mr. Jayanta Kumar Bagchi
DIN: 00495290

S/o. Late Bireswar Bagchi
C-105, Anandlok Housing
Society, Mayur Vihar, Phase I,
New Delhi — 110 091

Independent Director
Term: 3 years starting from

June 28, 2006 or until further
orders, whichever is earlier

Part-Time Director

67 years

None
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Details of Directors
Mr. V. RS. Natarajan, Chairman and Managing Director

Mr. V. RS. Natarajan, 54 years, joined our Board with effect from December 1, 2002 as Chairman and Managing
Director. He holds a Post Graduate Degree in Social Sciences and has been trained in Corporate Management in
AOTS, Japan. Prior to joining our Board as the Chairman and Managing Director, he has varied corporate
experience in both the public and the private sectors. His past employments include Lakshmi Group, Blue Star
Limited, Binny Limited, Bharat Gold Mines Limited, KGF and Electronics Corporation of India Limited. Mr.
Natarajan has been awarded the Individual Fellowship of Indian Institute of Production Engineers for outstanding
contribution to production and productivity in June 2006; conferred “Outstanding Chief Executive” award for the
year 2005 by the National Council of Indian Institute of Industrial Engineering in September 2006 and an “IT
Excellence Award” as business head of the IT Business Division of ECIL, Hyderabad from the Hon’ble President
of India Dr. APJ Abdul Kalam in the year 2002. Mr. Natarajan is a member of the Executive Committee of
SCOPE, New Delhi and is the Chairman of Southern Region, SCOPE; the Chairman, Mining and Construction
Equipment Division, Confederation of Indian Industry; Chairman of the Defence Committee — FICCI; Chairman
of the Society of Defence Technologists; Chairman, Management Council for Combat Engineering, Ministry of
Defence.

Mr. R.C. Suthar, Director (Production)

Mr. R.C. Suthar, 59 years joined our Board with effect from July 1, 2001. He is an Engineering Graduate (Hons.)
from Regional Engineering College, Jaipur. He did post graduation in Industrial Quality Control from Yamanashi
University of Japan and also acquired Diploma in Japanese Language from Osaka University of Foreign Studies,
Osaka. He underwent training at M/s. Komatasu, Hino, Toyota and Nissan Automobiles in Japan, Rolls — Royce
in UK and Turbomeca in France. Mr. Suthar started his career as lecturer and later joined Hindustan Aeronautics
Limited and served over two decades covering areas of Manufacturing, Planning and Project work in various
capacities. He joined our Company in 1989 as Deputy General Manager and rose to the level of General Manager
in the year 1992, in-charge of Production and thereafter planning in KGF Complex. Subsequently, he became the
Chief General Manager in the year 1995 in-charge of KGF Complex. He joined our Board of Directors as an
Executive Director in the year 1997. He has vast experience in Planning and Production.

Mr. N.K. Sreenivasan, Director (Marketing)

Mr. N.K. Sreenivasan, 59 years joined our Board with effect from January 28, 2005. He is a graduate in
Mechanical Engineering from the University of Mysore. Prior to joining our Company as General Manager, he
was employed with Hindustan Construction Company and Coal India Limited subsidiaries. He is highly
experienced in erection and maintenance of earth moving equipments, management information systems, working
and erection of mining projects and marketing of products.

Mr. Ravindra Kumar Rustagi, Director (Human Resource)

Mr. Rustagi, 55 years, joined our Board with effect from April 3, 2006 as Director (HR). He holds a Masters
degree of Science in Physics from Delhi University. He also holds a law degree from Delhi University and a
diploma in Social Welfare from Calcutta University. He started his career with SAIL in September, 1973 moved
over to NTPC in the year 1978 rising to the level of Executive Director (HR). He was instrumental in
implementation of a transparent and objective performance management system for executives, IT enabled human
resources management system, restructuring of leave for improved productivity. He has undergone training in
personnel management and advanced management programme at the Administrative Staff College.

Mr. B.L. Bajaj, Director (Finance)
Mr. Bajaj, 57 years joined our Board with effect from September 1, 2006. He is a Chartered Accountant by
profession. He has nearly three decades of experience in the public sector covering various facets of financial

management. He was instrumental in professionalizing NBCC and increasing its turnover from Rs. 600 crores to
Rs. 1300 crores in a short span of two years and in recognition the company was selected by Scope for the award
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of excellence and outstanding contribution to the public sector management — Special Institutional (Turnaround)
Category 2005-2006 and has been selected among the Top Ten (CPSEs) for MoU excellence award of
Government of India for 2004-2005 and 2005-2006. Prior to joining our Board, he was employed with National
Thermal Power Corporation Limited at its power stations and commercial offices as Additional General Manager
— Finance. While at the National Thermal Power Corporation Limited, Mr. Bajaj was instrumental in the taking
over of the Talcher Thermal power station from the Orissa State Government in the year 1995 and helped in
turning around the plant in the first year itself after having successfully implemented new systems.

Mr. Vishwanath Mohan, Director (Defence Business)

Mr. Vishwanathan Mohan, 57 years of age joined our Board with effect from April 13, 2007. He is a Mechanical
Engineer from Madurai University and has been a part of our Company since 1974. He dealt with various projects
relating to manufacturing, defence planning and production. After gaining experience in the corporate office as
head of Coprorate Purchase Cell and before becoming a Director of our Company he held the post of Chief
General Manager at KGF Complex. Further, he is on the board of directors of Vignyan Industries Limited

Mr. Mohammed Haleem Khan, Part-time Director

Mr. Mohammed Haleem Khan, 54 years joined our Board with effect from March 5, 2004. He is an Indian
Administrative Services officer belonging to the 1977 batch. He holds a masters degree in Physics. He started his
career as a lecturer in Physics. He has vast and varied experience having held important posts in various capacities
including finance. To mention a few, until recently he was the Commissioner National Capital Region and
Additional Chief Executive — New Okhla Industrial Development Authority and earlier he was the Principal
Secretary, U.P. State, U.P. State Re-organisation Department; Commissioner, Kanpur Division; Labour
Commissioner, Kanpur; Secretary, U.P. State Department of Rural Development; Secretary, U.P. State Land
Development and Water Resources; Secretary, U.P. State Women Welfare and Child Development;
Commissioner Bareilly Division, U.P. State; Director, Handlooms and Textiles, Kanpur; Managing Director, U.P.
Small Scale Industries Corporation, Kanpur; District Magistrate and Collector, Sitapur District. He has published
number of papers in the national and international forums on subjects / issues like “Expenditure Framework” for
sub-national government at a workshop organised by World Bank Institute, Approach Paper titled “Minority
Issues and State Intervention”, Preparation of Transport Perspective Plan for the State Government of U.P. He has
undergone training in the subjects’ viz., Comprehensive package on Public Administration, Management,
Industrial and Economic Policy, Enrichment of Personal and Professional life of Chief Executives, Project
Formulation Management and Implementation. His achievements in the area of Re-engineering of Policies,
Programs and Organisation have been taken note of and accorded national and international recognition.

Dr. Mrs. Kiran Chadha, Part-Time Director

Mrs. Chadha, 56 years joined our Board with effect from September 18, 2006. She holds a Doctorate in the
Nationalisation of Oil & Petroleum Industry. Her qualifications include a Master of Philosophy in Social
Sciences, an M.A in History and a Degree in Law. Prior to joining our Company, she was a director, International
Co-operation in the Ministry of Defence. She has also held various posts such as director (Administration & Child
and Woman Labour), director (Foreign Trade), director (Administration) and secretary (ICCW), joint director
(Administration), director of Estates, deputy secretary and under secretary. She represented India as a delegate, for
Inter Governmental Group of Experts on Iron Ore conducted by UNCTAD at Switzerland and led the Indian team
on bilateral trade talks between India and Japan held at Tokyo. She is a recipient of Shreshta Putri Award from the
Governor of Himachal Pradesh in 2000. She was featured in Asia-Pacific who’s who Vol.Il 1999. Her name was
included in the eighth edition of International Directory of Distinguished Leadership released in 1998. She was
also nominated as a director on the board of advisors by ABI, North Carolina, USA

Mr. A. Prasad, Part-Time Director
Mr. Prasad, 66 years joined our Board with effect from January 17, 2006.He is a Post Graduate in Economics
from the Delhi School of Economics. Prior to joining our Company, he retired from the post of Member (Finance)

and Ex-officio Secretary to the Government of India, Telecomm Commission in the year 2001. In his capacity he
was actively involved in conceiving and steering the Governments initiative to build a competitive regime in the
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telecom sector which resulted in technological up gradation of services, introduction of new services and
reduction in tariff. Mr. A. Prasad was Additional Secretary and Financial Advisor in the Ministry of Steel and
Mines, Joint Secretary in the Ministry of Industry, Deputy Director General in Telecom and Financial Advisor in
railways. In these assignments he was associated as a board member with a large number of Schedule-A public
sector undertakings like the Steel Authority of India, Kudremuch Iron-Ore Company, Hindustan Copper Limited,
Hindustan Zinc Limited, National Aluminium Company, Heavy Engineering Corporation, Mining and Allied
Machinery Corporation, etc. He was also acting Chairman of Steel Authority of India and Kudremuch Iron-Ore
Company. In the year 1999, Mr. Prasad addressed the World Economic Forum meet in Washington, USA to
acquaint the participants with the process of opening up of the telecom sector and its enormous social and
economic implications. In the year 2001, Mr. Prasad received the “Avantika” Life-Time National Service Award
for making a contribution to the harnessing of the telecon revolution for the benefit of the masses. In the year
2002, he received recognition from the Railway Staff College, Vadodara as their “Distinguished Alumnus” for
outstanding service rendered in various fields within and outside the railways. From the year 2001 to 2003, Mr.
Prasad headed the National Institute of Financial Management, Faridabad, a training, research and consultancy
organisation set — up by the government for training of all-India finance and civil services. Mr. Prasad has
authored many articles in his professional carecer. He has recently authored a book entitled “Fossils of
Governance: A Journey” published by the Konark Publishers Private Limited.

Prof. Prakash G. Apte, Part-Time Director

Mr. Apte, 60 years joined our Board with effect from January 17, 2006. He is a Bachelor of Technology from the
Indian Institute of Technology, Bombay. He holds a Doctorate in Economics from the Columbia University, USA
and a Post Graduate Diploma in Management from the Indian Institute of Management, Kolkata. He was an
instructor in Economics in Vassar College, Columbia University and a consultant at Edison Electric Institute, New
York. He is an UNDP fellow in Computer Aided Management, University of Florida. He was chairman of the
Academic Council of the CFA program of ICFAI and Member of the Index Committee and Curriculum
Formulation and Testing Committee for Derivative trading at NSE. He has published several books and articles on
wide ranging topics. He is presently the director of the Indian Institute of Management, Bangalore.

Mr. Birendra Kumar, Part-Time Director

Mr. Kumar, 64 years joined our Board with effect from January 17, 2006. He is a Master of Science in
Mathematics and a Certified Associate of the Indian Institute of Bankers. He has attended training and seminars in
India and overseas. Mr. Kumar has held a number of challenging positions in India and abroad over a span of 36
years in State Bank of India. A few of Mr. Kumar’s assignments are Private Secretary to Chairman and Secretary,
Central Board; State Bank of India, Representative, Washington; President and Chief Executive Officer, SBI
(California) and Agency, Los Angeles; MD & CEO, SBI Capital Markets Limited; and Dy MD & Chief Credit
Officer, SBI, Mumbai. Post his retirement from SBI, Mr. Kumar was Advisor, Financial Advisory Services, Price
Waterhouse Coopers (Private) Limited, Mumbai till February end 2007. Mr. Kumar has thus varied experience in
different aspects of banking such as commercial banking, international banking, investment banking and financial
advisory. Mr. Kumar has since joined International Asset Reconstruction Company Private Limited as Managing
Director & Chief Executive Officer.

Mr. KVK Seshavataram, Part-Time Director

Mr. Seshavataram, 65 years joined our Board with effect from January 17, 2006. He is a qualified Chartered
Accountant, Cost Accountant and a Company Secretary. Prior to joining our Company, he had served in the
private sector for eleven years and thereafter served PSEs for twenty four years rising to the level of chairman and
managing director of Hindustan Zinc Ltd. He was a Member of the Industrial Advisory Panel of the International
Lead and Zinc study group and director of the Executive Committee of the International Zinc Association,
Brussels. He was also a member of the executive board of Standing Conference of Public Enterprises.
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Mr. Arabinda Tripathy, Part-Time Director

Mr. Tripathy, 62 years joined our Board with effect from June 28, 2006. He is a Master of Science in Operational
Research from the London School of Economics. He also holds a Bachelors Degree in Technology in Mechanical
Engineering from the Indian Institute of Technology, Kharagpur. He holds a Doctorate in Operational Research
from the London School of Economics, a Post Graduate Diploma in Business Management from Xavier’s Labour
Relations Institute, Jamshedpur. Prior to joining our Company, he worked with Tata Iron and Steel Company
Limited in the area of Project Feasibility study and Management of Energy and Utility Services. He also worked
as an Associate Professor in the Indian Institute of Management during the year 1981 and rose to the level of
Professor. He was awarded various prizes/ fellowships such as Third World Prize in 1993 by the International
Federation of Operational Research Societies, Portugal, J.N. Tata Endowment Award during the year 1975-76 and
the Indo-EEC Exchange Fellowship at London Business School during the period January-June, 1990. He has
published several books, monographs and papers on wide ranging topics.

Mr. Shrinivas Narayan Chary, Part-Time Director

Mr. Chary, 65 years joined our Board with effect from June 28, 2006. He is a Master in Technology (Honours) in
Chemical Engineering from the Indian Institute of Technology, Mumbai. He also holds a Degree in M.S and
M.B.A from the University of Rhode Island, USA. He was a professor at the Indian Institute of Management,
Bangalore in the area of Operations Management. He has been a faculty member of the Indian Institute of
Management, Bangalore for over 25 years. He is also attached to the Energy Sector at the institute. Prior to joining
our Company, he was a director at the Kirloskar Institute of Advanced Management Studies, Karnataka from
1997-1999. He has conducted various management consulting assignments that include Organisational
Restructuring, rationalisation and designing the entire Human Resource Management package for the Department
of Telecommunications, evaluation of self-employment programmes of the Government with the State Bank of
India, Materials Management, Organisational Restructuring and policy study for the Indian Navy during the
period 1987-88. He has published/ authored several books, articles and papers on a wide range of topics.

Mr. Nalini Ranjan Mohanty, Part-Time Director

Mr. Mohanty, 62 years joined our Board with effect from June 28, 2006. He is an Engineering Graduate from the
Regional Engineering College, Rourkela. Prior to joining our Company, he served as a chairman of Hindustan
Aeronautics Limited till November 2004. He was managing director of Hindustan Aeronautics Limited, Nasik and
director (Personnel) since August, 1994. He has also served as a lecturer in Mechanical Engineering at the
Regional Engineering College, Rourkela. He was the president of the Aeronautical Society of India, a fellow of
the Institution of Engineers (India) and a member of the Advisory Committee of Standing Conference of Public
Enterprises. He is a member of the Defence Committee of the Federation of Indian Chamber of Commerce and
Industries. He was bestowed with the Best Alumni Award by the Regional Engineering College, Rourkela in
1978. He was also conferred with various other awards viz. Indira Gandhi Sadbhavana Award, Rashtriya Ratan
Award, Visveswaraya Samman, Ugadi Purashkar 2003 and Ruchi Bharat Gaurav Samman Award. He received
the Outstanding Chief Executive of the Year 2002-03 award from the Indian Institution of Industrial Engineering
for his services to the nation. He was bestowed with the Padma Shree award by the Government of India for his
contribution in the field of Science and Technology.

Mr. Jayanta Kumar Bagchi, Part-Time Director

Mr. Bagchi, 67 years joined our Board with effect from June 28, 2006. He holds a Masters Degree in Science and
Law. He was awarded a Ph.D. by the Guwahati University, Assam in Regional Cooperation among Jute
Producing Countries. He also holds a Masters of Philosophy Degree in Development Studies from the University
of Cambridge (U.K) in Raw Jute Production and Rural Development in West Bengal. He joined the Indian
Administrative Service in 1963. He was instrumental in the formulation of Economic and Regulatory Policy of
Jute Industry related to production, consumption, export and import of jute/ jute goods, monitored bilateral jute
agreements and negotiated the jute agreement at Brussels. He represented India in FAO in Governmental Group
Meetings. He was Secretary in the Ministry of Steel during the period 1995-97. He was also a member of the
Regional Consultative Mission under ESCAP at Bangkok during the year 1981. He was bestowed with the Padma
Shree award by the President of India for his services.
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Borrowing powers of the Board

The Articles of Association of our Company authorises the Board to borrow, the extract of which is as follows:

Power to Borrow:

“RESOLVED that consent, under section 293 (1) (d) of the Companies Act, 1956 and the Articles of Association
of the Company be and is hereby accorded to the Board of Directors to borrow any sum or sums of money from
time to time which together with the money already borrowed by the Company (apart from temporary loans
obtained from the Company’s bankers in the ordinary course of business) may exceed at any time the aggregate of
the paid-up capital of the Company and its free reserves by a sum not exceeding Rs. 75 crores and that the Board
of Directors be and are hereby empowered and authorised to arrange and fix the terms and conditions of such
monies to be borrowed from time to time”

Compensation of our Directors

(i) Pay Scale of Managing Director/Whole-Time Director as on date of their appointment

Name of the Director Date of Appointment | Tenure Scale of pay as per
Letter Appointment Letter (in
Rs.)

Mr. V.R.S. Natarajan August 29, 2002 5 years 27,750- 750- 31,500

Mr. Bhushan Lal Bajaj June 6, 2006 5 years 25,750- 650- 30,950

Mr. Ravindra Kumar | March 7, 2006 5 years 25,750- 650- 30,950

Rustagi

Mr. R.C. Suthar July 1, 2001 Till date of | 25,750- 650- 30,950
superannuation that is
May 31, 2007

Mr. N K. Sreenivasan January 27, 2005 Till the date of | 25,750- 650- 30,950
superannuation being
February 28, 2008

Mr. Vishwanath Mohan April 13,2007 Till the date of | 25,750- 650- 30,950

superannuation or until
further orders

(if) Whole-Time Directors:

The remuneration payable to Whole-Time Directors is fixed by the Central Government. The remuneration
payable to Whole-Time Directors for the financial year 2006-07 was as follows:

(InRs.)

Sr. Name of the Director | Salary Benefits PF Perquisites Total

No Contribution

1. Mr. V. RS. Natarajan 5,96,607 14,244 64,667 1,69,130 8,44,648

2. Mr. Rabindra Kumar 6,34,573 1,723 75,719 1,40,691 8,52,706
Rustagi

3. Mr. N.K. Sreenivasan | 5,23,352 77,432 62,373 25,856 6,89,013

4. Mr. Ramesh C. Suthar | 5,81,613 2,28,506 69,363 1,04,094 9,83,576

5. Mr. Bhushan Lal Bajaj | 3,24,085 3,00,233 38,638 64,324 7,27,280

6. Mr. Vishwanath 5,19,615 - 54,696 68,253 6,42,564
Mohan*
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* Mr. Vishwanath Mohan was appointed as Director of our Company vide appointment letter dated April 13,
2007 from the Government of India, Ministry of Defence and thus the remuneration stated above is for the Fiscal
year 2007-2008

(iii) Part-Time Directors

Our eligible Part-Time Directors are paid a sitting fee of Rs. 10,000/- for every Board and Committee meeting
they attended with effect from May 28, 2007.

Shareholding of our Directors in our Company

As per our Articles, our Directors are not required to hold any Equity Shares in our Company. The following
Directors of our Company hold Equity Shares on behalf of the President of India:

Name of the Director No. of Equity Shares

Mr. V. RS. Natarajan 100
Mr. Mohmmad Haleem Khan 100
These shares are held by the aforesaid Directors in their capacity as nominees of Gol.
Changes in our Board of Directors during the last three years
The changes in our Board of Directors during the last three years are as follows:

Name Date of Appointment| Date of Cessation Reason
Mr. Vishwanathan Mohan April 13,2007 - Appointment
Dr. Mrs. Kiran Chadha September 18, 2006 - Appointment
Mr. Bhushan Lal Bajaj September 1, 2006 - Appointment
Mr. Jayanta Kumar Bagchi June 28, 2006 - Appointment
Mr. Shrinivas Narayan Chary June 28, 2006 - Appointment
Mr. Nalini Ranjan Mohanty June 28, 2006 - Appointment
Mr. Arabinda Tripathy June 28, 2006 - Appointment
Mr. A. Prasad January 17, 2006 - Appointment
Prof. Prakash G. Apte January 17, 2006 - Appointment
Mr. Birendra Kumar January 17, 2006 - Appointment
Mr. KVK Seshavataram January 17, 2006 - Appointment
Mr. Ravindra Kumar Rustagi April 3, 2006 - Appointment
Mr. N.K. Sreenivasan January 28, 2005 - Appointment
Mr. Mohammad Haleem Khan March 5, 2004 - Appointment
Mr. V.S. Venkatanathan April 1, 2001 November 30, 2006 Retirement
Mr. V. Somasundaran December 30, 2005 |September 18, 2006 Resignation
Mr. Prithvijit Mazumdar April 1, 2002 September 1, 2006 Retirement
Mr. Alok Perti October 20, 2005 |December 30, 2005 Relinquishment
Mr. Tapan Ray November 27, 2002 | October 20, 2005 Relinquishment
Mr. Papanna Sathyanarayan July 1, 2003 July 21,2005 |Reversion vide Government Order

dated July 21, 2005.

Mr. APVN Sarma January 31,2002 | February 22, 2005 Resignation
Late Mr. Nagaraja Kurpad May 1, 2002 March 22, 2004 Demise
lAnnappa
Mr. Abhijit Basu February 2, 1999 January 20, 2004 Resignation

103




Corporate Governance

The Equity Shares of our Company are listed on the BSE, NSE and BgSE and we have entered into listing
agreements with the respective stock exchanges. The SEBI Guidelines are applicable to our Company. Our
Company is compliant with the corporate governance code as per Clause 49 of the listing agreement(s). Our
Company is presently complying with and undertakes to continually comply with such provisions, including with
respect to the appointment of independent directors to our Board and the constitution of the Audit Committee,
Investor’s Grievance Committee and Share Transfer Committee.

All committees of the Board like Audit Committee, Share Transfer Committee and Investor Grievance’s
Committee that are required under the code of corporate governance have been constituted since long and all
meetings are held regularly.

The Board has fifteen Directors including Chairman and Managing Director, of which five are whole-time
Directors and ten part-time directors appointed by the Ministry of Defence, Government of India.

The following committees have been formed in compliance with the corporate governance norms:

Audit Committee

In accordance with the new section 292A inserted in the Companies Act, 1956 by the Companies (Amendment)
Act, 2000, our Board of Directors in its meeting held on September 21, 1992 constituted the Audit Committee

consisting of Dr. R. Krishnan, Mr. BGR ESK Murthy, M.N Krishnappa and Mr. J.B. Diwale. The present
members of the Committee are as follows:

Name of the Director Designation

Mr. A. Prasad Chairman, Part-Time Director
Mr. Mohammed Haleem Khan Member, Part-Time Director
Mr. Birendra Kumar Member, Part-Time Director
Mr. KVK Seshavataram Member, Part-Time Director

The Audit Committee evaluates internal audit policies, plans, procedures and performance and reviews the other
functions through various internal audit reports and other year-end certificates issued by the statutory auditors.
Quarterly and Annual Accounts are reviewed by the Audit Committee, prior to their presentation to the Board
along with the recommendations of the Audit Committee. Besides, Audit Committee is authorized to exercise all
such powers as are required under the amended Clause 49 of the Listing Agreement.

The duties and powers of the audit committee are as per the guidelines set out under clause 49 of the Listing
Agreement read with section 292A of the Act.

Remuneration Committee

Since our Company is a public sector undertaking, salary and perks of Directors are fixed by the Gol. Department
of Public Enterprises constituted by the Gol goes into this aspect and thereafter fixes the remuneration. In view of
this, we have not constituted a separate Remuneration Committee.

Investor’s Grievance Committee

Our Board of Directors in its meeting held on June 30, 2000 constituted Investor’s Grievance Committee

consisting of Mr. Abhijit Basu, Mr. J.B Diwale and Mr. K.C Medapa as Compliance Officer. The members of the
Committee as on date of filing this Red Herring Prospectus with SEBI are:

Name of the Director Designation
Mr. Prakash Apte Chairman, Part-Time Director
Mr. B.L. Bajaj Member, Director-Finance
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The Committee is authorised to primarily maintain a close watch on the investor’s complaints and take steps to
resolve the same to the satisfaction of the investors. During the year the ended March 31, 2007 we had received 60
complaints from investors including those received through SEBI and all 60 have been resolved. Complaints vary
from allotment/ transfer of shares to non-receipt of dividend, etc. All complainants/ requests received from the
shareholders are attended expeditiously within 30 days from the date of receipt. Mr. K.C. Medapa is the
Compliance Officer to this Committee.

Share Transfer Committee
Our Board of Directors in its meeting held on May 4, 1992 constituted Share Transfer Committee consisting of

Mr. J.B Diwale, Dr. K. Aprameyan and Mr. BGR Murthy as its first members of the Committee. The members of
the Committee as on date of filing this Red Herring Prospectus with SEBI are:

Name of the Director Designation

Mr. R. C. Suthar Chairman, Director-Production

Mr. R.K Rustagi Member, Director-Human Resources
Mr. B.L Bajaj Member, Director-Finance

The Committee held 20 meetings as on May 29, 2007. All the shares lodged for transfer, transmission,
transposition, etc. were completed within 21 days of it being lodged subject to no-objections being raised by the
seller on reference.

Code of Insider Trading

According to the regulation 12 of the SEBI (Prohibition of Insider Trading) Regulations, 1992, we have framed a
code of conduct for directors and senior management which was approved by the management on March 9, 2004.

Organisation Structure

CHAIRMAN &
MANAGING DIRECTOR

DIRECTOR DIRECTOR DIRECTOR DIRECTOR DIRECTOR INTERNATIONAL TECHNOLOGY TRADING
PRODUCTION MARKETING DEFENCE FINANCE HR BUSINESS DIVISION DIVISION
BUSINESS DIVISION

INTERNAL CORPORATE VIGILANCE
PLANNING

AUDIT

Key Managerial Personnel

The Key Managerial Personnel of our Company other than our Whole-time Directors comprise of the following
employees:
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Name Age Designation Year of Qualifications Prior Experience
(Years) Joining
Gautam Sen 53 Executive Director- | August 29, | M.COM, ICAI, 1. Mira Kavitharaj
Finance 2005 ICWAI (P) Ltd.
2. Gupta & Co.
3. Bharat Brakes &
Valves Ltd.
4. Poysha India Co
Ltd.
5. Hindustan Cables
Ltd.
6. GSFC Ltd.
Krishna Reddy, AR 50 Executive Director- | December | B.Tech (Mech), 1. Southern & West
Rail 13, 2005 ME (IC Engines), | Central Railways
Diploma in 2. ICF
Quality 3. M/s RITES
Management,
M.Phil, MDPA
Ramamurthy V 58 Executive Director- | March 1, | BE (Mech), 1. Hindustan
Defence 1986 ICWA (Inter) Aeronautics Ltd.
2. Ashok Leyland
Limited
Abhijit Chatterjee 52 Chief General April 2, | BCom (Hon), CA | 1. Oil India Limited
Manager — Finance 1994 2. India Steamship
& Co. Ltd.
Ramana V.V. 57 Chief General August 17, | BCom, LLB, CA | 1. Dredging
Manager — 1998 Corporation of India
Marketing-Finance Itd.
2. Hindustan Cables
3. Bharat dynamics
Ltd.
4. Bharat Heavy
Electrical Ltd.
Pitchaiah M. 53 Chief General October 1, | B.Com, CA 1. HMT Ltd.
Manager — Finance 2004 2. AUMA (India)
Ltd.
3. Hindustan
Aeronautics Limited
Poongavanam M 56 Chief General April 25, | BE (Mech), PGD | 1. Madras Port Trust
Manager — 1975 (MGMT) - IIM
Marketing
Subrat Kumar DAS 55 Chief General June 6, | B.Sc. (Engg), 1. Hindustan
Manager 2005 PGD(Mech) — Aeronautics limited
IIT, Madras 2. Rane Madras Ltd.
Dwarakanath P 50 Chief General November | B.Tech (Mech) 1. SBU Head-Metro
Manager-SBU 12,1979
Head-Metro
Chamola VM 47 Chief General November | MA (Electronics), | 1. NJPC
Manager-HR 8, 2005 LLB, MBA 2. NTPC, SSTPS,
Shaktinagar
3. HAL
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Durgesh CN

51 Chief General
Manager (SBU-

Spares and Service)

May 8, | M.Tech
1987 (Industrial
Engineering)

Nil

The key managerial personnel whose names appear above are permanent employees and are on the rolls of our
Company. None of the above mentioned key managerial personnel are related to each other. None of the key
managerial personnel are appointed pursuant to any arrangement or understanding with major shareholder,
customer or supplier.

Remuneration of Key Managerial Personnel

The remuneration of Key Managerial Personnel for the year 2006-2007 is as follows:

Sr. No. Name of the Key Managerial Personnel | Total remuneration (in Rs.)
1. Mr. Gautam Sen 7,77,377
2. Mr. Krishna Reddy, AR 6,46,599
3. Mr. Ramamurthy V 5,82,910
4. Mr. Abhijit Chatterjee 4,09,050
5. Mr. Ramana V.V. 6,52,557
6. Mr. Pitchaiah M. 6,41,914
7. Mr.Subrat Kumar Das 5,39,398
8. Mr. Dwarakanath P 5,25,254
9. Mr. Chamola VM 9,28,331
10. Mr. Durgesh CN 6,01,686
11. Mr. M. Poongavanam 5,63,683

Changes in our Key Managerial Personnel during the last one year

The following table shows the changes in the key managerial personnel except our Directors in the last one year:

Name of the employee Designation Date of Change Reasons for change
Prakash M.V. Chief General April 30, 2007 Retired
Manager
V. Mohan Chief General April 13, 2007 Appointed by the Gol as
Manager Director (Defence
Business)
Dr. R. Jaganathan Chief General April 4, 2007 Personal reasons
Manager- Engine
Division
Manivelan E Chief General manager March 31, 2007 Retired
Subba Rao P Chief General February 28, 2007 Retired
Manager — Marketing
Venugopal M.R. Chief General February 28, 2007 Appointed by the Gol as
Manager — HR Director (HR) of Heavy
Engineering Corporation
P. Ramakrishna Chief General September 30, 2006 Retired
Manager — Corporate
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Shareholding of Key Managerial Personnel of our Company

None of the Key Managerial Personnel in our Company hold any shares of our Company as on the date of filing
of this Red Herring Prospectus

Interest of Directors and Key Managerial Personnel

No amount or benefit has been paid or given within two preceding years or are intended to be given to any of our
Directors or Key Managerial Personnel except the normal remuneration for services rendered as Officers or
employees.

Bonus or Profit Sharing Plan of Key Managerial Personnel

Our Company does not have any bonus or profit-sharing plan for our Key Managerial Personnel.
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OUR PROMOTER, SUBSIDIARY AND GROUP COMPANIES

Promoter
Our Promoter is the Ministry of Defence, Government of India represented through the President of India.
Payment or benefit to Promoters of our Company

There is no payment or benefit to be given to the Promoter of our Company other than being a shareholder of our
Company.

Currency of Presentation

Throughout this Red Herring Prospectus unless the context otherwise requires all references to “Rupees” / “Rs.” is
the legal currency of the Republic of India.

Subsidiaries
We have one subsidiary company namely, Vignyan Industries Limited (VIL).

VIL was incorporated and registered as a private company vide certificate of incorporation on September 25, 1963
under the registration no. 1510 of 1963. Subsequently, VIL was converted into a public company vide its fresh
certificate of incorporation obtained on January 23, 1966. VIL became a subsidiary of BEML during the year
1985 by transfer of shares constituting over 75% from the GoK.

The authorised share capital of VIL is Rs. 38,000,000 divided into 380,000 equity shares of Rs.100/- each.
Currently, we hold 96.56% of equity shares of VIL. The remaining shares are held by the public. VIL has its
registered office situated at Haliyur Village, BH Road, Tarikere - 577228. The equity shares of VIL are not listed
on any stock exchange.

VIL was referred to the Board for Industrial Finance and Reconstruction (BIFR) under the Sick Industrial
Companies (Special Provisions) Act, 1985 by virtue of erosion of its networth in the year 1994.

Accordingly, a scheme of revival was sanctioned on June 6, 1995 by BIFR. According to the scheme the trade
advances of Rs. 588.16 lakhs would not be written back in VIL’s books. The repayment would start after VIL’s
networth becomes positive. The BIFR board vide its letter dated September 5, 2001 had asked the Central Board
of Direct Tax (CBDT) to take pragmatic view and consider VIL’s request for the grant of exemptions under
section 41(1) of the Income Tax Act, 1961. CBDT through its letter dated September 18, 2002 had exempted Rs.
497.65 lakhs from being taxed under the said section subject to certain conditions being fulfilled by VIL. VIL had
complied with the conditions and the same was adjusted in the profit and loss account for the year ended March
31, 2003.

At present, VIL is a profit making company recording a net profit after tax of Rs. 65.9 lakh for the year ended
March 31, 2006.

The activities carried on by VIL include mainly manufacturing of wide range of steel castings. It meets about 80%
of our casting requirements. VIL also supplies castings to diverse sectors including Bharat Heavy Electricals,

Indian Railways, KCP Limited, etc. It has also developed stainless steel castings upto 500 kilograms single piece.

The board of directors of VIL: (as on March 31, 2006)

Sr. No. Name Designation
1. Mr. R. C. Suthar Chairman
2. Mr. C. Keshavamurthy Director
3. Dr. M. N. Srinivasan Director
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4. Mr. Pitchiah Director

6. Mr. V. Mohan Director

Financial Performance
(Rs. in Lakhs)

For the period ended March 31, 2006 | March 31, 2005 March 31, 2004
Total Income 2,486.6 1,885.2 1,310.3
Profit (Loss) after Tax 65.9 42.0 1.2
Equity Share Capital 279.0 279.0 279.0
Reserves 172.3 106.4 64.3
(excluding revaluation reserves)

Earnings per share (Rs.) 23.62 150.7 4.3
Book Value per share (Rs.) 161.76 138.14 123.05

Joint Venture Company

We have formed a Joint Venture Company, namely BEML Midwest Limited (“BML”) in which our Company
holds 45% of the equity capital.

BML was incorporated and registered as a public limited company vide certificate of incorporation on April 18,
2007 under the registration no. U13204AP2007PLC053653/2007-2008.

The authorised share capital of BML is Rs. 100,00,00,000 divided into 100,00,000 equity shares of Rs.10/- each.
Currently, we hold 45% of equity shares of BML. The remaining shares are held by the joint venture partner that
is Midwest Granite Private Limited. BML has its registered office situated at No. 6-3-802, Zainab Commercial
Complex, Ameerpet, Hyderabad 500 016. The equity shares of BML are not listed on any stock exchange.

The main objects of the company as stated in the Memorandum of Association of BEML Midwest Limited are as
follows:

‘1. To carry on the business of prospecting, exploring, opening and working Mines, drill and sink shafts or wells
and to pump, refine, raise, dig and quarry for coal, iron ore, Gold, Rare Earths, magnese, earth limestone,
aluminium, titanium, mica, apalite, chrome, copper, gypsum, tin, zinc, bauxite and tungsten and other ores
and minerals and process the same.

2. To acquire quarries and mines of coal, iron ore, Lime Stone, Gold, Rare Earths, Industrial Minerals, Granite
Stones and stones of all kinds, either on lease or purchase from the Government, Quasi Governments,
individuals, firms or companies and quarry the same directly or through contractors and to manufacture
materials from waste quarry materials To acquire and manufacturing unit manufacturing processing,
developing or otherwise deal with coal, iron ore, Lime Stone, Gold, Rare Earths, Industrial Minerals of all
kinds.

3. To carry on the business of and to undertake design, development, manufacture, import, Export and deal in all
kinds of machinery including machinery for Coal, Iron ore, Gold, Rare Earths and natural stone industry and
to act as contractors, engineers, surveyors, consultants, advisors in the field and to acquire design or technical
know-how and to do the jobs or turnkey projects or otherwise including design and performance testing and
to enter into, provide/ obtain consultancy on turnkey basis, to have tie-up with any person in or outside India
including a firm, Company or any organization and to crush, win, get, quarry, smelt, calcine, extract, recover,
obtain, procure, refine, amalgamate, process and preparefor market-ore, metal mineral and mineral substances
of all kinds, whether from the earth-beds, outer-space, river or sea and to carry on any other metallurgical
operations.
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4. To produce or otherwise engage generally in the production, sale and disposal of minerals, coal, iron ore,
Gold, Rare Earths, limestone, copper, zinc, manganese, aluminium, titanium, mica, apalite, chrome, bauxite
andits by products.’

The board of directors of BML: (as on May 28, 2007)

Sr. No. Name Designation
1. Mr. V. RS, Natarajan Chairman
2. Mr. Raghava Reddy Director
3. Mr. M. Poongavanam Director
4. Mr. Haranath Babu Director
5. Mr. B.L. Bajaj Director
6. Mr. Aja Babu Director
7. Mr. Thirupathi Rao Director

Group Companies

Our Company is listed on The Bombay Stock Exchange Limited, the National Stock Exchange of India Limited
and Bangalore Stock Exchange Limited. We have filed periodic statements regarding our financial results and
shareholding pattern with the above mentioned Stock Exchanges and the Registrar of Companies for the last three
years and such statements are available on the websites of the respective regulators on a common e-filing
platform. Also, we have in place an investor grievance handling mechanism which includes meeting of
“Shareholders / Investors’ Grievance Committee” at frequent intervals, appropriate delegation of powers by our
Board with regard to share transfer and clearly laid out systems and procedures for timely and satisfactory
redressal of investor grievances, hence in terms of Clause 6.3 of the SEBI Guidelines we are exempt from
disclosing information in respect of entities not covered under Section 370 (1)(B) of the Companies Act.

Common Pursuits

There are no common pursuits between us and our Subsidiary

Related Business transactions within our Subsidiary

Except as mentioned in the section titled “Auditors’ Report to the Restated Unconsolidated And Consolidated
Financial Statements” beginning on page 112 of this Red Herring Prospectus there are no related business
transactions within the group.

Sales or Purchases between our Company and our Subsidiary

There have been no sales or purchases between companies in the Group exceeding in value in the aggregate 10%
of the total sales or purchases of our Company.
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SECTION V - FINANCIAL STATEMENTS

AUDITORS’ REPORT TO THE RESTATED UNCONSOLIDATED AND CONSOLIDATED
FINANCIAL STATEMENTS

Auditors’ Report to the Restated Unconsolidated Financial Statements
TO,
THE BOARD OF DIRECTORS
BHARAT EARTH MOVERS LIMITED
BEML SOUDHA
BANGALORE
Re: Follow on Public Offering of Equity Shares by Bharat Earth Movers Limited

Dear Sirs,

We have examined the financial information contained in the statements annexed to this report which is proposed
to be included in the offer document being issued by Bharat Earth Movers Limited (“Company”) in connection
with the Follow on Public Offering of Equity shares in the Company, which has been prepared in accordance

with:

(a) PartII of Schedule II of the Companies Act, 1956 (“the Act™)

(b) The Securities and Exchange Board of India (Disclosure and Investor Protection) Guidelines 2000 (“the
Guidelines”) issued by the Securities and Exchange Board of India (“SEBI”) on January 19, 2000 in
pursuance to Section 11 of the Securities and Exchange Board of India Act, 1992 and related
clarifications, and

(c) In accordance with your instructions dated 09/02/2007 received from the company requesting us to carry
out work in connection with the Offer Document to be issued by the company in connection with its
Follow on Public Offering of Equity Shares (referred to as “the Issue™).

We report as under:

A. EINANCIAL INFORMATION FROM AUDITED STATEMENTS

We have examined the attached restated balance sheets of the company as at 31% March 2002, 31 March
2003, 31% March 2004, 31* March 2005, 31* March 2006 and 31% December 2006 (Annexure II) and the
attached restated statements of Profit and Loss account for each of the Years/period ended on those dates
(Annexure III). (These are together referred to as ‘summary statements’).

These summary statements have been extracted from the audited financial statements for the Years ended 31%
March 2002, 31* March 2003, 31% March 2004, 31* March 2005 and 31* March 2006 and the period ended
31% December 2006. These are adopted by the board of directors/members for the respective period/years.

We did not audit the financial statements of the Company for the years ended 31* March 2002, 31% March
2003, 31 March 2004, 31% March 2005 and 31* March 2006.. These financial statements have been audited
by previous firms of Chartered Accountants and have been accepted by us in so far as it relates to the
amounts included in these financial statements.

Based on our examination of these statements, we confirm that:

1. The summary statements of the company have been restated with retrospective effect to reflect the
significant accounting policies of the company (as disclosed in Annexure I) as adopted by the company.
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2. The schedules to the statements of Profit and Loss Account and the Balance Sheet are disclosed in
Annexure [V.

3. The summary of notes to the financial statements of the company, as restated, for the years ended 31
March 2002, 31% March 2003, 31* March 2004, 31* March 2005 and 31 March 2006 and the period
ended 31* December 2006 are disclosed in Annexure V.

4. There are no material adjustments relating to previous years which need to be adjusted in summary
statement in the years to which they relate.

5. The qualifications in the Auditors Report (to the extent quantifiable as per Para 6.10.2.7(b)(i) of the
Guidelines) do not, in our opinion, relate to incorrect accounting practice or failure to make provisions or
other adjustments or incorrect accounting policy as detailed in Para 6.10.2.7) of the Guidelines.

6. There are no extra-ordinary items which need to be disclosed separately in the summary statements.

B. EINANCIAL INFORMATION FROM OTHER STATEMENTS

We have examined the following financial information relating to Bharat Earth Movers Limited, proposed to
be included in the Offer Document, as approved by the Board of Directors/ members and annexed to this
report:

i) Statement of cash flows of the company for the years ended 31% March 2002, 31% March 2003, 31*
March 2004, 31% March 2005 and 31* March 2006 and the period ended 31* December 2006 (enclosed
as Annexure VI).

ii) Summary of accounting ratios based on the adjusted profits relating to earnings per share, net asset value,
capital employed and return on net worth (enclosed as Annexure VII).

iii) Capitalisation statement of the company (enclosed as Annexure VIII).

iv) Tax shelter statement (enclosed as Annexure IX).

v) Details of items of other income (enclosed as Annexure X).

vi) Details of dividends paid by the company (enclosed as Annexure XI).

vii) Statement of Loans (enclosed as Annexure XII)

In our opinion, the financial information of the company, as attached to this report as mentioned in paragraphs (A)
and (B) above, read with respective significant accounting policies after making groupings and adjustments as
stated in notes to accounts have been prepared in accordance with Part II of Schedule II of the Act and the
Guidelines issued by SEBI.

This report is intended solely for use for your information and for inclusion in the Offer Document in connection
with the proposed Issue of the company and is not to be used, referred to or distributed for any other purpose
without our prior written consent.

Yours faithfully,

For RAO ASSOCIATES
CHARTERED ACCOUNTANTS

G. SUDHINDRA
PARTNER

Membership No.: 26171
Place: BANGALORE
Date: 29" MARCH 2007
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Annexure I: Significant Accounting Policies

1.

Fixed Assets:

Capitalization and Depreciation:

)

ii)

iii)

iv)

The values of Fixed Assets are at cost. Expenditure on Land Development is capitalised. Cost of
leasehold land is amortized over the period of lease on pro-rata basis.

Financing cost relating to borrowed funds or deferred credits is capitalised to the extent such costs are
attributable to the period upto the completion of construction / acquisition of fixed assets for new projects
or substantial expansion.

Expenditure on administration and general overhead attributable to construction or acquisition of fixed
assets are not capitalised, as such expenses, besides being not significant, are not relatable to a specific
asset.

Depreciation is charged on Straight Line Method basis at rates are as per Schedule XIV of the Companies
Act, 1956 (or such higher rates which in the opinion of the management is appropriate), calculated from
the month following the month of capitalization. Depreciation on additions (physical or value) or
extensions to existing assets is provided so as to co-terminate with the life of the original asset or
extended useful life based on technical assessment.

Expenditure on reconditioning, rebuilding and major overhaul of machinery and equipment are
capitalized only if technical assessment indicates increase in the future benefits from the existing assets
beyond the previously assessed standards of performance. Ex: an increase in capacity, etc.

Inventory Valuation :

D)

vi)

Raw materials, Components Stores and Spare parts are valued at Weighted Average Cost or estimated
net realizable value, whichever is lower.

Work-in-progress is valued at actual cost of materials, labour and production overheads based on
normative capacity or adjusted / estimated realisable value, whichever is lower.

Finished stock is valued at actual cost or estimated realisable value whichever is lower.
Estimated costs are considered wherever actual costs are not available.

The cost is adjusted for decline in value by writing down the value based on specific identification.
Further provision for obsolescence is made depending on movement.

Based on technical assessment, provision is made for revalidation/refurbishment of finished goods to
reflect the current status thereof.

vii) Scrap is valued at estimated realisable value.

Advances from customers :

Advances from customers include advances / progress payments received as per letters of intent / sale
contracts and is net after adjustments for despatches with customers under respective contracts.
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4, Sales / Other Income :

D)

iii)
iv)

v)

vi)

Sales set up for products viz., equipments, aggregates, attachments and ancillary products, is made when
these are unconditionally appropriated to the valid sales contract after pre-despatch inspection by the
specified authority.

Sales set up for long production cycle items, is reckoned based on technical estimates when the
percentage of completion of each identifiable unit of contract including despatches with customers is
30% or more of the total realisable value of such contract or estimate. Such revenue recognition is
restricted to 97.5% of the reckoned realisable value and the balance 2.5% is accounted on completion of
the contract.

Sales set up for spares is based on despatches / customer acceptance against valid sales contracts.
Where sale prices are not established, sales are set up provisionally at prices likely to be realized.

Sales include excise duty wherever applicable but excludes sales tax and transit insurance and is adjusted
for anticipated price reductions from contractual obligations such as liquidated damages and de-
escalation.

Duty drawback claims on exports are accounted on preferring the claims.

vii) Claims for escalation are recognized on acceptance by the customer.

viii) Where the contract provides for installation and commissioning and price for the same is agreed

separately, revenue for installation and commissioning is recognized on conclusion of installation and
commissioning. Where installation and commissioning fee is not separately stipulated, the estimated cost
as technically assessed for such installation and commissioning to be incurred are provided for.
However, the revenue for the product delivered is recognized.

5. Retirement Benefits:

(1)

(i)

Accruing liability towards gratuity is ascertained on actuarial valuation and remitted to a separate Trust
Fund.

Liability towards leave salary accruals is provided on the basis of Actuarial Valuation.

6. Accounting for Foreign Currency Transactions :

)

ii)

iii)

iv)

Transactions in foreign currency are recorded in rupees by applying to the foreign currency amount the
exchange rate existing at the time of the transaction.

The outstanding balances of monetary items relating to foreign currency transactions are stated in rupees
by adopting the rate of exchange prevailing at the date of Balance Sheet. Exchange differences
consequent to reinstatement are credited / charged to revenue.

The gain or loss in the conversion and / or settlement of liabilities incurred for acquisition of fixed assets
is adjusted to the cost of related fixed assets.

Differences upon settlement of transactions, other than those covered by (iii) above are credited / charged
to revenue.
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10.

11.

12.

v) In the case of forward exchange contracts, the premium or discount arising at the inception of the
contract is accounted for over the life of the contract. Exchange differences on such a contract are
recognized in the statement of profit or loss in the reporting period in which the exchange rate changes.

Contractual Obligations :

Warranty liability for contractual obligation in respect of equipments sold to customers is ascertained on the
basis of an annual technical assessment.

Research & Development :

i) Research & Development expenditure is charged off in the year of incurrence except in the case of
development of new products. The expenditure on development of new products is carried under
inventory as these are meant for sale. Expenditure on fixed assets relating to Research & Development is
capitalized.

il) Expenditure on the development of new products is treated in line with Accounting Policy No. 2(ii) and
2(iii) depending upon the stage of completion.

Prior Period Items :

Prior period adjustments are those adjustments, which are over Rs. 1 lakhs in each case, arising out of
correction of errors and omissions made in the past years.

Under / Over Absorption of Cost :

Adjustments for under / over absorption of costs on jobs, is made only if the extent of under / over recovery
exceeds one percent of turnover.

Taxes on Income :

Deferred Tax is recognized, subject to the consideration of prudence, on timing differences, being the
difference between taxable income and accounting income that originate in one period and are capable of
reversal in one or more subsequent periods.

Others :

i) The cost of special tools and jigs is amortised over production based on technical assessment. The value
is net as per books.

ii) Hand tools are charged to expenses at the time of issue.

iii) Expenditure incurred on purchase of Technical Know-how fee is amortised over a period of six years on
technical assessment.

iv) Small value items are charged to production at the point of purchase.

v) Expenditure on Voluntary Retirement Scheme is treated as deferred revenue expenditure to be amortised
over a period of five years.

vi) Investments: Long-term investments are carried at cost. Permanent decline in the value of such
investments is recognized and provided for. Current investments are carried at lower of cost and quoted /
fair value.
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ANNEXURE II: STATEMENT OF ASSETS & LIABILITIES, AS RESTATED

The statements of Assets & Liabilities of the Company as at December 31, 2006 and March 31, 2006, 2005, 2004,
2003, 2002 are set out below:

(Rs. in Lakhs)

PARTICULARS As at As at 31st March
31/12/2006 2006 2005 2004 2003 2002
ASSETS
A | Fixed Assets
Gross Block 57,731.50 | 56,511.51 | 54,395.37 | 54,333.62 | 53,424.93 52,850.55
Less: Depreciation 44,933.77 | 43,991.58 | 42,737.80 | 40,948.73 | 39,212.70 37,648.37
Add: Capital WIP 2,839.34 889.79 625.08 177.67 346.67 83.70
Net Block 15,637.07 | 13,409.72 | 12,282.65 | 13,562.56 | 14,558.90 15,285.88
B | Investments 252.64 252.64 252.64 278.65 662.54 784.42
C | Current Assets, Loans &
Advances
Inventories 86,749.50 | 64,908.20 | 62,079.61 | 57,326.78 | 74,850.18 63,886.25
Sundry Debtors 79,962.57 | 77,020.60 | 60,820.14 | 44,356.38 | 49,418.34 56,729.55
Cash & Bank Balances | 26,780.63 | 38,000.17 | 39,691.80 | 50,794.87 | 20,148.60 25,895.64
Other Current Assets 1,219.66 649.26 1,450.45 1,266.11 936.39 440.98
Loans & Advances 14,262.66 | 15,397.50 | 21,801.29 6,663.90 | 16,450.53 8,471.08
Total Current Assets, 2,08,975.02 | 1,95,975.73 | 1,85,843.29 | 1,60,408.04 | 1,61,804.04 1,55,423.50
Loans and Advances
D | TOTAL ASSETS 2,24,864.73 | 2,09,638.09 | 1,98,378.58 | 1,74,249.25 | 1,77,025.48 1,71,493.80
LIABILITIES
A | Loan Funds
Secured Loans 9,928.55 2,488.27 7,554.02 3,148.27 3,129.61 28,088.30
Unsecured Loans 0.00 0.00 0.00 180.25 219.80 1944.77
Total Loan Funds 9,928.55 2,488.27 7,554.02 3,328.52 3,349.41 30,033.07
B | Deferred Tax Liability 809.88 112.88 264.07 1,557.88 2,106.34 2,599.44
C | Current Liabilities &
Provisions
Current Liabilities 1,17,020.78 | 1,18,430.34 | 1,13,696.07 | 1,10,670.83 | 1,17,521.43 85,792.70
Provisions 223.88 3,216.54 7,425.80 1,804.47 829.05 440.93
Total Current Liabilities | 1,17,244.66 | 1,21,646.88 | 1,21,121.87 | 1,12,475.30 | 1,18,350.48 86,233.63
& Provisions
D TOTAL LIABILITIES 1,27,983.09 | 1,24,248.03 | 1,28,939.96 | 1,17,361.70 | 1,23,806.23 1,18,866.14
Net Assets 96,881.64 | 85,390.06 | 69,438.62 | 56,887.55 | 53,219.25 52,627.66
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Represented by :

Share Capital - (1) 3,687.22 3,687.22 3,687.22 3,687.22 3,687.22 3,687.22
Add: Free Reserves & 95,425.91 | 84,283.81 | 69,781.05 | 56,437.24 | 54,826.91 53,046.66
Surplus -(2)

Less: Miscellaneous (2,231.49) | (2,580.97) | (4,029.65) | (3,236.91) | (5,294.88) (4,106.22)
Expenditure - (3)

Net Worth - (1)+(2)-(3) 96,881.64 | 85,390.06 | 69,438.62 | 56,887.55 | 53,219.25 52,627.66
Total Shareholders 96,881.64 | 85,390.06 | 69,438.62 | 56,887.55 | 53,219.25 52,627.66

funds

118




ANNEXURE I11: STATEMENT OF PROFIT AND LOSS, AS RESTATED

The statements of restated Profit and loss account of the Company as at December 31, 2006 and March 31, 2006,
2005, 2004, 2003, 2002 are set out below:

(Rs. in Lakhs)

PARTICULARS As at As at 31st March
31/12/2006 2006 2005 2004 2003 2002
INCOME
Sales Less Excise Duty
Manufactured products 123,785.09 172,814.96 143,571.11 139,529.41 130,679.76 | 111,451.93
Traded Products 24,760.00 33,139.00 29,708.00 27,689.00 26,432.00 23,457.00
Total 148,545.09 205,953.96 173,279.11 167,218.41 157,111.76 | 134,908.93
Other Income 3,623.20 7,117.31 5,878.10 4,306.41 5,550.76 1,681.37
Increase / (Decrease) in 7,461.69 (2,627.43) 2,994.30 (7,388.19) 5,898.56 1,195.21
Work in Progress/
Finished Stock
Excise Duty on Closing 1,483.42 1,444.75 1,368.69 2,622.11 2,589.30 2,484.68
stock
Total Income 161,113.40 211,888.59 183,520.20 166,758.74 171,150.38 | 140,270.19
EXPENDITURE
Cost of Raw Materials & 101,940.64 127,623.64 103,505.53 105,319.15 111,449.33 90,318.12
Spares consumed/ sold
Employees 25,647.48 33,357.04 35,616.37 34,678.21 33,407.06 32,562.34
Remuneration & Benefits
Depreciation 978.36 1,412.37 2,299.00 1,828.79 1,930.59 2,213.76
Other Expenses 20,597.98 26,989.78 21,216.41 26,217.88 27,148.25 19,671.43
149,164.46 189,382.83 162,637.31 168,044.03 173,935.23 | 144,765.65
Less: Expenditure other (5,400.44) (6,484.08) (6,485.60) (6,383.29) (6,922.04) | (8,006.12)
than materials allocated
to Capital & Other
Accounts
143,764.02 182,898.75 156,151.71 161,660.74 167,013.19 | 136,759.53
Interest 300.28 461.30 178.72 148.41 299.54 2,226.15
Total Expenditure 144,064.30 183,360.05 156,330.43 161,809.15 167,312.73 | 138,985.68
Profit for the year 17,049.10 28,528.54 27,189.77 4,949.59 3,837.65 1,284.51
Prior Period Adjustments - (13.34) (89.75) (68.55) 50.69 (16.26)
Profit before Tax 17,049.10 28,541.88 27,279.52 5,018.14 3,786.96 1,300.77
Less: Provision for Tax 5,907.00 9,849.32 9,751.19 2,576.13 1,176.90 765.58
(Including Deferred Tax
and Fringe Benefit Tax)
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Profit after Tax 11,142.10 18,692.56 17,528.33 2,442.01 2,610.06 535.19
available for
appropriations
Add: Profit brought 4,145.86 1,643.10 299.29 338.21 157.20 212.94
forward from previous
year
Profit available for 15,287.96 20,335.66 17,827.62 2,780.22 2,767.26 748.13
appropriation
Appropriations:
Proposed Dividend - 2,572.12 3,123.28 734.89 734.89 440.93
Tax on Dividend - 360.74 438.04 96.04 94.16 -
Interim Dividend and - 1,256.94 623.20 - - -
Tax thereon
General Reserve - 12,000.00 12,000.00 1,650.00 1,600.00 150.00
Balance transferred to 15,287.96 4,145.86 1,643.10 299.29 338.21 157.20

Balance Sheet
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ANNEXURE IV - SCHEDULES TO FINANCIAL STATEMENTS OF THE COMPANY

(Rs. in Lakhs)

As at Dec
31 As at March 31,
Particulars 2006 2006 2005 2004 2003 2002

1 Share Capital

Authorised:

10,00,00,000 Equity Shares of Rs. 10/-

cach 10,000.00 10,000.00 6,000.00 6,000.00 6,000.00 6,000.00

(Prior to 2005-06 6,00,00,000 Equity
shares of Rs.10/- each)

Issued :

3,70,00,000 Equity Shares of Rs. 10/-
each

3,700.00

3,700.00 3,700.00 3,700.00 3,700.00 3,700.00

Subscribed :

3,67,44,500 Equity Shares of Rs. 10/-

cach 3,674.45 3,674.45 3,674.45 3,674.45 3,674.45 3,674.45

Add : Forfeited Shares 12.77 12.77 12.77 12.77 12.77 12.77

TOTAL 3,687.22 3,687.22 3,687.22 3,687.22 3,687.22 3,687.22

Note : 60,63,000 Equity Shares of total
value of Rs.6,06,30,000

have been issued for
consideration other than cash

2. Reserves and Surplus
(a) Capital Reserve - Surplus on Sale
of Assets
Balance as per last Balance Sheet 105.66 105.66 105.66 105.66 105.66 105.66
(b) Research & Development Capital
Grant
UNDP Grant - - - 0.75 3.55 6.35
Less: Transfer to Miscellaneous ) ) ) 0.75 280 2.80
Income ) ) '
- - - - 0.75 3.55
(c) Securities Premium Account
Balance as per last Balance Sheet 10,401.66 10,401.66 10,401.66 10,401.66 10,401.66 10,401.66
(d) Debenture Redemption Reserve
Balance as per Balance Sheet - - - - - 1,050.00
Less: Transferred to General _ ) ) ) ) 1.050.00
Reserve T
(e) Reserve for Nonimara Excellence 1.44 1.44 1.44 1.44 1.44 1.44
Award . . . . . .
(f) General Reserve
Balance as per last Balance Sheet 69,629.19 57,629.19 45,629.19 43,979.19 42,377.15 43911.01
Add: Transfer to General Reserve - 12,000.00 12,000.00 1,650.00 1,600.00 150.00
Add: Write back of excess provision i
of dividend 2.04
Add: Transfer from Debenture ) 1.050.00
Redemption Reserve T
Add/Less: Deferred Tax (2,733.86)
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As at Dec
31

As at March 31,

Particulars

2006

2006

2005 2004

2003

2002

Asset/Liability

TOTAL (f)

69,629.19

69,629.19

57,629.19 45,629.19

43,979.19

45,377.15

(g9) Balance in Profit & Loss Account

15,287.96

4,145.86

1,643.10 299.29

338.21

157.20

TOTAL (atog)

95,425.91

84,283.81

69,781.05 56,437.24

54,826.91

53,046.66

Secured Loans

(a) Debentures

15%-25,00,000 Privately placed
Non-Convertible (E-Series)

833.33

Debentures of the face value of
Rs.100 each to Army Group

Insurance Fund on 01.07.94
redeemable at the end of 6th,7th

& 8th year in equal instalments,
secured by a charge against

certain fixed assets of the
Company

(b) Loans from Banks

(Cash credit and short term credit
availed from Banks

Secured by hypothecation of
inventories (except those pertaining

to railcoaches), book debts,
receivables, other movable assets and

plant & machineries etc.)

9,928.55

2,488.27

7,554.02 3,148.27

3,129.61

27,254.97

TOTAL (a +b)

9,928.55

2,488.27

7,554.02 3,148.27

3,129.61

28,088.30

Unsecured Loan

Fixed Deposits

- 180.25

219.80

1,933.97

Debenture Interest accrued and due

5.11

Deferred Payment Liabilities

5.69

TOTAL

- 180.25

219.80

1,944.77

Deferred Tax Liability

Balance as per last Balance Sheet

112.88

264.07

1,557.88 2,106.34

2,599.44

Add: Net Deferred Tax Adjustment
for the year

697.00

(151.19)

(1,293.81) (548.46)

(493.10)

2,599.44

TOTAL

809.88

112.88

264.07 1,557.88

2,106.34

2,599.44

Capital Work-in-progress

Building etc., under construction

1,361.39

580.08

446.23 152.36

176.69

37.10

Equipment under inspection & in
transit

1,128.30

160.27

52.23 12.90

169.00

45.62

Advances for Capital Expenditure

349.65

149.44

126.62 12.41

0.98

0.98
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As at Dec
31 As at March 31,

Particulars 2006 2006 2005 2004 2003 2002

TOTAL 2,839.34 889.79 625.08 177.67 346.67 83.70

Investments

(A) Non-Trading (Unquoted — fully

paid up) — Long term (at cost)

(a) In Vignyan Industries Ltd.,

Subsidiary Company

2,69.376 Equity Shares of face 252.60 252.60 252.60 252.60 252.60 252.60
value of Rs. 100 each

(b) In Ordinary Shares of Co-

operative societies

250 Shares of Rs. 10 each of
BEML Consumer Co-operative
Society Ltd., KGF 0.03 0.03 0.03 0.03 0.03 0.03
10 Shares of Rs.100 each of
Gulmohar Mansion Apartments
Co-operative Housing Society 001 0.01 0.01 0.01 0.01 0.01

Ltd., Bangalore ’ ’ : ’ ’ ’

(c) In Government securities:

National Savings Certificates - - - - - 0.01
(Deposited with Govt. Authorities

/ Banks)

(d) In Institutional Investment ) ) ) }

Special Funds Unit Scheme-UTI 115.64 115.64

(e) In Tax Free Konkan Railway i i ) ) 10.00 10.00

Bonds ) )

Total Non-Trading (Unquoted) 252.64 252.64 252.64 252.64 378.28 378.29

Investments

(B) Trading (Quoted) - Current
In Investment in US 64/US 2002 -

UTI at Cost - - - 26.01 406.13 406.13
Less: Diminution in value - - - - 121.88 -
Net Realisable Value - - - 26.01 284.26 406.13

TOTAL (A +B) 252.64 252.64 252.64 278.65 662.54 784.42

Inventories

Raw materials and components 22,412.36 18,630.34 16,472.69 10,439.55 16,095.38 16,285.01

Stores and Maintenance Spare parts 928.08 732.34 677.23 689.72 860.75 835.46

including construction materials

Scrap 314.79 416.97 326.58 118.00 149.70 100.44

Patterns - - - - - -

Excise Duty on Scrap 32.85 66.33 47.01 10.39 23.55 14.97

Hand tools 505.90 467.75 440.79 433.20 448.92 424.29

Stock-in-trade:

Finished stock 4,552.42 3,238.67 4,541.96 9,143.52 9,758.69 11,048.81
Spares 17,807.67 15,977.62 12,506.86 13,531.73 16,725.89 15,790.12
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As at Dec
31 As at March 31,
Particulars 2006 2006 2005 2004 2003 2002
Excise Duty on Stock-in-trade 1,450.57 1,412.67 1,380.84 2,613.51 2,568.69 2,472.64
Work-in-Progress 25,497.63 19,349.69 20,673.83 13,077.97 19,850.99 12,662.31
Goods under inspection and in Transit 13,247.23 4,615.82 5,011.82 7,269.19 8,367.62 4,252.20
TOTAL 86,749.50 64,908.20 62,079.61 57,326.78 74,850.18 63,886.25
9. Sundry Debtors (Unsecured)
Debts outstanding for a period
exceeding six months
Considered Good 26,744.33 10,215.66 9,198.56 7,466.18 11,815.15 16,983.25
Considered Doubtful 758.02 682.85 778.66 840.56 1,175.46 1,146.12
27,502.35 10,898.51 9,977.22 8,306.74 12,990.61 18,129.37
Other Debts Considered Good 53,218.24 66,804.94 51,621.58 36,890.20 37,603.19 39,746.30
DethseSS: Provision for Doubtful 758.02 682.85 778.66 840.56 |  1,175.46 |  1,146.12
TOTAL 79,962.57 77,020.60 60,820.14 44,356.38 49,418.34 56,729.55
10. Cash and Bank Balances
Cash on Hand 23.90 676.54 722.54 703.49 603.08 618.21
Cheques on Hand 39.00 17,271.38 7,681.48 35,585.18 12,397.06 22,680.81
Remittances in Transit 97.03 892.88 1,623.49 635.93 990.87 292.38
cxéﬂtsfcfgﬁrlig Banks - In 242070 | 3,65937 | 2.633.89 | 303684 | 352639 | 230424
In Deposit Accounts 24,200.00 15,500.00 27,030.40 10,833.43 2,631.20 -
TOTAL 26,780.63 38,000.17 39,691.80 50,794.87 20,148.60 25,895.64
11. Other Current Assets
Misc. Deposits - - - - - -
Gold coins on hand 9.25 9.25 9.27 - - -
Interest accrued on Bank Deposits 600.10 4791 477.95 98.82 - -
Interest accrued on Loans - - - 8.63 - -
Special tools & jigs (net) 610.31 592.10 963.23 1,158.66 936.39 440.98
TOTAL 1,219.66 649.26 1,450.45 1,266.11 936.39 440.98
12. Loans and Advances
(a) Loans (Considered Good —
Secured)
(VILL)oanS (© Subsidiary Company 38.93 38.93 58.37 97.29 97.29 97.29
(b) Advances
Advances recoverable in cash or in kind or for value to be received
For Goods and Services
To Subsidiary Company (VIL) 24437 162.21 109.21 78.83 248.04 589.49
To Others 8,845.79 12,626.42 18,662.47 4,756.26 12,947.05 4,134.27
. dv:;sgsld expenses & Other 865.75 861.24 87541 | 1,000.10 | 166191 |  1970.62
Balances with Government 2,292.89 1,412.87 2,058.25 695.62 1,119.84 1,007.52
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As at Dec
31 As at March 31,
Particulars 2006 2006 2005 2004 2003 2002
Departments for Customs Duty, Excise
Duty, etc., including receivables
Balance with Public Utility Concerns 672.46 671.43 428.64 427.99 338.33 338.98
Advance Income Tax and Fringe
Benefit Tax (net of provision) 1,677.80 ) ) ) 257.08 805.88
Less: Provision for Doubtful Advances 375.33 375.60 391.06 392.19 219.01 472.97
TOTAL (a+b) 14,262.66 | 15397.50 | 21,801.29 6,663.90 | 16,450.53 8,471.08
13. Current Liabilities
Acceptances 290.65 273.83 3,343.49 106.76 34.99 58.74
Sundry Creditors 29,554.86 29,855.79 22,803.52 13,430.50 11,691.86 10,571.94
Advances and Deposits 52,668.88 56,372.23 55,493.16 70,200.22 84,566.50 60,466.27
Amount transferable to Investors
Education Fund*
(a) Unpaid/Unclaimed Dividend 42.16 45.54 31.79 26.59 - -
(b) Unpaid/Unclaimed Debentures 15.06 15.06 21.60 21.88 - -
(c) Unpaid/Unclaimed Fixed 012 012 027 032 ) )
Deposits ) ) ) )
Other Liabilities 34,397.58 31,867.77 31,990.88 26,866.90 21,214.93 14,529.66
Interest accrued but not due on 51.47 - 11.36 17.66 13.15 166.09
Loan/Deposit
TOTAL 117,020.78 | 118,430.34 | 113,696.07 | 110,670.83 | 117,521.43 85,792.70
* There were no amounts due to be
credited to Investors' Education and
Protection Fund.
14. Provisions
Income Tax and Fringe Benefit Tax
(Net of Advance Tax) - 59.80 3,297.89 388.43 - -
Proposed Dividend - 2,572.12 3,123.28 734.89 734.89 440.93
Additional Tax on Dividend - 360.74 438.04 96.04 94.16 -
Others 223.88 223.88 566.59 585.11 - -
TOTAL 223.88 3,216.54 7,425.80 1,804.47 829.05 440.93
15. Miscellaneous Expenditure (to the
extent not written off or adjusted)
(a) Technical Knowhow
Opening balance - - - - - 1.57
Additions during the year - - - - - 1.54
Less: Amortisation during the year - - - - - 3.11
Technical Knowhow (net) - - - - - -
(b) Development cost on R&D
Projects
Opening Balance - - 306.23 744.26 681.61 571.06
Additions / transfer during the year - - (306.23) (332.08) 182.98 232.17
Less: Amortisation during the year - - - 105.95 120.33 121.62
Development Cost on R&D - - - 306.23 744.26 681.61
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As at Dec
31 As at March 31,
Particulars 2006 2006 2005 2004 2003 2002
Projects (Net)
(c) Expenditure on Voluntary
Retirement Scheme
Opening balance 2,580.97 4,029.65 2,927.28 4,543.82 3,414.41 3,090.38
Additions during the year 676.26 77.53 3,223.05 64.15 2,797.26 1,469.09
Less : Amortisation during the year 1,025.74 1,526.21 2,120.68 1,680.69 1,667.85 1,145.06
Closing Balance 2,231.49 2,580.97 4,029.65 2,927.28 4,543.82 3,414.41
(d) Other Deferred Revenue
Expenditure
Opening Balance - - 3.40 6.80 10.20 13.60
Additions during the year - - - - - -
Less: Amortisation/transfers during ) ) 340 340 340 3.40
the year ) ) ) ’
Expenditure on Deferred Revenue
Expenditure (Nef) - - - 3.40 6.80 10.20
TOTAL (atod) 2,231.49 2,580.97 4,029.65 3,236.91 5,294.88 4,106.22
16. Sales
Earthmoving Equipment 72,773.30 89,699.38 72,160.31 57,978.24 68,491.98 44,323.83
Railway Products 4,534.11 10,484.15 10,927.90 1,012.04 - 2,808.93
Defence Products 41,638.46 68,270.43 48,753.01 74,859.70 59,341.67 54,124.18
Spares 42,250.10 53,151.19 53,341.46 43,012.07 40,664.55 41,221.76
Non Company Products 575.35 84.00 144.82 - - -
Commissioning, Servicing & S| 112280 757.20 652.73 74205 | 1,177.15
Desilting
Export Incentives 120.21 32.84 124.00 141.62 114.93 133.03
161,891.53 | 222,844.79 | 186,208.70 | 177,656.40 | 169,355.18 | 143,788.88
Less : Sales returns & Adjustments 1,774.04 2,260.41 607.72 1,081.81 1,238.18 1,374.01
160,117.49 | 220,584.38 | 185,600.98 | 176,574.59 | 168,117.00 | 142,414.87
Less: Excise Duty 11,572.40 14,630.42 12,321.87 9,356.18 11,005.24 7,505.94
TOTAL 148,545.09 | 205,953.96 | 173,279.11 167,218.41 157,111.76 | 134,908.93
17. Other Income
Profit on sale of Investments
i i 13.69 i ) i
Commission and fees 8.99 21.68 12.54 6.13 6.39 5.43
Surplus on sale of Assets 8.57 17.31 12.11 9.79 23.74 2.97
Disposal of Scrap / Surplus 1,250.04 1,698.22 1,057.97 640.75 620.80 511.36
Materials
Interest - On Loans to Subsidiary - 5.11 8.92 8.63 - -
- Investments - - - 2.62 15.61 -
- On Call & Term Deposits 1,346.64 1,330.00 1,748.22 853.12 2,211.92 115.39
from banks & others
- Tax Free Bonds - - - 0.96 1.05 -

126




As at Dec
31 As at March 31,
Particulars 2006 2006 2005 2004 2003 2002
- On Other Advances 22.04 37.41 34.60 57.91 331.78 43.72
- On Income Tax Refund - - 1.53 609.76 33.08 -
Miscellaneous Income 509.86 1,147.79 708.25 490.99 346.81 331.19
Provision in previous year no longer
required:
- Doubtful debts & advances 95.52 364.38 356.31 641.39 865.48 534.20
- Others 381.54 2,495.41 1,923.96 984.36 1,094.10 137.11
TOTAL 3,623.20 7,117.31 5,878.10 4,306.41 5,550.76 1,681.37
18. Increase/ decrease in Work-in-
progress & Finished Stock
Opening Stock
Work-in-progress 19,349.69 20,673.83 13,077.97 19,850.99 12,662.31 15,652.75
Finished Stock 3,238.67 4,541.96 9,143.52 9,758.69 11,048.81 6,863.16
22,588.36 25,215.79 22,221.49 29,609.68 23,711.12 22,515.91
Closing Stock
Work-in-progress 25,497.63 19,349.69 20,673.83 13,077.97 19,850.99 12,662.31
Finished Stock 4,552.42 3,238.67 4,541.96 9,143.52 9,758.69 11,048.81
30,050.05 22,588.36 25,215.79 22,221.49 29,609.68 23,711.12
Increase / (Decrease)
Work-in-progress 6,147.94 (1,324.14) 7,595.86 (6,773.02) 7,188.68 (2,990.44)
Finished Stock 1,313.75 (1,303.29) (4,601.56) (615.17) (1,290.12) 4,185.65
TOTAL 7,461.69 (2,627.43) 2,994.30 (7,388.19) 5,898.56 1,195.21
19. Cost of Raw Materials and Spares -
Consumed / sold
(a) Opening Stock
Raw Material & Components 19,362.68 17,149.92 11,129.27 16,956.13 17,120.47 15,294.72
Spares 15,977.62 12,506.86 13,531.73 16,725.89 15,790.12 16,273.83
Total Opening Stock 35,340.30 29,656.78 24,661.00 33,682.02 32,910.59 31,568.55
(b) Add : Purchases
Raw Material & Components 94,923.45 | 118,442.94 94,620.92 86,557.86 | 100,308.79 79,919.79
Spares 13,634.28 17,060.05 14,014.45 9,789.93 12,582.34 11,465.52
Non Com,
Exports pany Products for ) 69.05 8134 ) ) _
Total Purchases 108,557.73 135,572.04 108,716.71 96,347.79 113,391.13 91,385.31
(c) Less : Closing Stock
Raw Material & Components 23,340.44 19,362.68 17,149.92 11,129.27 16,956.13 17,120.47
Spares 17,807.67 15,977.62 12,506.86 13,531.73 16,725.89 15,790.12
Total Closing Stock 41,148.11 35,340.30 29,656.78 24,661.00 33,682.02 32,910.59
Total (a) + (b) - () 102,749.92 | 129,888.52 | 103,720.93 | 105,368.81 | 112,619.70 | 90,043.27
Less: Transfer to Capital and other
Revenue Accounts :
- Research & Development 19.62 17.70 70.73 126.68 228.21 177.26

127




As at Dec
31 As at March 31,
Particulars 2006 2006 2005 2004 2003 2002
- Tooling 4220 69.17 83.14 20.52 33.12 5.81
- Warranty Claims 642.83 712.25 926.89 370.42 600.85 552.76
- Other Accounts 104.63 1,465.76 (865.36) (467.96) 308.19 | (1,010.68)
809.28 2,264.87 215.40 49.66 1,170.37 (274.85)
TOTAL 101,940.64 | 127,623.64 | 103,505.53 | 105,319.15 | 111,449.33 | 90,318.12
20. Employees' Remuneration and
Benefits
Salaries, Wages and Bonus 18,267.33 | 23487.72 | 2337474 | 22,041.55 | 20,944.46 | 20,493.80
Leave Salary & Contractual 634.47 1,780.39 2,105.54 2,462.74 2,022.46 2,215.94
Obligations
Contribution to :
Gratuity Fund 856.22 585.86 2,114.84 2,379.90 2,051.24 2,283.95
_ Provident Fund & Family 1,738.20 2,206.12 2,122.63 2,146.93 2,157.46 2,615.13
Pension Scheme
Amortisation - Voluntary 102574 | 152622 | 212068 | 1,680.68 | 1,667.86 |  1,145.06
Retirement Scheme
Other Expenses on Welfare
Schemes (exel. Salarics & Wages) 3,263.92 4,043.00 4,058.54 4,244.96 4,819.88 4,060.75
Less: Receipts 138.40 27227 280.60 278.55 256.30 252.29
3,125.52 3,770.73 3,777.94 3,966.41 4,563.58 3,808.46
TOTAL 2564748 | 33357.04 | 3561637 | 34,678.21 | 33,407.06 | 32,562.34
21. Other Expenses
Stores Consumed 923.46 1,186.72 1,006.25 795.51 805.47 738.21
Consumable Tools 571.43 834.23 549.16 577.42 621.99 638.32
Power & Fuel 2,131.57 2,805.36 2,498.64 2,121.08 1,958.14 1,692.74
Rent 118.01 150.86 166.14 156.80 156.14 90.02
Hire Charges 161.39 124.97 63.35 41.42 43.01 2252
Repairs & Maintenance
- Machinery and Equipment 631.78 1,003.13 769.73 597.09 706.20 531.03
- Buildings 383.83 321.95 466.98 161.61 197.24 165.86
- Others 341.00 360.66 362.22 439.77 494.96 421.65
Royalty 0.37 3.00 3.00 3.48 3.00 10.80
Research & Development 1,167.65 1,723.33 1,646.78 1,473.04 1,542.84 1,400.07
Jig":m"msa“"“ of Special Tools and 360.30 926.44 682.08 453.84 612.63 277.69
Development Cost on R&D Projects - - - 105.95 120.33 121.63
Stationery Supplies 142.23 158.34 146.11 164.45 163.35 139.24
Insurance 87.79 111.37 141.75 146.65 159.64 177.22
Rates and Taxes 149.10 249.22 256.34 1,490.98 159.88 191.99
Bank charges - 264.67 300.06 283.50 429.29 431.99
Te}l)e‘;stage° Telegrams, Telephones and 162.12 219.68 213.20 223.03 241.26 162.12
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As at Dec
31 As at March 31,

Particulars 2006 2006 2005 2004 2003 2002
Selling Agents Commission 217.82 135.17 66.81 222.05 96.19 217.82
Remuneration to Auditors 4.41 11.18 7.06 7.74 9.21 4.41
Executive Director's Remuneration - - - - - -
Legal Expenses 100.49 56.31 32.36 68.16 65.99 24.93
Travelling Expenses 961.19 1,214.42 1,071.20 1,058.01 1,203.93 993.93
Publicity and Public Relations 312.00 394.51 243.19 267.82 135.13 43.55
Loss on Fixed Assets discarded 8.55 13.46 52.39 10.70 9.11 78.68
Obsolescence 701.21 743.31 667.06 1,730.03 1,938.70 1,019.23
Bad debts Written Off - 51.66 15.42 169.17 800.84 128.55
Defects and Spoilages 78.97 171.07 163.53 188.86 251.09 180.01
Excise Duty 1,635.24 1,733.48 1,555.75 2,964.19 2,794.79 1,664.33

A de r;’nVC‘:;O“ for Doubtful Debts and 170.43 260.74 294.88 479.66 652.52 652.28
Warranty & Unexpired Obligations 4,482.80 6,586.22 3,463.41 4,744.60 6,201.41 1,873.20
Miscellaneous Expenses 4,592.84 5,174.32 4311.56 5,071.27 4,574.46 5,437.27

TOTAL 20,597.98 26,989.78 21,216.41 26,217.88 27,148.25 19,671.43

22. Expenditure other than materials
allocated to Capital &
Other Accounts
- Research & Development 1,148.03 1,706.89 1,576.04 1,366.15 1,471.53 1,388.25
- Tooling 61.08 117.42 146.51 187.93 119.79 96.19
- Warranty Claims 509.31 635.92 632.96 597.34 576.70 514.15
- Other Accounts 3,682.02 4,023.85 4,130.09 4231.87 4,754.02 6,007.53
TOTAL 5,400.44 6,484.08 6,485.60 6,383.29 6,922.04 8,006.12
23. Interest
Debentures - - - - 31.25 234.47
Bank and Others 300.28 461.30 178.72 148.41 268.29 1,991.68
TOTAL 300.28 461.30 178.72 148.41 299.54 2,226.15
24. Prior Period Adjustments
Materials - (2.31) - 1.09 - -
Depreciation - 1.25 (0.09) - (3.45) (2.23)
Interest - (7.52) - - - (56.05)
Others - (4.76) (89.66) (69.64) 54.14 42.02
TOTAL - (13.34) (89.75) (68.55) 50.69 (16.26)
24(a) | Provision for Tax
Current Tax 5,050.00 9,750.51 11,045.00 3,124.59 1,670.00 900.00
Deferred Tax 697.00 (151.19) (1,293.81) (548.46) (493.10) (134.42)
Fringe Benefit Tax 160.00 250.00 - - - -
TOTAL 5,907.00 9,849.32 9,751.19 2,576.13 1,176.90 765.58
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ANNEXURE V: NOTES ON ACCOUNTS

1.

CONTINGENT LIABILITY

(Rs. in Lakhs)

PARTICULARS

As at

As at 31% March

31/12/2006

2006

2005

2004

2003

2002

Estimated amount of Contracts
remaining to be executed on
capital accounts and not
provided for

2,078.12

2,396.77

200.25

266.31

146.96

12.67

On account of Letter of credit
issued by Banks on behalf of the
Company

14,270.36

11,816.63

8,913.00

4,586.07

9,862.25

15,669.34

(i)Counter Guarantees given to
Banks for guarantees issued by
the Banks on behalf of the
Company

11,191.58

14,728.99

18,313.21

12,560.57

14,557.13

11,858.28

(ii)Corporate Guarantees given
to Banks for credit extended to
subsidiary and to customers for
performance guarantee

100.00

100.00

116.54

116.54

100.00

0.00

Claims against the Company not
acknowledged as debts

8,494.94

8,392.86

3,049.21

2,759.81

3,913.94

3,688.39

(1) Disputed statutory demands
like Sales Tax, Service Tax etc.

1,335.47

1,215.29

1,206.20

NA

NA

NA

(i1) Others

7,159.47

7,177.57

1,843.01

NA

NA

NA

Bills / Promissory notes
discounted with banks

0.00

0.00

0.00

0.00

0.00

11,219.23

Guarantees given to Banks /
Institutions against credit
extended to customers

0.00

0.00

0.00

0.00

0.00

188.57

NA = Not Available

OTHER NOTES

(Rs. in Lakhs)

Particulars

Dec-2006

2005-06

2004-05

2003-04

2002-03

2001-02

Inventory of raw materials.
Components, WIP and
spare parts include
materials with  vendors,
sub-contractors and others
returnable in kind.

- Of which, confirmations
are awaited for material
worth.

NA

869.34

74.74

172433

60.18

468.91

42.49

1147.22

27.00

448.35

2243

Warranty &  Unexpired
obligation - includes

1,720.50

1,958.11

1,946.31

1,865.67

3,368.39

NA
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anticipated liability,
pending results of user
confirmatory trials from a
customer.

Expenditure in foreign
exchange on account of
Royalty, know-how,
professional, consultation
fees, Interest, and other
matters;

1,411.22

456.92

226.64

44.64

3.15

352.41

Earnings in foreign
exchange on account of
exports (FOB basis) / other
income

5,175.07

4,459.24

3,908.94

4,344.20

1,247.55

3,388.3

Related party transaction
Transactions with key
management personnel:
Total remuneration: (Rs.)
Sri.V RS Natarajan

Sri V' S Venkatanathan
Sri R C Suthar

Sri P Mazumdar

Sri P Sathyanarayan

Sri N K Srinivasan

Sri B.V.Ramana

Sri. K.A.Nagaraja
Sri.R.K.Rustogi
Sri.B.L.Bajaj

* part of the year

6,26,271
6,91,287*

7,41,895
5,31,723%

5,09,168

6,35,698%*
2,92,689%*

8,44,962
8,44,778
10,18,112
7,89,007
4,44,347*
7,26,457

10,13,720
7,79,956
8,10,428
6,85,293
9,37,791
2,42,818

7,40,343
791,671
8,04,038
7,56,170
6,03,095

6,34,462
8,68,438

NA

NA

'The Accounting Standard
on Impairment of Assets
(AS-28) has become
mandatory with effect from
April 1, 2004. To ascertain
the impairment of assets, if
any, the estimated
recoverable amount of the
assets has been assessed by
a  registered  chartered
engineer and valuer. The
recoverable amount is more
than the carrying amount.
Therefore there is no
impairment of assets.

Applicable

Applicable

Applicable

NA

NA

NA

Uy

Major  components  of
Deferred Tax Assets &
Liabilities

Deferred Tax Asset

Provisions to be allowed on
actual payment / write off

Deferred Tax Liabilities
Depreciation

Un-amortised expenditure
Others

1,972.87

1,821.78

960.97

1,856.07

1,912.33

56.62

2,040.45

2,032.99

271.53

1,694.43

2,636.91

197.97
417.43

931.01

2,799.67

73.40
164.28

758.00

3,066.71

150.39
140.34
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Net deferred tax liability 809.88 112.88 264.07 | 1,557.88 | 2,106.34 | 2,599.44
8. The Earnings per share has
been arrived at on the basis
of net profit available after
Tax divided by the
weighted average number
of  shares  outstanding
during the period.
Profit after tax in Rs. lakhs 11,142.10 18,692.56 17,528.33 | 2,442.01 | 2,610.06 535.19
No of shares in lakhs 367.445 367.445 367.445 | 367.445 | 367.445 | 367.445
Earning per share- Rs 30.32 50.87 47.70 6.65 7.10 1.46
9. Segmenting reporting
Revenue (Gross)
Railway products 4,534 10,509 10,059 2,547 0 2,405
Defence Products 44,758 70,298 60,100 77,699 64,502 58,324
EM eqpts. & spares 1,10,825 1,39,777 1,11,566 92,027 | 1,15,446 86,931
Total 1,60,117 2,20,584 1,81,725 | 1,72,273 | 1,79,948 | 1,47,660
Segment results
Railway products (1,848) (1,578) (2,474) (6,139) (5,022) (3,494)
Defence Products 9,728 7,144 4,583 5,020 3,985 1,566
EM eqpts. & spares 10,506 24,781 23,708 14,435 5,720 7,574
Total 18,386 30,347 25,816 13,316 4,683 5,646
Other unallocated exp 7,244 11,654 8,287 10,874 2,073 5,111
Net profit 11,142 18,693 17,529 2,442 2,610 535

10. The Company opines that it does not have any liability on account of Interest under "Interest on delayed
payments to Small Scale and Ancillary Undertakings Act, 1993

11. Sundry Debtors, Loans and Advances and deposits are subject to confirmation. There are certain old balances
pending review / adjustments.

12. Corresponding figures of the previous year have been regrouped / recast to make them comparable for the

period under review.

13. The Auditors Qualifications for the years ended 31* March 2002 to 31% March 2006 regarding overstatement
of Revenue and consequential effect on Profits for the relevant years only, which is detailed hereunder, is not,
in the opinion of the management related to incorrect accounting practice or incorrect accounting policy and
have been suitably addressed to in the annual accounts for these respective years placed and approved by the

members of the Company.

(Rs. in lakhs)

PARTICULARS 31/03/2002 31/03/2003 31/03/2004 31/03/2005 31/03/2006
Sales 85.00 5,906.71 807.99 24,306.19 20,668.89
Profit on Sales 49.32 885.01 (5.72) 5,869.35 4,687.50

14. Fixed Assets includes :

(a) expenditure on development of land at KGF (1849 acres and 5 guntas) received free of cost from
Government of Karnataka
(b) wvalue of 145 acres and 16 guntas of land for which deeds are not with the company.
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(c) Cost of building valued at Rs.26.82 lakhs on lease with an option to buy for a nominal sum of Rs.0.15
lakhs at the end of 99 years from the date of taking possession viz., February’83 / April’84
(d) cost of building pending registration / khatha transfer valued at Rs.307.53 lakhs

15. The total amount towards Lease / Sale of facilities belonging to Bharat Gold Mines Limited (a company
under orders of winding up by BIFR) is yet to be ascertained. The company has started utilizing the facilities
from May 2005 and a sum of Rs.100 lakhs has been paid, which is included under capital work-in-progress
(sch.6). As the nature of transaction is undecided no amount has been charged to the Profit and Loss Account
till date. The amount is not likely to be material.

16. Advances include amount of Rs.1066.86 lakhs receivable from a society - R&D Centre of Excellence for
Metro Coaches out of Government of India grant to be received.

17. Depreciation rate adopted by the company in respect of following assets is significantly higher than the
statutory minimum rates prescribed under the Companies Act.,1956.

Assets Rate adopted (%) | Rate as per Schedule
X1V (%)

Water supply installations 7.42 1.63

Welfare equipments 7.42 4.75

Medical diagnostic equipment 7.42 7.07

Power generating equipment 15.00 4.75

Electrical installation 15.00 4.75

Communication equipment 15.00 4.75

Office equipment 15.00 4.75

Computers 33.33 16.21

Mobile phones 33.33 4.75

For year ending 31° March 2002

18

. The Balance Sheet and Profit and Loss Account adopted by the Board of Directors on 17" July 2002 and
reported by the Statutory Auditors on even-date have been revised in the light of observations arising from
Audit by the Comptroller and Auditor General of India resulting increase in profit Rs.15.72 lakhs (net) due to
increase in income by Rs.39.36 lakhs and increase in expenditure by Rs.23.64 lakhs in addition to reduction
in sales by Rs.522 lakhs.

For year ending 31% March 2004

19

20.

21.

22.

. WIP includes R&D work orders Rs.234.77 lakh of which lying with customers for field trial basis Rs.72.28
lakh and sent for demonstration Rs.24.69 lakhs.

Provision amounting to Rs.310.46 lakh has been made during the year consequent upon introduction of
provisioning norms for WIP, FGI, disputed claims and demands against the company.

Salaries and wages include a sum of Rs.778.15 lakhs towards annual ex-gratia payable for the year to the
employees / officers which was hitherto accounted on declaration.

Rates and Taxes includes provision for following claims contested by the Company:
(a) One time betterment Charges of Rs. 580.43 Lakhs levied by Bangalore Mahanagara Palike (BMP).

(b) Property Tax of Rs. 751.59 Lakhs levied by BMP and City Municipal Corporation during the year
including earlier years.

133




ANNEXURE VI - CASHFLOW STATEMENT OF THE COMPANY AS AT

DECEMBER 31, 2006, AND MARCH 31, 2006, 2005, 2004, 2003, 2002

(Rs. in Lakhs)

For ?] For the year ended March 31,
. months
Particulars ended Dec
31,
2006 2006 2005 2004 2003 2002

CASH FLOW FROM OPERATING ACTIVITIES
Net profit before tax & extra-
ordinary items 17,049.10 | 28,541.88 | 27,279.52 | 5,018.14 3,786.96 | 1,300.77

Adjustment for
-Depreciation 978.36 1,412.37 2,299.00 1,828.79 1,930.59 | 2,213.76
-Profit / Loss on sale of Investments /

Fixed Assets (0.02) (3.85) 26.59 0.91 (14.63) (2.97)
-UNDP Grant 0.00 0.00 0.00 (0.75) (2.81) (2.81)
-Amortisation 1,386.04 2,452.66 2,806.16 | 2,289.25 2,404.22 1,547.78
-Interest paid 300.28 461.30 178.72 148.41 299.54 | 2,226.15
-Interest received (1,346.64) | (1,335.11) | (1,757.14) (865.33) | (2,593.44) (159.11)
-Diminution of Investments 0.00 0.00 0.00 0.00 2.03 0.00

Other Provisions 0.00 (342.71) (18.52) 585.11 0.00 0.00
1,318.02 2,644.66 3,534.81 3,986.39 2,025.50 | 5,822.80

Operating profit before working
capital changes 18,367.12 | 31,186.54 | 30,814.33 | 9,004.53 5,812.46 | 7,123.57

Adjustment for
-Trade and other Receivables (129.36) | (8,927.38) | (31,610.42) | 14,591.52 | (1,216.46) 1,421.93
-Inventories (21,841.31) | (2,828.59) | (4,446.60) | 17,810.10 | (10,963.93) (46.41)
-Trade Payables (1,409.55) 4,734.27 3,025.24 | (6,850.58) 31,850.04 | 4,396.42

(23,380.22) | (7,021.70) | (33,031.78) | 25,551.04 19,669.65 | 5,771.94

CASH GENERATED FROM
OPERATIONS (5,013.10) 24,164.84 | (2,217.45) | 34,555.57 25,482.11 | 12,895.51
Tools & Jigs (378.51) (555.31) (486.65) (676.12) | (1,108.04) (249.19)

Technical knowhow 0.00 0.00 0.00 0.00 0.00 (1.54)
Development Cost on Research &

Development 0.00 0.00 0.00 0.00 (182.98) (232.17)
VRS Expenditure (676.26) (77.53) | (3,223.05) (64.15) | (2,797.26) | (1,469.09)
Direct Tax Paid (Net) (6,947.60) | (13,238.59) | (8,135.54) | (2,479.08) | (1,121.20) (207.99)

NET CASH FROM OPERATING
ACTIVITIES (13,015.47) 10,293.41 | (14,062.69) | 31,336.22 20,272.63 | 10,735.53
CASH FLOW FROM INVESTING ACTIVITIES

Purchase of Fixed Assets (3,222.04) | (3,433.29) | (1,084.57) (854.26) | (1,221.84) (500.49)
Sale of Fixed Assets 16.37 28.44 25.20 20.89 32.86 185.44
Sale of Investments 0.00 0.00 39.70 383.89 0.00 429.63
Interest Received 794.45 1,765.15 1,386.63 757.88 2,593.44 159.11
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NET CASH USED/FROM IN
INVESTING ACTIVITIES (2,411.22) | (1,639.70) 366.96 308.40 1,404.46 273.69
CASH FLOW FROM FINANCING
ACTIVITIES
Proceeds from Fixed Deposits 0.00 0.00 (180.25) (39.55) | (1,714.17) (262.93)
Proceeds from Borrowings 7,440.28 | (5,065.75) 4,405.76 18.66 | (24,969.49) | (1,058.78)
Interest Paid (300.28) (461.30) (178.72) | (148.41) (299.54) | (2,226.15)
Dividend Paid (2,932.86) | (4,818.27) | (1,454.13) | (829.05) (440.93) | (404.92)
NET CASH (USED)/FROM IN
FINANCING ACTIVITIES 420714 | (10,345.32) | 2,592.66 | (998.35) | (27,424.13) | (3,952.78)
Net Increase/Decrease in Cash and
Cash Equivalents (11,219.55) | (1,691.61) | (11,103.07) | 30,646.27 | (5,747.04) | 7,056.44
Cash and Cash Equivalents as at the
beginning
38,000.17 39,691.80 50,794.87 | 20,148.60 25,895.64 | 18,839.21
Cash and Cash Equivalents as at the
end
26,780.63 38,000.17 39,691.80 | 50,794.87 20,148.60 | 25,895.64
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ANNEXURE VII - SUMMARY OF ACCOUNTING RATIOS

Summary of Accounting Ratios of the Company as at December 31, 2006 and March 31, 2006, 2005, 2004, 2003,

and 2002 are set out below:

(Rs. in Lakhs)

PARTICULARS As at As at 31st March
31/12/2006 2006 2005 2004 2003 2002
Profit after Tax
11,142.10 | 18,692.56 | 17,528.33 2,442.01 2,610.06 535.19
Interest on Long Term Debt
- - 7.18 22.46 165.35 505.46
Number of shares outstanding during
the year (In lakhs) 367.45 367.45 367.45 367.45 367.45 367.45
Long Term Debt outstanding
- - - 180.25 219.80 2,767.30
Net Worth
96,881.64 | 85,390.06 | 69,438.62 | 56,887.55 | 53,219.25 | 52,627.66
Earning per Share (Rs.)
30.32* 50.87 47.70 6.65 7.10 1.46
Asset value per Share (Rs.)
263.66 232.39 188.98 154.82 144.84 143.23
Return on Net Worth 11.50% 21.89% 25.24% 4.29% 4.90% 1.02%
Return on Capital Employed 11.50% 21.89% 25.25% 4.32% 5.19% 1.88%

* Note: Not Annualised

Debt)
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Earning per Share = Profit after Tax / Number of shares outstanding during the year
Net Worth = Share Capital + Reserves & Surplus - Miscellaneous Expenditure
Asset value per share = Net Worth / Number of shares outstanding during the year
Return on Net Worth = Profit after Tax / Net Worth
Return on Capital Employed = (Profit after Tax + Interest on Long Term Debt) / (NetWorth + Long Term




ANNEXURE VIII - CAPITALISATION STATEMENT

(Rs. in Lakhs)

As at As at 31st March
PARTICULARS 31/12/2006 2006 2005 2004 2003 2002

Total Debt:

Short term Debt 9,928.55 2,488.27 7,554.02 3,163.97 3,220.29 | 27,347.32
Long term Debt 0.00 0.00 0.00 180.25 219.80 | 2,767.30
Total Debt 9,928.55 2,488.27 7,554.02 3,344.22 3,440.09 | 30,114.62
Shareholders Funds:

Share Capital 3,687.22 3,687.22 3,687.22 3,687.22 3,687.22 3,687.22
Reserve & Surplus 95,42591 | 84,283.81 | 69,781.05 | 56,437.24 | 54,826.91 | 53,046.66
Less: Revaluation Reserve 0.00 0.00 0.00 0.00 0.00 0.00
Net Reserves (Net for Revaluation) 95,425.91 | 84,283.81 | 69,781.05 | 56,437.24 | 54,826.91 | 53,046.66
Less: Miscellaneous Expenditure (2,231.49) | (2,580.97) | (4,029.65) | (3,236.91) | (5,294.88) | (4,106.22)
Net Worth 96,881.64 | 85,390.06 | 69,438.62 | 56,887.55 | 53,219.25 | 52,627.66
Long term Debt / Net Worth 0:1 0:1 0:1 0.003:1 0.004:1 0.05:1

The post-issue share capital, reserves and surplus and debt equity ratio will be computed on the conclusion of the

book building process.
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ANNEXURE IX - STATEMENT OF TAX SHELTERS

The statements of Tax Shelter, as restated of the Company as at December 31, 2006 and March 31, 2006, 2005,

2004, 2003, 2002 are set out below:

(Rs. in Lakhs)

As at As at 31st March
PARTICULARS Dec 31, 2006 2005 2004 2003 2002
2006

Profit before Tax as per books of accounts

17,049.10 | 28,541.88 | 27,279.52 | 5,018.14 | 3,786.96 1,300.77
Income Tax Rate 33.66% 33.66% | 36.5925% | 35.875% | 36.75% 35.70%
TAX AT NOTIONAL RATES 5738.73 9607.20 9982.26 1800.26 | 1391.71 464.37
Permanent Differences:
Profit / Loss on sale of Assets (0.02) (3.86) 40.27 0.91 (14.62) 75.64
Exempt Income 0.00 0.00 0.00 (0.96) (1.05) (41.62)
Sale of R&D product-transfer to 0.00 0.00 0.00 164.02 0.00 0.00
expenditure
Donation 0.00 19.65 0.00 0.02 0.00 0.00
ROC Fees- Increase in Authorised Capital 0.00 22.05 0.00 0.00 0.00 0.00
Deduction U/s 80HHC 0.00 0.00 0.00 (44.61) (25.40) (23.59)
Long Term Capital Gain taxed at 0.00 0.00 (13.69) 0.00 0.00 0.00
differential rate
TOTAL PERMANENT DIFFERENCES (0.02) 37.84 26.58 119.38 (41.07) 10.43
Timing Differences:
Deduction U/s 36(1) 0.00 0.00 0.00 0.09 0.00 0.00
Difference between depreciation as per Cos. 266.41 313.63 1,194.24 597.47 634.04 750.41
Act & depreciation as per I.T. Act 1961
Provisions 7491 | (1,016.52) 554.27 1,735.40 | (946.35) 118.07
Amortisation (18.21) 371.13 501.67 256.33 | (353.45) 102.24
Statutory dues U/s 43B (151.04) (103.02) 643.49 | 1,227.80 664.47 443.50
Other Expenses (1,354.28) | (1,356.47) | (1,290.09) | (622.71) (92.32) (885.36)
TOTAL TIMING DIFFERENCES (1,182.21) | (1,791.25) 1,603.58 | 3,194.38 (93.61) 528.86
TOTAL PERMANENT + TIMING (1,182.23) | (1,753.41) 1,630.16 | 3,313.76 | (134.68) 539.29
DIFFERENCES
TAX SAVING THEREON (397.94) (590.20) 596.52 | 1,188.81 (49.49) 192.53
Profit as per Income Tax Returns 15,866.87 | 26,788.47 | 28,909.68 8,331.90 | 3,652.28 1,840.06
Long Term Capital Gain taxed at 0.00 0.00 13.69 0.00 0.00 0.00
differential rate
Taxable Income 15,866.87 | 26,788.47 | 28,923.37 | 8,331.90 | 3,652.28 1,840.06
Tax at Normal Rates 5,340.79 9,017.00 | 10,578.77 | 2,989.07 | 1,342.21 656.90
Tax at Differential Rates on Long Term 0.00 0.00 1.43 0.00 0.00 0.00
Capital Gain
Interest U/s 234 A/B/C 0.00 0.00 261.35 50.98 10.93 3.05
Total Tax Liability as per Return 5,340.79 9,017.00 | 10,841.56 | 3,040.05 | 1,353.14 659.95
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Note: The Provision for Income Tax has been calculated based on Income earned during Nine months period
ended December 31, 2006. However, Tax year end of the Company being March 31, 2007, the final liability for
the Assessment Year 2007-08 will be determined on the Total Income of the Company for the year ended March
31, 2007.
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ANNEXURE X - STATEMENT OF OTHER INCOME OF THE COMPANY

(Rs. in Lakhs)

As at As at 31st March
PARTICULARS 31/12/2006 2006 2005 2004 2003 2002
Profit on sale of Investments - - 13.69 - - -
Commission and fees 8.99 21.68 12.54 6.13 6.39 5.43
Surplus on sale of Assets 8.57 17.31 12.11 9.79 23.74 2.97
Disposal of Scrap / Surplus Materials 1,250.04 | 1,698.22 | 1,057.97 640.75 620.80 511.36
Interest - On Loans to Subsidiary - 5.11 8.92 8.63 - -
- Investments - - - 2.62 15.61 -
- On Call & Term Deposits
from banks & others 1,346.64 | 1,330.00 | 1,748.22 853.12 | 2,211.92 115.39
- Tax Free Bonds2 - - - 0.96 1.05 -
- On Other Advances 22.04 37.41 34.60 57.91 331.78 43.72
- On Income Tax Refund - - 1.53 609.76 33.08 -
Miscellaneous Income 509.86 | 1,147.79 708.25 490.99 346.81 331.19
Provision in previous year no longer
required: 477.06 | 2,859.79 | 2,280.27 | 1,625.75 | 1,959.58 671.31
TOTAL 3,623.20 | 7,117.31 | 5,878.10 | 4,306.41 | 5,550.76 | 1,681.37

140




ANNEXURE XI - STATEMENT OF DIVIDEND PAID
(Rs. in Lakhs)

PARTICULARS As at As at 31st March

31/12/2006 2006 2005 2004 2003 2002

Equity Share Capital 3,687.22 | 3,687.22 | 3,687.22 | 3,687.22 | 3,687.22 | 3,687.22
Less: Forfeited Shares 12.77 12.77 12.77 12.77 12.77 12.77
Balance Equity Share Capital 3,674.45 | 3,674.45 | 3,674.45 | 3,674.45 | 3,674.45 | 3,674.45
No.of Equity Shares (in Lakhs) of
Rs.10 each 368.72 368.72 368.72 368.72 368.72 368.72
Rate of dividend (%)
Interim 0.00% | 30.00% 15.00% 0.00% 0.00% 0.00%
Final 0.00% | 70.00% 85.00% | 20.00% | 20.00% | 12.00%

Amount of dividend on Equity Shares

Interim -1 1,102.34 551.17 - - -
Final - 12,572.12 | 3,123.28 734.89 734.89 440.93
Total dividend Tax paid - 515.35 510.07 96.04 94.16 -
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ANNEXURE XII - STATEMENT OF LOANS (SECURED AND UNSECURED) OF
THE COMPANY

(Rs. in Lakhs)

PARTICULARS

As at

As at 31st March

31/12/2006

2006

2005

2004

2003

2002

SECURED LOANS

15% - 2500000 privately
placed Non-convertible (E-
Series) Debentures of face
value of Rs.100 each to Army
Group Insurance Fund on
1.07.94 redeemable at the end
of 6th, 7th, 8th year in equal
installments, secured by as
charge against certain fixed
assets of the Company

833.33

Loans from Banks (Cash
credits and short term credit
availed from banks & Secured
by hypothecation of
inventories and book debts
(except those pertaining to rail
coaches)

9,928.55

2,488.27

7,554.02

3,148.27

3,129.61

27,254.97

Total (A)

9,928.55

2,488.27

7,554.02

3,148.27

3,129.61

28,088.30

UNSECURED LOANS

a

Fixed Deposits

180.25

219.80

1,933.97

b

Debenture Interest Accrued &
due

5.11

Deferred payment Liabilities

5.69

Total (B)

180.25

219.80

1,944.77

Total (A+B)

9,928.55

2,488.27

7,554.02

3,328.52

3,349.41

30,033.07
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Auditors’ Report to the Restated Consolidated Financial Statements
TO,

THE BOARD OF DIRECTORS
BHARAT EARTH MOVERS LIMITED
BEML SOUDHA

BANGALORE

Re: Follow on Public Offering of Equity Shares by Bharat Earth Movers Limited
Dear Sirs,

We have examined the financial information contained in the statements annexed to this report which is proposed
to be included in the offer document being issued by Bharat Earth Movers Limited (“Company”) in connection
with the Follow on Public Offering of Equity shares in the Company, which has been prepared in accordance
with:

(a) PartII of Schedule II of the Companies Act, 1956 (“the Act”)

(b) The Securities and Exchange Board of India (Disclosure and Investor Protection) Guidelines 2000 (“the
Guidelines”) issued by the Securities and Exchange Board of India (“SEBI”) in pursuance to Section 11
of the Securities and Exchange Board of India Act, 1992 and related clarifications, and

(¢) In accordance with instructions dated 09/02/2007 received from the Company requesting us to carry out
work in connection with the Offer Document to be issued by the Company in connection with its Public
Offering of Equity Shares (referred to as “the Issue”).

We report as under:

A. FINANCIAL INFORMATION FROM AUDITED CONSOLIDATED STATEMENTS

We have examined the attached restated consolidated Balance Sheet of the Company and its subsidiary
Vignyan Industries Limited as at 31% March 2002, 31* March 2003, 31* March 2004, 31* March 2005, 31*
March 2006 and 31* December 2006 (Annexure II) and the restated statements of Profit and Loss Account
for each of the Years/period ended on those dates (Annexure III). (These are together referred to as ‘summary
statements’).

These summary statements have been extracted from the audited financial statements for the Years ended 31%
March 2002, 31%* March 2003, 31* March 2004, 31* March 2005 and 31* March 2006 and the Nine Months
period ended 31% December 2006. These are adopted by the board of directors/members for the respective
period/years.

We did not audit the financial statements of the Company for the years ended 31% March 2002, 31% March
2003, 31 March 2004, 31% March 2005 and 31* March 2006. We also did not audit the financial statements
of the subsidiary for the years ended 31% March 2002, 31% March 2003, 31* March 2004, 31* March 2005,
31% March 2006 and the nine months period ended 31* December 2006. These financial statements have been
audited by previous/other firms of Chartered Accountants and have been accepted by us in so far as it relates
to the amounts included in these consolidated financial statements.

Based on our examination of these statements, we confirm that:

1. The summary statements of the company have been restated with retrospective effect, where applicable,
to reflect the Significant Accounting Policies as adopted by the Company (Annexure I).
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2. The schedules to the statements of consolidated Profit and Loss Account and the consolidated Balance
Sheet are disclosed in Annexure IV.

3. The summary of Notes to the financial statements of the company, as restated, for the years ended 31
March 2002, 31% March 2003, 31* March 2004, 31% March 2005 and 31* March 2006 and the nine
months period ended 31* December 2006 are disclosed in Annexure V.

4. There are no material adjustments relating to previous years which need to be adjusted in summary
statements in the years to which they relate.

5. The qualifications in the Auditors Report relating to the period 31* March 2002 till 31* March 2006 (to
the extent quantifiable as per Para 6.10.2.7(b)(i) of the Guidelines) do not, in our opinion, relate to
incorrect accounting practice or failure to make provisions or other adjustments or to an incorrect
accounting policy.

6. There are no extra-ordinary items which need to be disclosed separately in the summary statements.

B. EINANCIAL INFORMATION FROM OTHER STATEMENTS

We have examined the following consolidated financial information relating to the Company and its
subsidiary, proposed to be included in the Offer Document, as approved by the Board of Directors and
annexed to this report:

i) Statement of restated consolidated Cash flows of the Company and its subsidiary for the years ended 31
March 2002, 31* March 2003, 31* March 2004, 31% March 2005 and 31* March 2006 and the period
ended 31* December 2006 (enclosed as Annexure VI).

ii) Summary of Accounting Ratios based on the adjusted profits relating to earnings per share, net asset
value, return on net worth and return on capital employed (enclosed as Annexure VII).

iii) Capitalisation statement (enclosed as Annexure VIII).

iv) Tax shelter statement (enclosed as Annexure [X).

v) Details of items of other income (enclosed as Annexure X).

vi) Details of dividends paid by the company (enclosed as Annexure XI).

vii) Details of Loans taken by the Company (enclosed as Annexure XII).

In our opinion, the consolidated financial information of the Company and its subsidiary, attached to this report as
mentioned in paragraphs (A) and (B) above, read with respective Significant Accounting Policies after making
suitable groupings and adjustments have been prepared in accordance with Part II of Schedule II of the
Companies Act 1956 and the Guidelines issued by SEBI.

This report is intended solely for use for your information and for inclusion in the Offer Document in connection
with the proposed issue of the Company and is not to be used, referred to or distributed for any other purpose
without our prior written consent.

Yours faithfully,

For RAO ASSOCIATES
CHARTERED ACCOUNTANTS

(G. SUDHINDRA)
PARTNER

Membership No.: 26171
Place: BANGALORE
Date: 29" MARCH 2007
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Annexure I: Consolidated Significant Accounting Policies

1.

Fixed Assets:

Capitalization and Depreciation:

)

ii)

iii)

iv)

The values of Fixed Assets are at cost. Expenditure on Land Development is capitalised. Cost of
leasehold land is amortized over the period of lease on pro-rata basis.

Financing cost relating to borrowed funds or deferred credits is capitalised to the extent such costs are
attributable to the period upto the completion of construction / acquisition of fixed assets for new projects
or substantial expansion.

Expenditure on administration and general overhead attributable to construction or acquisition of fixed
assets are not capitalised, as such expenses, besides being not significant, are not relatable to a specific
asset.

Depreciation is charged on Straight Line Method basis at rates are as per Schedule XIV of the Companies
Act, 1956 (or such higher rates which in the opinion of the management is appropriate), calculated from
the