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NOTICE

Notice is hereby given that the Twentieth Annual
General Meeting of the members of the company will
be held on Thursday the 27th September, 2012 at
3.00 P.M. at Hotel Minerva Grand, Sarojini Devi Road,
Secunderabad to transact the following business.

ORDINARY BUSINESS

1)  To receive, consider and adopt the audited Balance
Sheet as at 31st March, 2012 and the Profit and
Loss account for the year ended on that date
together with the reports of the Director’s and
Auditors thereon.

2)  To declare dividend on the equity shares for the
year ended 31st March, 2012.

3)  To appoint a Director in place of Dr Janardhana
Reddy Vinta who retires by rotation and being
eligible, offers himself for re-appointment.

4)  To appoint a Director in place of Dr. Anji Raju
Manthena who retires by rotation and being
eligible, offers himself for re-appointment.

5)  To appoint Auditors and fix their remuneration.

M/s GMK Associates, Chartered Accountants,
Hyderabad retire at the conclusion of this
Annual General Meeting and are eligible for re-

appointment.
By order of the Board
For Kernex Microsystems (India) Limited
Place : Hyderabad Col. L.V. Raju (Retd)
Date : 28" May, 2012 Managing Director

NOTES
1.

A member entitled to attend and vote at the
meeting, is entitled to appoint a proxy to attend
and vote instead of himself and the proxy need not
be a member of the company. The proxy form
duly completed and signed should be deposited
at the registered office of the company not later
than 48 hours before the commencement of the
meeting.

The Register of members and share transfer Books
of the Company will be closed from September
22, 2012 to September 27, 2012 (Both Days
inclusive). If the Dividend as recommended by
the Board of Directors is approved at the Annual
General Meeting, payment of such dividend will be
made on or after September 27, 2012 to those
members, whose names appear on the Company’s
register of members as on September 27, 2012.

Shareholders holding shares in electronic form are
hereby informed that bank particulars registered
against their respective depository accounts will be
used by the Company for payment of the dividend.
The Company or its Registrar cannot act on any
request received directly from the shareholders
holding shares in electronic form for any change of
bank particulars or bank mandates, such changes
are to be advised only to Depository participant of
the shareholders.

To avoid the incidence of fraudulent encashment
of the warrants, members are requested to intimate
the Registrars and Share Transfer Agents of the
Company under the signature of the Sole/First
joint holder the following information so that the
Bank account number and Name and Address of
the Bank can be printed on dividend warrants, if
and when issued:

Name of sole/First joint holder and folio number
a. Particulars of Bank Account viz.,
b.  Name of the Bank

i) Name of the Branch

i) ~ Complete address of the Bank with pin
code number

ili)  Account type, whether Savings or
Current Account

iv)  Bank Account number allotted by the

Bank
®
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5. Shareholders holding shares in physical form are requested to advise any change of address immediately to
company’s Registrar and Share Transfer Agent, Karvy Computershare Private Limited. Shareholders holding
shares in electronic form must send the advice about change in address to their respective Depository participants
and not to the Company.

6. At the ensuing Annual General Meeting Dr Anji Raju Mnathena, Dr. Janardhana Reddy Vinta shall retire by
rotation and being eligible, offer themselves for re-appointment.

7.  Members seeking any information with regard to accounts are requested to write to the Company at least 10
days in advance of the meeting to enable the management to keep the information ready.

Details of Directors Seeking Appointment/ Reappointment at the 20th Annual General Meeting

Particulars Dr Anji Raju Manthena Dr. Janardhana Reddy Vinta
Date of Birth October 13, 1944 August 10, 1946

Date of Appointment May 20, 2005 September 20, 2008
Qualifications M.S. (General Surgery) from Andhra | MBBS and MD (USA)

University and M.D. (USA)

Expertise in specific Functional area | He has been practicing for the last | He has 38 years experience as
35 years in the Space centre, NASA | Physician working in USA. He
region of Houston, Texas and hasbeen | is a member of Texas Medical
actively involved in software related | Association, USA.

activities in Corporate hospitals.

He worked as executive vice
He has served as a member of various | president TANA. and convener for
committees in Clear Lake Regional | 7" TANA conference.

Medical centre as well as managing
partner of Anaesthesia Associates and
president professional corporation

Directorship held in other public Nil Nil
companies (excluding foreign

companies)

Memberships / Chairmanships of Nil Nil

committees of other Public companies
(includes only Audit and Shareholders/
Investors Grievance Committee)

Number of shares held in the company 81,578 1,98,655
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DIRECTORS’ REPORT

To
The Members,
Kernex Microsystems (India) Ltd.

Your Directors present herewith, the Twentieth Annual
Report together with the audited accounts of the
company for the year ending 31 March 2012.

Financial Results Rs in Lakhs
2011-2012| 2010-2011
Sales and Other Income 4598.42 4577.12
Profit before interest and| 1135.26 1124.22
depreciation
Interest 369.68 311.25
Depreciation 80.54 105.24
Profit before Tax 685.08 707.73
Provision for Taxation 238.11 249.90
Profit after Tax 446.97 457.83
Add: Balance brought 1610.37 1298.30
forward from
previous year

Profit available for 2203.09 1756.12
appropriation
Earnings Per Share (Rs.)

- Basic 3.58 3.66

- Diluted 3.58 3.66
Appropriations:
Transfer to General - -
Reserve
Proposed Dividend 125.00 125.00
Income Tax on proposed 20.28 20.76
Dividend
Utilised on Issue of Bonus - -
Shares
Balance carried to the 1912.07 1610.37
Balance sheet

Dividend

Your Directors are pleased to recommend a dividend of
10 % on the paid up capital of the company for the
financial year 2011-2012. The dividend if approved at
the ensuing Annual General Body Meeting, will be paid
to those share holders, whose names appear on the
register of members of the company as on September
27th , 2012 as per the rules applicable at that time.

The Company’s Business and Operational Results

1. Your company has exclusive license for
Manufacturing, Installing and Commissioning of
the Networked ACD System “Raksha Kavach”,
the IP Rights of which are held by Konkan Railway
Corporation, CBD Belapur, Navi Mumbai, with
whom Kernex has Agreements and MOU.

2. After being commissioned in April 2007, ACD
System is deployed over 2480 KMS, that is
approx. 1750 KMS in NF Railway and 730 KMS
in Konkan Route. Presently the system deployed
in NF Railway is being provided Operational and
Annual maintenance services by your company.

3. As regards the deployment of ACD System in
the rest of Indian Railways, Railways have tested
the product and suggested a few changes. These
changes and improvements are being implemented
in NF Railway as Version 1.1.1 while advanced
Version 2.0 is also ready for final trials.

4.  Railways are awaiting further study and validation
before it is deployed in the rest of the country.
IR wants to remove unnecessary breakings and
improve maintainability and operability. At
present, the advanced version of ACD subject to
evaluation and validation awaits release of orders
over 8 Railway zones.

5. CMC operations for the year 2011-2012 have
been successfully carried out in NF Railways. Over
300 installations which were affected due to theft
and vandalism have been restored at a cost of over
Rs.6.00 crores to make the system fully functional.

6. As part of CMC, over 1000 ACDs were repaired
and recycled into the system and thereby ACD
safety system was maintained uninterrupted.

7. Your company’s R&D work is reaching its potential
with the development of Lx Gates for Egyptian
Railway Project, development of new version ACD
System 2.0 and improved version of Multi-section
Digital Counters.

8. In Software division we have successfully closed
version 1.0 and developed a special version for NF
Railway Ver 1.1.1. and an improved version 2.0

which is under evaluation.
®
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Cross Approvals, New Designs and Indigenization

Your company was involved in the designs of Lx Gates with
Safety Integrity level Ill for Egyptian National Railways.
This has since been approved by Cairo University
Consultants and ENR (Egyptian Railways) authorities,
The Altpro Multi-section Digital Axle Counters, which
have a major market in India, have been gone through
trials in Hosur near Bangalore and Piparsand near
Lucknow and have performed well. Certain clarifications
have been sought by RDSO which work is in progress.
The cross approvals are expected shortly.

International Operations and Exports

Your company has completed development, manufacture,
testing and factory acceptance tests of all 136 Lx Gates.
All the Gates have also been shipped to Egypt. It is to
the credit of our Engineers that an Indian product with
SIL 3 standard has been accepted by Egypt. It is likely
that Egypt may increase the number of Gates to be
supplied by Kernex either by procurement by ENR or
subcontracts from other contracting MNC'’s for Egyptian
Railways. We may also bid for a share of the orders.

Your Company has been rigorously scanning for
international markets in Malaysia, Thailand, Indonesia
and Vietnam, Cambodia, Loas and Srilanka for Lx Gates
market and also Multi-section Axle Counter. It has also
participated in Interim tenders in some of these countries.

New areas of business in India

Your company will be participating in all related Railways
tenders like TPWS or as component suppliers or
Installation & Commissioning agency. Your company is
also examining the scope for developing components for
Defence needs and also for RDSO, like TCAS 3.10 etc.

Domestic Market

Depending upon the progress of ACD trials and
acceptance, new zones like South East, East Coast,
Eastern and East Central zone and three zones in the
South may be authorized to deploy ACD System during
2012-2013.

Multi-section Digital Axle Counter, if approved, by
Railways could provide a growing market for the
Company.

The company has since completed development of
Version 2.1 ACD System with software and also Lx
Gates, Multi-section Digital Axle Counter System, ACD
Survey software and ACD Reporting System software

except for a few changes or upgradation, if required by
clients.

Research & Development

You are aware that your Company’s strengths are strong
R&D, professionalism as well as opportunities in related
technologies which are in demand.

Progress achieved on the IPO and Company
Expansion Projects

As part of IPO related company’s expansion projects,
establishment of new manufacturing centre for ACDs,
ADDs and Advanced Signal System has been completed,
and acquisition for Intelligent Transport Technology
Centre, planned R&D Projects has been completed.
Balance work on Intelligent Transportation Technology
is in progress. International marketing office and project
offices have since been set up to the extent required and
rest will be taken up as and when required.

Overseas 100% Owned Subsidiary

Your Company has one Wholly Owned Subsidiary in
USA as on 31st March 2012. The members may refer
to the statement under section 212 of the Companies
Act, 1956 for further information on this subsidiary.
The Balance Sheet of the said Company is also
attached herewith as required under Section 212 of the
Companies Act, 1956.

Directors’ Responsibility Statement:

As required under Section 217 (2AA) of the Companies
Act, 1956 it is hereby stated that:

a) In the preparation of the Annual Accounts for
the year ended March 31, 2012 the applicable
Accounting Standards had been followed along
with proper explanation relating to material
departures

b)  Thedirectors had selected such Accounting Policies
and applied them consistently and made judgments
and estimates that are reasonable and prudent so
as to give a true and fair view of the state of affairs
of the company at the end of the financial year and
of the profit or loss of the company for that period.

c¢)  The directors had taken proper and sufficient
care for the maintenance of adequate accounting
records in accordance with the provisions of this
Act for safeguarding the assets of the Company
and for preventing and detecting fraud and other
irregularities; and

©
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d)  The directors had prepared the annual accounts on
a going concern basis.

Audit Committee of Board:

With the resignation of the Independent Non Executive
Chairman of the Audit Committee, the Audit Committee
of the company now comprises two independent
Directors and will be suitably strengthened. The
Chairman of the Audit Committee was present at the
previous Annual General Meeting.

Corporate Governance Report and Management
Discussions and Analysis Report:

Separate reports on Corporate Governance along
with Auditors’ Certificate on its compliance as well as
Management Discussion and Analysis Report forming
part of this report is annexed.

Fixed Deposits:

The company has not accepted any deposits from the
public and therefore, the provisions of section 58A of
the Companies Act, 1956 are not applicable.

Conservation of Energy, Technology Absorption,
etc.:

The particulars prescribed under 217 (1) (e) of the
Companies Act, 1956 read with the Companies
(Disclosure of particulars in the Report of Board
of Directors) Rules 1988, in respect of technology
absorption, foreign exchange earnings and outgo are set
out in the annexure forming part of this report.

Employee Relations:

Relations between the employees and the management
continued to be cordial during the year.

Particulars of Employees:

None of the employees are covered under section
217(2A) of the Companies Act, 1956 read with the
Companies (particulars of employees) Rules, 1975.

Directors:

Dr Anji Raju and Dr Janardhana Reddy Vinta, Directors
retire by rotation and being eligible, offer themselves
for reappointment. Sarvashri S.V.Subba Raju and R
Sankaran non executive Directors have resigned from the
Board on health grounds and Sri Kishore Gottimukkala
has resigned from the Board for personal reasons. Your
Board records its appreciation of the valuable services

rendered by Sarvashri S.V.Subba Raju, R Sankaran and
Kishore Gottimukkala during their tenure as Directors.

Auditors:

M/s. GMK Associates, Chartered Accountants,
Hyderabad, the Statutory Auditors of the Company
retire at the conclusion of this Annual General Meeting
and are eligible for re-appointment.

Acknowledgements:

The Directors take this opportunity to thank all investors,
business partners, clients, and technology partners,
Company’s Bankers, State Bank of Hyderabad,
Punjab National Bank, Central and State Government
Authorities for their continued support during the year.
Your Directors would like to place on record their
appreciation of the contribution made by employees at
all levels for their commendable team work, dedicated
and whole hearted efforts made during the year.

For Kernex Microsystems (India) Limited

M Gopalakrishna
IAS (Retd.)
Chairman

Place : Hyderabad
Date : 28" May, 2012
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ANNEXURE TO THE DIRECTORS’ REPORT
Particulars pursuant to Companies (Disclosure of Particulars in the report of Board of Directors) Rules, 1988

A.

Conservation of Energy:

The activities of the company do not result in significant consumption of energy. However the company takes
all the necessary steps to conserve energy at the offices and work places on an ongoing basis.

Technology absorption Adaptation and Innovation:

There is no imported technology involved in the operation of the company. The company continues to focus its
attention towards the rapid technological changes in the fields of its activity and train the man power continuously
to improve the productivity. The technologies being used are indigenous and the company has evolved a training
methodology to measure the extent of adaptation by its personnel and training needs are identified accordingly.

The Company is further, in the process of establishing special R&D projects like Up-gradation of Anti-Collision
Devices to international standards and implementation of SPAD features in ACD system, Developing of Multi
Section Digital Axle Counter and Railway Diagnostic System for Hot bearings, Vibrations and Wobbling of
wheels etc. will become import substitutes at economical prices suitable to Indian Railways and other railways
working in developing countries.

Foreign exchange earnings and out go: (Rs. In lacs)

Foreign Exchange Earned for 2011-2012 1514.68
Foreign Exchange Used for 2011-2012 189.26

For and behalf of the Board
For Kernex Microsystems (India) Limited

Place : Hyderabad M Gopalakrishna IAS (Retd.)
Date : 28" May, 2012 Chairman
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MANAGEMENT DISCUSSION AND
ANALYSIS

Indian Economy is estimated to register a GDP growth
rate of only 6.5% in 2011-2012 due to the slow down in
the growth of economy and particularly in the industrial
sector. The Economic slow down can be attributed to
both domestic and global factors like demand recession
in the US and European community and unemployment
in industrialized countries, hardening of oil prices and
lower inflow of foreign investments. Domestic factors
include growing revenue and fiscal deficits, high subsidies
demand recession, lower ICOR, tightening of monetary
policy, high interest rates, lack of liquidity and reduced
Government expenditure.

Indian Exports were at 217.7 billion US$ while value of
imports were higher at 350.9 US Billion dollars leading
to a current account deficit. Rise in crude oil prices, gold,
& silver and other projects related imports contributed to
the steep depreciation in the value of the rupee resulting
in financial volatility in the market.

With the commencement of the 12th Five year plan and
Government policy measures the Indian Economy is
expected to pick up and register better growth in 2012-
2013 and thereafter.

Windows of Opportunities for Kernex

Railway Freight revenues has shown an increase of
15% to Rs.1,33,000 crores while defence budget at
Rs.1,93,000 crores and R&D expenditure at Rs.10,640
crores by DRDO may open up more avenues and
opportunities for growth in the future. Railways have
announced a number of projects for the decade up to
2020. Indian Defence Ministry has announced the
special plough back arrangements in an off-set policy
that calls for 30% reinvestment of the cost of imported
projects beyond Rs.300 crores value in India. This opens
a big window of opportunity, for your Company.

TCAS and TPWS Development

Corporate safety plan of 2003-2013 was prepared by
the Indian Railways in August 2003 and presented to
Parliament. The plan envisages reduction in the number
of incidents and accidents attributable to human and
equipment failures and preventable fatal accidents to
an acceptable level. Some of the projects of the safety
plan are Train Protection Warning System, TMS, Train
Collision Avoidance System (TCAS), MTRC, Digital
Axle Counter, Electronic Interlocking Systems, Data

Loggers and Sensor activated Manned Gates, etc. In the
next decade plan (2010-2020), TCAS and TPWS are
important projects being taken up for development.

Defence Production Plans in India

India has embarked on indigenous production of both
offensive and defensive weapon systems with a view to
achieving self sufficiency. This year’s budget for R&D
is over Rs.10,500 crores and production is expected
to be over Rs.23,000 crores. There is a big window of
opportunity for producing assemblies, sub-assemblies
and components required by Indian Defence Industry
and Armed forces for DRDO, DRDL, RCI, HAL and
BDL. Your Company is on the look out for suitable
opportunites.

Period 2011-2012

During the Railway Budget speech in February 2012,
the Minister of Railways has emphasized the importance
of Railway Safety and deployment of new equipment for
controlling the accidents.

In 2011-2012, your Company was engaged in closing
old version of ACD S/W 1.0, development of ACD 2.0
version, both hardware and software, and development of
special Version 1.1.1 for improving the performance of
ACD System in NF Railways. Your company during this
period has restored the ACD system over 178 locations
in NF Railways, where components were vandalized and
in 287 additional sites where Solar Fencing has been
provided. All installations have been restored with new
Batteries and Solar Panels where required. This has
helped restore the system, improve its performance and
give safety coverage over 1800 KMS. However, ACD
Version 2.0 development has been kept on hold by
Konkan Railway Corporation, awaiting instructions from
Railway Board.

Your company has completed development of Lx
Gates for Egyptian National Railways with all changes
suggested by CAIRO University the ENR Consultants,
upgraded the equipment, completed manufacturing of
balance 96 Lx Gates and shipped them to Egypt. Your
company has installed 13 [Lx Gates up to 31 March 2012
and with the experience gained expects to complete 15
to 20 Gates every month in the next one year subject to
ground realities in Egypt.

Your company is exploring the possibility to supply
advanced and modified set models of Lx Gates to
Australia, Srilanka, Thailand, Indonesia, Vietnam, Libya,

Sudan and other African countries.
©
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Multi-section Digital Axle Counter trials are in final stage
except for a few clarifications needed by RDSO.

Opportunities, Threats, Risks and Concerns
Opportunities

Your company continues to focus on R&D, acquiring
of latest technologies which are in demand in India
and delivering high tech and quality solutions with
considerable value addition.

Indian Railways are keen to improve the safety of rail
movements and also increase the through put/capacity.
Indian Railways are planning to introduce ETCS2 and
GSM-R communication networks and some high speed
trains that can run up to 160 KMS. Safety, speed,
reliability, operability, maintainability and increased
capacity are the main considerations. For this purpose,
improved ACD System, ETCS2, Electronic Interlocking
system, Multi-section and Single Digital Axle Counters
and Data loggers, Hot Box and Vibration Detecting
Systems and also track status monitoring system will be
necessary. In addition, Indian Railways may adopt SIL 3
to SIL 4 Sensor Activated Warning Systems at Gates to
avoid collisions and accidents.

We visualize opportunities in the Railway sector all over
the world for simple, reliable, high tech, high safety level
equipment like Electronic Gates in countries like Turkey,
Greece, Iran, Central and South Africa, Malaysia,
Thailand, South East Asia, Australia and New Zealand.

With the Company’s infrastructure and accretion of
technology and talented manpower, it may be possible to
diversify into Defence related R&D work, manufacture,
validation and verification needed for large projects, etc.
Kernex may also be able to undertake some outsourced
jobs for manufacture of Electronic components, assembly
work etc.

Threats

For every Indian technology, that is developed there is a
threat of latest or advanced or superior technology from
MNCs. Further, the frequent changes of Govt. policies
and priorities in the Indian railways have had adverse
impacts on our finances, however, technology with
continuous up gradations can keep develop indigenous
products suited to our needs. In the emerging situation
and growing competition, Kernex need to embark on
relevant, fairly long term growth oriented predictable,
sustainable, risk reducible and profitable areas of
business.

Risks and Concerns

Kernex faces the risk of competition, need for mastery
of new technologies, falling prices, loss of key personnel
and financial constraints etc. In order to take on the
risks, Kernex need to build resilience, with qualified
& experienced manpower, plan for leadership and
succession pipeline, infrastructure and reserve of funds.
Company may have to focus on five to six related
relevant products with long term prospects. It will have
to constantly upgrade the technology developed and
continuously introduce new technologies and products
based on market demand. Kernex needs to commission
a comprehensive strategic study for future growth
prospects interalia, covering new technologies, scope
for partnership, alliance and linkages and financial plan
to improve internal resources.

Analysis of Financial performance of the Company

During the financial year under review, the revenues
were generated from Egyptian National Railway Project,
Software Development and CMC Contract of NF Railway
and the ACD System restoration work undertaken for
NF Railway through Konkan Railways.

However, non-release of ACD project work by Indian
Railways and impediments to full scale work of Lx
Gates due to disturbances in Egypt and withholding of
payments done by the Company on ACD 2.0 software
work costing over Rs.16.77 crores has adversely affected
our growth.

Income from the above activities was Rs.45.00 crores
for the FY 2011-2012, out of which over 60% has come
from ENR Project.

After review of its performance, the Company has
identified its priority jobs as follows

a) ENR Project: Progress has to be accelerated to
install 15 to 20 Gates per month for completion of
project and collection of bills in time.

b)  Hold on Development of ACD Version 2.0 to
be lifted: This is being followed up with KRCL so
that work can commence and balance development
work completed and handed over to KRCL and to
the payments due from them realized.

c) Delay in realization of payments due from
KRCL on account of CMC and Restoration
work in NF Railway: This is being pursued
vigorously with NF Railways and KRCL as they are
obliged to release payments according to schedule.
Billing and follow up is being streamlined.

®
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d) Utilisation of infrastructure or H/W
Technology Park: Kernex has not been able to
utilize the facilities set up due to delay in placement
of orders for ACDs. Company is exploring
the scope to lease out some space pending our
own utilisation and also take up outsourced
manufacturing works.

e)  Acquisition of new technologies and access
to markets: It requires engagement of competent
consultants and preparation of feasibility and
detailed project reports to take informed and
correct decisions. The Board is seized of this
matter.

f) Need for Additional capital: Additional capital
will be required to handle large R&D projects and
for manufacturing activities — New projects that are
approved by the shareholders would also require
infusion of fresh capital. This will be dependent on
proper evaluation, expert studies and appropriate
decisions.

g) Strengthening of marketing team: There is
need to strengthen the financial and marketing
wings with experienced full time senior persons
who have good contacts with DRDO and Railways,
Aero and Space industry and networking skills.
Opening of Marketing office in New Delhi for
could help in understanding the scope for entry
into Defence off-set projects and official liaison.

h)  There is need to strengthen the leadership and
succession pipeline in the Company and attract
suitable talent in new areas of R&D work and
manufacturing area as per flow of orders.

Internal Control Systems and their adequacy

The company has in place systems of internal control
commensurate with its size and the nature of its
operations. These have been designed to provide
reasonable assurance to record and provide reliable
financial and operational information, compliance
with applicable statutes, safeguarding of assets from
unauthorized use or losses, executing transactions
with proper authorization and ensuring compliance of
corporate policies. The control systems are regularly
under review.

The internal Audit process is designed to review the
adequacy of internal control checks in the systems and
covers all significant areas of the Company’s operations
such as Software and Hardware delivery, production,
accounting and finance, procurement, employee
engagement, travel, insurance and processes in the
company. Safeguarding of assets and their protection

against unauthorized use are also a part of these
exercises.

The company has an Audit Committee, the details of
which have been provided in the Corporate Governance
Report. The Audit Committee reviews Audit Reports
submitted by the Internal Auditors. Suggestions for
the systemic improvements are considered and the
Audit Committee follows up on the implementation
of corrective action. The Committee also meets the
Company’s statutory auditors and Internal Auditors
to ascertain, interalia, their views on the adequacy of
internal control systems in the Company and keeps the
Board of Directors informed of its major observations
from time to time.

Material developments in HR/Industrial relations
front including number of people employed

The total number of employees as on March 2012 is
290 as against 329 of March 31, 2011. During the year,
there was no new addition of employees (previous year
128).

The company has a good work environment that
encourages innovation and meritocracy with a vibrant
work ethic that provides its employees with an opportunity
to work on new technologies, and enables to leverage
talents. As an organization which has to constantly
upgrade itself, it has been building competence through
training, cross training and skill up gradation.

Employee Relations

The Company enjoys cordial employee relations and
there were no significant labour issues outstanding or
remaining un-resolved during the year. The Board of
Directors and the management wish to place on record
their appreciation of the efforts put in by all employees
of the Company.

Cautionary Statement

Statements in the Management’s Discussion and
Analysis Report, which seek to describe the Company’s
objectives, projections, estimates, expectations or
predictions may be considered to be “forward looking
statements” and are stated as required by applicable laws
and regulations. Actual results could differ from those
expressed or implied. Many factors including global
and domestic demand-supply conditions, prices, raw
materials availability, technological changes, changes
in Government Regulations and policies, tax laws and
other statutes may affect the actual results, which can be
different from what the Directors envisage in terms of
future performance and outlook.
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CORPORATE GOVERNANCE REPORT
(As required under Clause 49 of the Listing Agreements entered into with Stock Exchanges)

1. Company’s philosophy on Code of Governance.

The Company believes that good corporate governance practices enable the management to direct and control

the af
all its

fairs of the Company in an efficient manner and to achieve the Company’s goal of maximizing value for
stake holders.

The board considers itself as a trustee of its shareholders and acknowledges its responsibilities to the Shareholders
for creation and safeguarding shareholders wealth, while upholding the core values of transparency, integrity,
honesty and accountability.

The Company’s Code of Conduct serves as a guide to the employees on the values, ethics and business principles
expected of them.

2. Board of Directors:

i)

iii)

The Company has a Non-Executive as Chairman. As Sri S.V.Subba Raju has resigned on health grounds,
an Independent Director is elected as Chairman at each Board meeting. The Board of Directors of the
Company consists of experienced persons with professional expertise. The Board comprises of two
Executive Directors and seven Non-executive Directors, of whom three are Independent Directors as on
March 31, 2012. Accordingly, the Composition of the Board is in conformity with Clause 49 of the listing
agreement entered with Stock Exchanges.

None of the Directors on the Board is a member on more than 10 committees or Chairman of more than
5 committees as specified in clause 49, across all the Companies in which he is a Director. Necessary
disclosures regarding Committee positions have been made by the Directors.

The names and categories of the Directors on the Board, their attendance at Board meetings held during
the year and the number of Directorships and Committee memberships held by them in other companies
is given below. Other directorships do not include alternate directorships, directorships of private limited
Companies and companies incorporated outside India. Chairmanship/membership of Board committees
includes membership of Audit and Shareholders/Investor Grievance Committee.

No. of Board Meetings | Whether Attended | No. of Directorships in | No. of committee positions
Name Category during the year 2011-12 |  AGM held on | other public companies | held in other public companies

Held Attended 26.09.11 Chairman | Member |  Chairman Member

Sti. S.V. Subba Raju, | Independent Non-Executive 7 4 Yes

Chairman

Col. L V Raju (Retd.) | Functional Executive Director 7 7 Yes

Sti. B Murali Mohan | Functional Executive Director 7 6 Yes

Dr. M Anji Raju Non-Independent Non-Executive 7 1 No - -

Sti. R Sankaran Independent Non-Executive 7 7 Yes - 3

Sti. S Nandakumar | Independent Non-Executive 7 6 Yes

Dr. Jyoti Raju Non-Independent Non-Executive | 7 0 No - - - -

Sri. M.Gopalakrishna, | Independent Non-Executive 7 7 Yes - 6 2 2

1AS (Retd),

Sti Kishore B Non-Independent Non-Executive 7 1 No

Gottimukkala

Dr Raju Narasa Non-Independent Non-Executive | 7 1 No

Mantena

Dr Janaradhana Non-Independent Non-Executive 7 1 No

Reddy Vinta

®
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iv)
v)
Vi)

vii)

7 Board Meetings were held during the year ended March 31, 2012 and the gap between any two
meetings did not exceed four months. The dates on which the Board Meetings were held are as follows.
April 8, 2011, May 11, 2011, August 13, 2011, September 24, 2011, November 8, 2011, February 9,
2012 and March 28, 2012

None of the Non-Executive Directors have any material pecuniary relationship or transaction with the
Company.

Necessary information as mentioned in Annexure 1A to clause 49 of the listing agreement has been
placed before the Board for their consideration.

Audit Committee:

1.

The Audit Committee of the Company during the year under review consisted of three Directors, all of
whom are Independent Directors and the Chairman is a Fellow member of the Institute of Chartered
Accountants of India and the member of the Institute of Internal Auditors, UK. All the members of the
committee are financially literate. Accordingly, the composition of the Audit committee is in conformity
with clause 49 of the listing Agreement entered with stock exchanges.

The terms of reference of the Audit Committee are broadly as under:

A.  Overview of the company’s financial reporting process and the disclosure of its financial information
to ensure that the financial statement reflects a true and fair position and that sufficient and credible
information is disclosed.

B. Recommending the appointment and removal of the statutory auditors, fixation of audit fees and also
approval for payment for any other services.

C. Discussion with external auditors before the audit commences, of the nature and scope of audit as
well as post audit discussion to ascertain any area of concern.

D. Reviewing, with the management, the annual financial statements before submission to the board,
focusing primarily on :

a). Matters required to be included in the Director’s Responsibility statement to be incorporated in
terms of Section 217(2AA) of the Companies Act, 1956

b)  Any changes in accounting policies and practices

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

d)  Significant adjustments arising out of audit;

e)  Compliance with listing and other legal requirements relating to financial statements
f) Disclosure of any related party transactions

g)  Qualifications in the draft audit report.
h)  Compliance with accounting standards;
i) Management discussion and analysis of financial condition and result of operations
E. Reviewing the Quarterly Financial Results before submitting the same for the Board’s approval

F.  Reviewing, with the management, the performance of external and internal auditors and adequacy
of the internal control systems.

G. Reviewing the adequacy of internal audit function and frequency of internal audit.

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

L Carrying out any other function as is mentioned in the terms of reference of the Audit Committee.

®
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iii.

vi.

The Audit Committee Meetings are usually held at the Registered office of the Company and are usually
attended by the Managing Director, Finance head, Statutory Auditors and representatives of the internal
auditors.,

The last Annual General Meeting of the Company was held on September 26, 2011 and the Chairman
of the Audit Committee has attended the AGM.

The composition of the Audit Committee as on March 31, 2012 and particulars of meetings attended by
the members are as follows:

No. of Meetings during the
Name Category year 2011-12
Held Attended
Sri. R Sankaran, Chairman Independent Non-Executive 5 5
*Sri S V Subba Raju Independent Non-Executive 5 3
Sri. M. Gopalakrishna, IAS (Retd), Independent Non-Executive 5 5
**Sri S Nandakumar Independent Non-Executive 5 1

* Sri S.V Subba Raju resigned from the committee on 11.10.2011

** Sri S Nandakumar was inducted as member on 08.11.2011

Five Audit Committee Meetings were held during the year ended March 31, 2012 i.e. April 8, 2011, May
10, 2011, August 12, 2011, November 8, 2011, and February 8, 2012.

The necessary quorum was present at all meetings.

Remuneration Committee:

1.
2.

A)

The Remuneration Committee of the Company consists of two directors, who are independent directors.
The broad terms of reference of the Remuneration Committee are :

a.  To review the remuneration and commission / other incentives payable to the Managing and other
executive Directors for each financial year.

b.  Such other matters as the Board may from time to time request the Remuneration Committee to
examine and recommend/approve.

Name Category
Sri. S. Nandakumar Independent Non-Executive
Sri. M. Gopalakrishna, IAS (Retd) Independent Non-Executive

No Meetings of Remuneration Committee were held during the year under review
The Company does not have any Employee Stock Option Scheme.
Remuneration Policy:

The Company’s remuneration policy is driven by the success and performance of the individual employees.
The Company follows a compensation policy of fixed pay, allowances & perquisites. Performance of the
individuals is measured through the annual appraisal process.

Details of Remuneration and other terms of appointment of Directors: for 2011-2012

Managing / Whole-time Directors:

The company pays remuneration by way of salary, perquisites and allowance (Fixed component) to its
Managing Director / Whole time Directors. They, apart from the fixed component, are also eligible for
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commission as may be determined by Board of directors of the company at the end of each financial year,
subject to the overall ceiling limits, stipulated under Section 198 and 309 of the company Act 1956.
Annual increments are decided by the remuneration committee within the salary scale approved by the
members and are effective April 1, each year.

Compensation paid to Managing Director and Whole time Director during the financial year 2011-12 is

follows.
. . REMUNERATION (Rs.Lacs)
Name Designation Salary & Benefits | Commission Total
Col. L. V. Raju (Retd.) Managing Director 42.00 0.00 42.00
Mr. B. Murali Mohan Whole time Director 36.00 0.00 36.00

Besides above, the Managing and Whole time Director of the Company are also entitled to Company’s
contribution to provident Fund and Superannuation Fund or Annuity Fund to the extent, not taxable under
the Income Tax Act 1961, Gratuity and encashment of earned leave, as per the rules of the Company.
The terms of appointment of Managing Director is for a period of 5 years from his date of appointment.

B. Non- Executive Directors:

The Non-Executive Directors are paid sitting fee at the rate of Rs.10000/-For each meeting of the Board
and Rs. 10000/-for attending each of committee meetings. The Company also reimburses the out of
pocket expenses incurred by the Directors for attending meetings.

Sitting fee paid to non executive Directors during Financial Year 2011-12, is as follows.

Sitting fee

Name (AmountQ in Rs.)
Sri. S V Subba Raju 70,000
Sri R Sankaran 1,20,000
Sri S Nandakumar 70,000
Dr. M Anji Raju 10,000
Dr. Jyoti Raju -
Sri. M. Gopalakrishna, IAS (Retd) 1,20,000
Sri Kishore B Gottimukkala 10,000
Dr Raju Narasa Mantena 10,000
Dr Janaradhana Reddy Vinta 10,000

Share holding of the Directors in the Company as on March 31, 2012.

Name No. of Share of
Rs.10/- each

Col. L V Raju (Retd.) 2,25,863
Sri. B Murali Mohan 3,63,071
Dr. M Anji Raju 81,578
Dr. Jyoti Raju 1,73,329
Dr Raju Narasa Mantena 8,54,633
Dr Janardhana Reddy Vinta 1,98,655

Shareholders/Investors Grievance Committee:

The Shareholders/Investors Grievance Committee of Company consists of two

independent Directors.

directors, who are

®
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iii.

The Composition of the shareholder/ investors Grievance Committee is given below.

Name Category
Sri. S .Nandakumar Independent Non-Executive
Sri. M. Gopalakrishna, IAS (Retd) Independent Non-Executive

S Jasminder Singh, Company Secretary is the Compliance Officer.

Details of complaints received and redressed:

Opening Balance Received during the Resolved during the Closing Balance
period 01.04.2011 to period 01.04.2011
31.03.2012 to 31.03.2012
Nil 13 13 Nil

General Body Meetings:

i)

Details of Last three Annual general Meeting are as follows.
Day, Date and Time of the

Year Meeting Meeti Venue
eeting
2010-11 19" AGM |Monday, September 26, 2011 Hotel Minerva Grand,
at 3.00 PM Sarojini Devi Road,
Secunderabad- 500 003
2009-10 18" AGM | Friday, September 24, 2010 Hotel Minerva Grand,
at 2.30 PM Sarojini Devi Road,

Secunderabad- 500 003

2008-09 17" AGM | Tuesday, September 15, 2009 Hotel Minerva Grand,
at 2.30 PM Sarojini Devi Road,
Secunderabad- 500 003

During the last three Annual General Meetings of the Company, the members have passed the following
Special resolutions.

19t AGM Nil
18" AGM Nil
17 AGM 1. Appointment of sole selling agents for Egypt

All the above resolutions were passed with requisite majority

Disclosures:

i.

iii.

There are no materially significant related party transactions of the Company with Promoters, Directors
or the Management or their relatives or the Subsidiary Company which have potential conflict with
the interest of Company at large. Transactions with related parties as per requirements of Accounting
Standards — (AS-18) - “Related Party Disclosures” issued by the Institute of Chartered Accountants of India
are disclosed in Note 12 of Schedule: S to the accounts in the Annual Report.

There were no cases of non-compliance by the Company, penalties, strictures imposed on the Company
by stock exchanges or SEBI or any statutory authority, on any matter related to capital markets, during the
year ended March 31, 2012.

The Company is in compliance with all the mandatory requirements and has fulfilled the non-mandatory
requirements as prescribed in Annexure I D to Clause 49 of the Listing Agreement with Stock Exchanges
to the extent of setting up a remuneration committee. Please see the para on Remuneration Committee
for details.
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iv)

Vi.

vii.

viii.

Code of conduct: The Code of conduct as adopted by the Board of Directors is applicable to all directors,
senior management and employees at above officers’ level. The prime purpose of the code is to create an
environment wherein all the Board Members and Senior Management of the Company maintain ethical
standards and to ensure compliance to the laid down ethical standards. The code is available on the
Company’s website: www.kernex.in

Declaration as required under Clause 49 of the Listing Agreement:

All the directors and senior management of the Company have affirmed compliance with the Company’s
code of conduct for the financial year ended March 31, 2012

28" May, 2012 Col. L.V. Raju (Retd)
Hyderabad, Managing Director

Compliance: At every Board Meeting, a Statement of Compliance with all Laws and Regulations as
certified by the Managing Director is placed for review by the Board. The Board reviews the compliance
of all the applicable laws and gives appropriate directions wherever necessary.

Risk Management: The Board regularly discusses the significant business risks identified by the
management and the mitigation process being taken up.

Public issue proceeds: The utilization of Public issue proceeds are regularly placed before the Audit
committee for review.

CEO/ CFO certificates: The Managing Director have given a Certificate as contemplated in Clause 49
of the listing agreement.

Secretarial Audit: A practicing Company Secretary carried out a secretarial audit to reconcile the total
admitted capital with National Securities Depository Limited (NSDL) and Central Depository services
(India) Limited (CDSL) and the total issued and listed capital. The audit confirms that the total issued /
paid-up capital of the Company is in agreement with the total number of shares in physical form and the
total number of dematerialized shares held with NSDL and CDSL.

Means of Communication:

The quarterly, half-yearly and annual results of the Company are published in leading newspapers in India which
include, the Financial Express, Prajashakti and Andhrabhoomi. The results are also displayed on the Company’s
website www.kernex.in. Official press releases made by the Company from time to time are also displayed on
the website. The Management’s Discussion and Analysis is a part of the Company’s annual report.

General Shareholders information:

i)

iii)

Annual General Meeting

Date : 27" September 2012
Time : 3.00P.M
Venue : Hotel Minerva Grand,

Sarojini Devi Road,
Secunderabad — 500 003

Financial Calendar

Year ending : March 31%, 2012
AGM : September 27%, 2012
Date of Book Closure : September 22, 2012 to September 271, 2012

(Both days inclusive)

@
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iv)

v)

vi)

vii)

viii)

Listing on Stock Exchange

Stock Code / Symbol

Bombay Stock Exchange Limited
(Physical & Demat)

The National Stock Exchange of India Limited

International Securities Identification
Number (ISIN) allotted to the
Company’s Shares

Bombay Stock Exchange Limited
The National Stock Exchange of India Limited

532686

INE202H01019.

Kernex

Market Price Data: High, Low (Based on the closing prices) and number of shares traded during each
month in the last financial year on the National Stock Exchange of India Limited and the Stock Exchange,

Mumbai:
Bombay Stock Exchange Limited National Stock Exchange Limited
Month High (Rs.) | Low (Rs.) S'flzzaelslﬁl"?édoef d High (Rs.) | Low (Rs.) SEZ:E;ISNT?A(;); d

Apr-11 99.85 78.05 475275 99.95 78.00 1048594
May-11 96.45 85.10 162790 97.70 87.20 416167
June-11 106.00 89.00 220995 103.00 86.95 528865
July-11 120.60 92.80 627396 120.80 90.10 1547084
Aug-11 117.00 88.00 415952 117.95 88.00 1123032
Sep-11 105.90 91.35 275438 105.30 91.10 752615
Oct-11 101.95 88.20 221336 101.80 88.00 517107
Nov-11 102.20 57.05 603068 102.25 56.80 1534059
Dec-11 77.50 54.50 818619 77.30 54.65 1930165
Jan -12 84.00 60.15 1873933 84.00 60.60 4411221
Feb-12 98.40 75.20 3735307 99.95 75.10 7137427
March-12 95.90 56.00 8292875 95.80 56.00 17126941

Performance of the company in comparison to the BSE Sensex

32 75 %
fpr 2011

HSE

Jun 2011

Ag 2011

Ot 20141

|pec 2011

Feb 2012
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xi)

Registrar and Transfer Agents
Name & Address

Share Transfer System:

Karvy Computershare Put Ltd.,

46, Avenue 4, Street 1, Banjara Hills
Hyderabad-500 034
Tel: 91 40 23440627, Fax: 91 40 23420814
E-mail :ksreddy@karvy.com

Contact Person: Mr. K S Reddy

(Asst. General Manager)

The Company'’s shares are traded in the stock exchanges compulsorily in Demat form. The Company’s
Registrar and Transfer agent is the common agency to look after physical and demat share work. The
shares lodged for transfer at the registrar are processed and returned to shareholders within the stipulated

time.

Shareholding (as on March 31,2012):

a) Distribution of shareholding as on March 31, 2012.

Category No. of Shares | Holding in Rs | % to Capital | No. of accounts | % of Total Accounts
1-5000 20418230 16.34 21771 92.76
5001-10000 6729250 5.38 870 3.71
10001-20000 6214140 4.97 423 1.80
20001-30000 3374440 2.70 135 0.58
30001-40000 2125860 1.70 60 0.26
40001-50000 2010830 1.61 44 0.19
50001-100000 5146390 412 75 0.32
100001& above 78977410 63.18 92 0.39
GRAND TOTAL 124996550 100.00 23470 100.00
b) Categories of Shareholders as on March 31, 2012
Category No. of Shareholders | No. of shares | Percentage
Indian Promoters 1 225863 1.81
Foreign Promoters 12 2472248 19.78
Persons acting in Concert
i) Indian 3 116385 0.93
ii)  Foreign 6 1459646 11.67
Mutual Funds and UTI 0 0 0.00
Banks, Financial Institutions, Insurance 1 50 0.00
Companies (Central / State Gov. Institutions
/ Non-government Institutions)
Foreign Institutional Investors 0 0 0.00
Private Corporate Bodies 576 1352295 10.82
Indian Public 21824 4567137 36.54
NRIs / OCBs 212 938790 7.51
Individual Shareholders excess 1 Lakh 19 1247867 9.98
Foreign Trust 3 24531 0.20
Clearing Members 122 94843 0.76
TOTAL 23470| 1,24,99,655 100

®
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xii)

xiii)

Xiv)

XV)

Dematerialization of shares and liquidity:

The company’s shares are compulsorily traded in dematerialization form. Equity shares of the Company
representing 95.27% of the company’s share capital are dematerialized as on March 31, 2012.

The Company’s shares are regularly traded on The National Stock Exchange of India Limited and The
Stock Exchange, Mumbai, in electronic form.

As on March 31, 2012, the company did not have any outstanding GDRs /ADRs / Warrants or any
convertible instruments
Manufacture facility Locations : Kernex Microsystems (India) Ltd.

THRUSHNA” Plot No.7,

Software Units Layout

Infocity, Madhapur

Hyderabad-500 081

Address for Correspondence : Kernex Microsystems (India) Ltd.
THRUSHNA” Plot No.7,
Software Units Layout
Infocity, Madhapur
Hyderabad-500081
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AUDITORS CERTIFICATE REGARDING CORPORATE GOVERNANCE

To the Members of Kernex Microsystems (India) Limited,
Hyderabad.

We have examined the compliance of condition of Corporate Governance by Kernex Microsystems (India) Ltd., for
the year ended 31st March 2012, as stipulated in Clause 49 of the Listing Agreement of the Company with the stock
exchanges.

The Compliance of conditions of corporate governance is the responsibility of the management. Our examination
has been limited to review of the procedures and implementation thereof, adopted by the company for ensuring the
compliance with the conditions of corporate governance. It is neither an audit nor an expression of opinion on the

financial statement of the Company.

In our opinion and to the best of our information and according to the explanation given to us, and based on the
representation made by the Directors and the Management, we certify that the Company has complied with the

conditions of Corporate Governance as stipulated in Clause 49 of the above mentioned Listing Agreement.

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

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

For GMK ASSOCIATES.,
Chartered Accountants
Firm Reg. No. 006945S

G Satyanarayana Murty

Partner

Place: Hyderabad Membership No: 29919
Date: 28" May, 2012
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AUDITORS’ REPORT

To the Members of
KERNEX MICROSYSTEMS (INDIA) LIMTED

We have audited the attached Balance Sheet of Kernex
Microsystems (India ) Limited, as at 31st March, 2012
and also the Statement of Profit and Loss and Cash
Flow Statement for the year ended on that date annexed
thereto. These financial statements are the responsibility
of the Company’s management. Our responsibility is to
express an opinion on these financial statements based
on our audit.

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

As required by the Companies (Auditor’s Report)
Order,2003,( the Order ) issued by the Central
Government of India in terms of sub-section (4A) of
section 227 of the Companies Act, 1956, we enclose
in the Annexure a statement on the matters specified in
paragraphs 4 and 5 of the said Order.

Further to our comments in the Annexure referred to
above, we report that:

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

(ii)  Inour opinion, proper books of account as required
by law have been kept by the Company, so far as
appears from our examination of those books;

(iii) The Balance Sheet, Statement of Profit and Loss
and Cash Flow Statement dealt with by this report
are in agreement with the books of accounts.

(iv) In our opinion , the Balance Sheet, Statement of
Profit and Loss and Cash Flow Statement dealt
with by this report comply with the accounting

standards referred to in sub-section (3C) of Section
211 of the Companies Act,1956 ;

(v)  On the basis of written representations received
from the directors as on 31st March, 2012 and
taken on record by the Board of Directors, we
report that none of the directors is disqualified as
on 31st March, 2012 from being appointed as a
director in terms of Clause (g) of sub-section (1) of
Section 274 of the Companies Act,1956;

(vi) In our opinion and to the best of our information
and according to the explanations given to us , the
said accounts give the information required by the
Companies Act,1956, in the manner so required
and give a true and fair view in conformity with the
accounting principles generally accepted in India ;

(@  In the case of Balance Sheet, of the state of
affairs of the Company as at 31st March,
2012;

(b)  In the case of Statement of Profit and Loss,
of the Profit for the year ended on that date.

(¢) In the case of Cash Flow Statement, of the
cash flows of the Company for the year
ended on that date.

For GMK ASSOCIATES.,
Chartered Accountants
(Firm Regn No.006945S)

G. Satyanarayana Murty
Partner
Place : Hyderabad Membership No. : 29919

Date : 28" May, 2012.
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Annexure to the Auditor’s report of even date
to the Members of Kernex Microsystems (India)
Limited

U

(Im)

(@@ The Company is in the process of updating
the records showing full particulars including
Quantitative details and the situation of its
fixed assets.

(b)  As per the explanations given to us by the
management, physical verification of Fixed
Assets has been carried out during the year
and no material discrepancies are noticed.

() None of the major fixed assets of the
Company are disposed off during the year.

(@  The Inventory has been physically verified by
the management at reasonable intervals.

(b) In our opinion and according to the
information and explanations given to us,
the procedures for physical verification of
inventory followed by the management were
reasonable and adequate in relation to the
size of the Company and the nature of its
business;

(¢ On the basis of our examination of the
inventory records, in our opinion, the
company has maintained proper records
of inventory. The discrepancies noticed
on physical verification of inventory as
compared to book records were not material.

(@ During the year, the Company has not
granted any loans, secured or unsecured,
to the companies, firms or other parties
covered in the register maintained under
Section 301 of the Companies Act,1956.
Hence Clauses (iii) (b), (c) & (d) of the Order
are not applicable.

(b) The Company has not taken any loans,
secured or unsecured, from companies,
firms or other parties covered in the register
maintained under Section 301 of the
Companies Act, 1956. Hence Clauses (iii) (f)
& (g) of the Order are not applicable.

In our opinion and according to the information
and explanations provided to us there are adequate
internal control system commensurate with the size
of the Company and the nature of its business with
regard to purchase of inventory, fixed assets and

(Vi)

(V)

(IX)

for sale of goods and services. During the course
of our audit, no major weakness has been noticed
in the internal control.

Based on the audit procedures applied by us and
according to the information and explanations
provided by the management, we are of the
opinion that there have been no transactions that
need to be entered into the register maintained
under Section 301;

The Company has not accepted any deposits from
the public during the year under review falls under
section 58A and 58AA of the Companies Act
1956;

The Company has an in-house internal audit
department, which, in our opinion the scope is
commensurate with the size and nature of the
business of the company;

We have broadly reviewed the books of account
maintained by the Company in respect of the
products where, pursuant to the Rules made by the
Central Government of India, the maintenance of
cost records has been prescribed under clause (d)
of Section 209 of the Act and are of the opinion
that prima facie, the prescribed accounts and
records have been made and maintained. We have
not, however, made a detailed examination of the
records with a view to determine whether they are
accurate or complete.

(@@ There have been delays in depositing
undisputed statutory dues including Provident
Fund, Employees State Insurance, Income
Tax and Service Tax with appropriate
authorities during the year. According to
the records, information and explanations
provided to us, there are undisputed amounts
payable in respect of TDS Rs 7,20,600/-,
Excise Duty Rs 5,31,388/- and Corporate
Dividend Tax Rs 20,76,036/-were
outstanding at the yearend for a period of
more than six months from the date they
become payable ;

(b) According to the information and
explanations provided to us, particulars of
out standing dues of Income tax and Sales
tax have not been deposited on account of
any dispute are given below:

®
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Name of Statute Nature of the | Period to which the | Amount (Rupees Forum where
Dues amounts relates in Lakhs) dispute is pending
Income Tax Act Income Tax AY 1998-99 8.00 High Court
APGST Sales Tax A.Y 2003-04 4.13 STAT

(X) The Company has no accumulated losses at the end of the financial year ended 31.03.2012 and it has not
incurred cash loss during the year covered by our audit and also in the immediately preceding financial year.
(XI) Based on our audit procedures and on the information and explanations given by the management, the Company

has not defaulted in repayment of dues to any financial institution or bank;

(XII) Based on our examination and according to the information and explanations given to us , the Company has not
granted loans and advances on the basis of security by way of pledge of shares, debentures and other securities ;

(XII) In our opinion, the Company is not a Chit Fund / Nidhi / Mutual Benefit Fund/ Society and Clause 4 (xiii) of
the Order are not applicable to this company.

(XIV) In our opinion, the Company is not dealing or trading in shares, securities, debentures and other investments.
Accordingly, the provisions of Clause 4(xiv) of the Order not applicable to the Company.

(XV) On the basis of our examination of the books of accounts and the information and explanation given to us the
Company has not given any guarantee for loans by others from bank or financial institutions ;

(XVI) According to the information and explanations given to us, the company has not availed any term loans during
the year under review.

(XVII) On the basis of our examinations of the books of accounts and the information and explanation given to us, in
our opinion, the funds raised on short-term basis have not been used for long-term investment.

(XVI) During the year, the Company has not made any preferential allotment of shares to parties and companies
covered in the Register maintained under Section 301 of the Act ;

(XIX) The Company has not made any issue of debentures during the year;
(XX) During the year covered by our audit report the Company has not raised any money by way of Public Issue.

(XXI) Based on the audit procedures performed and information and explanations given to us by the management, we
report that no fraud on or by the Company has been noticed or reported during the course of our audit.

For GMK ASSOCIATES.,
Chartered Accountants

(Firm Regn No.006945S)

G. Satyanarayana Murty
Partner
Place: Hyderabad Membership No.:29919

Date: 28" May,2012
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Balance Sheet as at 31 March, 2012

(Rupees)

Particulars Note As at 31 As at 31 March,
No. March, 2012 2011
A EQUITY AND LIABILITIES
Shareholders’ funds
Share capital 2 124,996,550 124,996,550
Reserves and surplus 3 1,169,639,907 1,139,470,036
1,294,636,457 1,264,466,586
Non-current liabilities
Long-term borrowings 4 - 364,815
- 364,815
Current liabilities
Short-term borrowings 5 179,015,704 224,764,899
Trade payables 6 73,955,340 74,214,974
Other current liabilities 7 96,466,668 85,587,106
Short-term provisions 8 14,527,412 14,575,691
363,965,124 399,142,670
TOTAL 1,658,601,581 1,663,974,071
B ASSETS
Non-current assets
Fixed assets
Tangible assets 9 278,893,832 264,616,645
Capital work-in-progress 438,118,929 448,004,354
717,012,761 712,620,999
Non-current investments 10 11,830,950 11,830,950
Deferred tax assets (net) 23.13 3,879,839 11,130,085
Long-term loans and advances 11 113,208,217 100,544,847
128,919,005 123,505,882
Current assets
Inventories 12 166,605,992 207,423,263
Trade receivables 13 425,932,410 359,694,839
Cash and cash equivalents 14 118,737,582 139,917,168
Short-term loans and advances 15 88,426,754 105,442,621
Other current assets 16 12,967,077 15,369,299
812,669,815 827,847,190
TOTAL 1,658,601,581 1,663,974,071
Significant Accounting Policies 1 - -

See accompanying notes forming part of the financial statements

In terms of our report attached.
For GMK ASSOCIATES,
Chartered Accountants

Firm Reg. # 006945S
(G.Satyanarayana Murty)

Partner

Membership # 29919
Place : Hyderabad
Date : 28" May, 2012

For and on behalf of the Board of Directors

B. Murali Mohan
Technical Director

S. Jasminder Singh
(Company Secretary)

Col. L.V. Raju (Retd.)

Managing Director




W\ Kernex Microsystems (India) Limited

Statement of Profit and Loss for the year ended 31 March, 2012

(Rupees)

Note

For the year

For the year

Particulars No. ended ended
31 March, 2012 31 March, 2011
1 Revenue from operations (gross) 17 438,697,517 441,034,133
Less: Excise duty 17 184,855 772,485
Revenue from operations (net) 438,512,662 440,261,648
2 Other income 18 21,329,347 17,450,906
3 Total revenue (1+2) 459,842,009 457,712,554
4 Expenses
(@) Cost of materials consumed 19.A 23,796,500 55,036,256
(b) Purchases of stock-in-trade 19.B 43,237,019 86,192,867
(c) Changes in inventories of finished goods, 19.C 34,598,948 (1,568,513)
work-in-progress and stock-in-trade
(d) Employee benefits expense 20 90,024,052 82,872,881
(e) Finance costs 21 36,968,108 31,125,583
(f) Depreciation and amortisation expense 9 8,049,762 10,524,188
(@) Other expenses 22 154,659,783 122,756,577
Total expenses 391,334,173 386,939,839
5 Profit / (Loss) before tax (3 - 4) 68,507,836 70,772,715
6 Tax expense:
Current tax 16,237,194 14,200,000
(Less): MAT credit (where applicable) - (14,200,000)
(b) Current tax expense relating to prior years 323,113 -
(c) Net current tax expense 16,560,307 -
Deferred tax 23.13 7,250,246 24,990,275
23,810,554 24,990,275
7 Profit / (Loss) for the year (5+6) 44,697,283 45,782,440
8 Earnings per share (of ¥ 10/- each):
(a) Basic 3.58 3.66
(b) Diluted 3.58 3.66
Significant Accounting Policies 1

See accompanying notes forming part of the financial statements

In terms of our report attached.
For GMK ASSOCIATES,

Chartered Accountants
Firm Reg. # 006945S

(G.

Satyanarayana Murty)

Partner

Membership # 29919
Place : Hyderabad

Date : 28" May, 2012

®

For and on behalf of the Board of Directors

B. Murali Mohan
Technical Director

S. Jasminder Singh
(Company Secretary)

Col. L.V. Raju (Retd.)
Managing Director
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31 MARCH, 2012 (Rupees)
Particulars For the year ended For the year ended
31 March, 2012 31 March, 2011
A. Cash flow from operating activities
Net Profit / (Loss) before extraordinary items and tax 68,507,836 70,772,715
Adjustments for:
Depreciation and amortisation 8,049,762 10,524,188
Finance costs 36,968,108 31,130,472
Interest income (13,199,596) (8,510,887)
Net unrealised exchange (gain) / loss - -
31,818,274 33,143,773
Operating profit / (loss) before working capital 100,326,110 103,916,488
changes
Changes in working capital:
Adjustments for (increase) / decrease in operating assets:
Inventories 40,817,271 (372,689
Trade receivables (66,237,571) (166,266,416)
Short-term loans and advances 17,015,868 (568,792)
Long-term loans and advances (23,017,152) (2,492,161)
Other current assets 2,402,222 (7,229,048)
Adjustments for increase/(decrease) in operating liabilities:
Trade payables (259,634) 55,726,832
Other current liabilities 10,879,561 (42,405,243)
Short-term provisions - -
(18,399,434) (18,399,434) (163,607,517)  (163,607,517)
Cash generated from operations 81,926,676 (59,691,029
Net cash flow from / (used in) operating activities (A) 81,926,676 (59,691,029
B. Cash flow from investing activities
Capital expenditure on fixed assets, including capital advances (12,441,525) (23,388,423)
Interest received 13,199,596 8,510,887
Net income tax (paid) / refunds (8,282,561) (6,500,000)
Net cash flow from / (used in) investing activities (B) (7,524,490) (21,377,536)
C. Cash flow from financing activities
Repayment of long-term borrowings (364,815) (651,875)
Net increase / (decrease) in working capital borrowings (45,749,195) 35,806,091
Finance cost (36,968,108) (31,130,472)
Dividends paid (12,499,655) -
(95,581,773) 4,023,744
Net cash flow from / (used in) financing activities (C) (95,581,773) 4,023,744
Net increase / (decrease) in Cash and cash equivalents (21,179,586) (77,044,821)
(A+B+C)
Cash a